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ABSTRACT

Generating government revenue is a common objective in privatization. This paper asks:
what determines privatization prices? Pursuing this query helps resolve the current controversies
about the bearing of speed and the role for government actions prior to privatization. The data,
gathered from primary sources, encompass 361 privatized Mexican companies in 49 four-digit
industry codes. The determinants of auction privatization prices are divided into three groups:
(1) company performance and industry parameters; (2) the auction process and its requirements;
and (3) the prior restructuring actions taken by the government. Controlling for company and
industry effects reveals the significant impact of the costs and characteristics of the labor force.
Minority control packages camry large discounts. Auction requirements that allow foreign
investors result in higher sale premia, while restrictions constraining participation or payment
forms reduce net prices. The speed of privatization substantially influences net prices: the Ionger
it takes to put the company on the block, the more severe the deterioration in performance, and
the lower the premium obtained. Pre-sale reductions in labor force, and particularly the firing
of CEOs, lead to significantly higher premiums. Debt absorption, investment, and performance
improvement programs do not increase the net price, while de-investment measures prove more
beneficial. Overall, the results show increased premia for government actions that stimulate

bidder participation and expedite the privatization process.
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L. INTRODUCTION

An auction of public enterprises is a standard mechanism for achieving a fundamental objective of
privatization: the generation of government revenue (see Bolton and Roland [1992] and Maskin {1992]).
This paper examines whar derermines auction prices in privatization. Three types of determinants are
considered: (1) company and industry characteristics; (2) the auction process and its requirements; and
(3) prior restructuring policies of the government. The analysis of price determinants resolves some of
the current controversies about the role of speed of sale and of government actions prior (o privatization
(sec Laffout {1994], Sachs [1992], Shleifer & Vishny {1994), and Tirole {1991]). This study provides
answers lo several questions concerning privatization: How is privatization affected by other residual
claimants of the firm? Do the timing and specifics of the process matter? Should the govérnment attempt
to manipulate the auction? What types of prior restructuring policies are worth implementing? Is speed
a key ingredient precluding further government intervention during the sale? To address these questions
[ have created an exhaustive database from primary sources of all companies privatized in Mexico during
the period between 1983 and 1992.

The paper is divided into seven sections. Followin the introduction, section 11 outlines the framework
of the analysis: the government, subject to political and social constraints, acts with the hope of increasing
the expected value of a public enterprise. These policy actions encompass a wide array of restructuring
measures and auction requirements. Section 1l also frames some of the key questions surrounding
privatization in terms of the different groups of determinants of prices. Finally, this part describes the
econometric methodology used in the rest of the study.

Section I briefly describes the sample and construction of the database. This study covers the Mexican
privatization program, which involves 361 companies in 49 four-digit industry codes. The data
encompass company characteristics, bids and bidders in the auction, and all government actions before
and resulting from each privatization. These variables are used to determine the net price obtained by the
government and an approximation of Tobin's Q, here termed Privarization Q (PQ).

The fourth section presents a cross-sectional analysis of the data and interprets the first category of ptice
determinants: firm and industry characteristics. The results reveal the positive impact on net prices of
the firm's past performance in termrs of net and operating income, capacily usage, and market share.
Privatization involves the sale of fixed assets along with a labor contract. A labor union's power,
measured by the number of strikes and the cost of contingent labor liabilities, has a significant negative
impact on net prices. Industries in which State-owned Enterprises (SOEs) produce a large share of total
output carry a premium, reflecting the continuation of favorable regulation and eniry barriers, as well as
possible previous underexploitation of market power. Finally, in line with findings in related work on
private companies (Zingales {1993]), control leads to large premia for majority blocks.

Section V examines the variables related to the process of privatization and auction characteristics. Net



prices rose in the second phase of the program (1988-1992) when privatization became a central item on
the government's agenda and the economy underwent a stabilization program. The data show that
companies’ profitability and market penetration significantly deteriorate as the sale day approaches.
Longer internal times of sale, defined as the period between the first rumor of privatization and its public
announcement, lead to larger deterioration in performance, resulting in lower premia. The number of
bidders involved in the auction positively influences the price, indicating the relevance of wide
participation and the need to eliminate requirements that decrease bidder involvement. Several of these
requirements are shown to affect PQ negatively.

Section VI examines the role of government actions prior to privatization by analyzing the third set of
price determinants: restructuring actions before the sale. Prior policies depend on some of the same
variables that comprise the bidders' price function. Given the endogeneity of prior actions, a two-stage
process is required to evaluate their final impact on price. In the first stage, discrete or limited dependent
variables methods are used to determine the probability that a restructuring measure occurs, revealing the
main factors that influence the government's decisions. In the second stage, the predictors of
restructuring actions are used as generated intruments to account for the effect of such policies on PQ.

I analyze six areas of company restructuring prior to privatization: management, labor, debt, efficiency
programs, investment, and de-investment. An evaluation of their final impact on net prices provides
guidelines for dos and don’ts in SOE restructuring. For instance, the results suggest that it is worthwhile
to replace the CEO with a “privatizer” whose task is to clean up the company, to reduce the waste of
resources, and to get the firm on the block as quickly as possible. Labor downsizing before selling has
a positive marginal effect on PQ, while debt absorption has no impact. Investing or embarking on
efficiency programs before the sale actually decreases PQ; the government does not get its money's worth
and the performance of the company remains the same. In contrast, cutting the flow of resources and
postponing large investment programs, or de-investing, fares better in terms of premiums.

Section VII summarizes the findings. These results shed light on the privatization process and provide
empirical evaluation of some theories about privatization.

II. PRIVATIZATION PRICES AND THEIR DETERMINANTS

I1.A. Methodology and Privatization Q

Although various national privatization programs outline a multiplicity of goals, a closer look reveals
that most governments pursue two basic objectives: (1) efficiency enhancement, in terms of depolitization
of state-owned enterprises (SOEs) and improvement of corporate governance (see Shleifer and Vishny
[1994]); and (2) revenue generation, either to get out of fiscal crises of to achieve redistributive purposes.
An evaluation of privatization practice also suggests that, subject to certain political and social constraints,
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generating government revenue is a fundamental objective. In Mexico, for example, price was the key
factor in selecting the winner in over 96% of all privatized SOEs.

When all relevant costs of privatization are considered. the net transaction price is often very different
from the announced price in the sale contract. A failure to account for these costs in the price measure
could lead to a significant bias, Adjusting the prices reported in the official statistics requires an analysis
of the sale contract and all restructuring costs incurred prior to and connecied to the sale. A measure of
the net price abtained by the government for each company privatized, i, is created as follows:

GNPP, = B, - P*R, - GC, - Adj, (1

GNPP,, or Government Net Privatization Price for company i, is constructed by calculating the present
value of the nominal sale price as registered in the sale contract (B) and making the following
adjustments:
(a) subtracting the cost (P of the restructuring measures (R,) undertaken by the government before the
sale;
(b) subtracting of the costs of the "Government Commitments” and the "Special Clauses” promised by
the government at the time of the sale {GC); and :
(¢) adding or subtracting of the adjustments made to the sale contract (Adj), such as reimbursements

on both sides when the financial statements differ from the ones given to the bidders before the
sale.!

Based on GNPP,, | calculate an approximation of average Tobin's Q as follows:

(2)
GNPP,
*+TD

sh, “o
PQ, =

ivig

where PQ, is defined as Privatization Q for company {. PQ considers GNPP, as the proxy for market
value of stock, adjusts it by the percentage of company shares sold (sh,), and controls for total liabiiilies
(TD, ) and total assets (T4, o) of the firm right before privatization. This allows us to calculate a price
measure similar to Tobin's Q despite the limited data available for SOEs.

! Several other variations of GNPP were also calculated. First, a more comprehensive GNPP was created including
parameters such as investment commitments made by the bidder and any benefits oblained for the workers in terms of shares
or commitments of the bidder not 10 incur Yabor cuts. Only 12 cases had formal investment commitments of a specific amount
in the sale contract. In another 3 cases, a minarity percentage of shares, varying from | to 10%. was given to the labor union.
The correlation between GNPP and this new measure is 0.9852. A third variation of GNPP subtracts the implied loss to l:h_e
government when winners default on their payments or when contracy renegotiations ke place. The paper does not use this
approximation in the analysis since this adjustment is an ex-post effect for price determination.
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Like other measures of Tobin’s Q. PQ is not free from biases. Linderberg and Ross [1981] point out
that firms with valuable intangible assets in addition 10 physical capital tend to have higher Tobin's Qs.
An upward bias may also exist since many SOEs experience financial or economic difficulties, so tha
the market value of debt could be below book value. Finally, the ideal measure for the denominator of
PQ would be the replacement cost of the firm’s plant and inventories but this number is available only
for 58% of the sample, most of which are privatized in the final years of the program. The economelric
analysis of this paper was also performed for this reduced set of observations using the value of the
replacement cost as the denominator. Since the results do not significantly change. and the correlation
of PQ with su:" a measure is 0.837, I kept total assets as the denominator of PQ.

The estimation of the determinants of privatization prices in the following sections considers PQ as the
dependent variable of what I call the PQ equation:

PO, = pq(X. A, R) (3)

where PQ, for company i is a function of company characteristics (X), including financial and
performance data, information about the other residual tlaimants of the company (labor, management,
minority shareholders, etc.), and industry, trade and market characteristics. Bids, and therefore PQs, are
also affected by the auction process itself (A)), including requirements imposed in the auction, the number
of bidders and rounds, etc. Finally, in determining their bid, potential buyers also take into account the
restructuring measures implemented by the government on company i (R). The PQ equation allows us
to break down the determinants of auction prices in privatization and therefore to test some of the main
hypotheses in the privatization literature.

I11.B. The Determinants of Privatization Prices

The above framework allows us to analyze some of the main points of the privatization debate in light
of the variables which affect privatization prices. This section summarizes the main arguments shown
in Table [, which classifies the empirical predictions about the effects of different determinants of PQ
implied by the existing theories and models of privatization. '

Company Characteristics

A public company, like any private firm, is characterized by a set of contracts with its stakeholders,
including workers, managers and shareholders (Fama and Jensen [1983]). Labor plays a dominant role
in public enterprises, making union dealings and collective contracts a significant determinant of
privatization prices (Lopez-de-Silanes et al.[1995)). SOEs often have excess workers, partly because
public sector unions place greater weight on employment increases than do unions in the private sector
(see Freeman and Ichniowski [1988)) and because they simply are more effective in raising employment



TABLE 1

EMPIRICAL PREDICTIONS OF THE MAIN THEORIES ABOUT

THE DETERMINANTS OF PRIVATIZATION PRICES

This wable classifies the empirical predictions implied by models of the effects of diffecrem determinanis o privatization net prices. Tlic
measure of mel price is “Pravatization Q.” the value of the Government’s Nei Privatizatin Peice (GNPP) adjusted by the percentage ol
SOE shares sold plus Total Liabitities of the SOE al the (ime of prix tization, divided by Total Assets of the SOE al the time of

privatization.

Independent Variables

Model ur Theoretical Idea

Emairical Predictions
of the Effect ua PQ

1. Compeny and Indusiry Characierisiics

Strang and Active Unions

Shieifer & Vishny (1994), Lopez-de-Silanes et af.(1995): Public unions ty tu hlock
privatization and are cosily 1o buyers.

Negative Effect

Govemment panticipation
n Hadusity’s outpus

Laoffout (1994). Kikeri et al. nw_z;; Higher mark+~t panicipation entails mare matkel
powet. loited markei p lities. o may 1 associated with mare favorable

Pasitive Effect

Controt vs. Revenue
Privatizations

Grossman & Hart (1980}, Shleifer & Vishny (1994); The “conivol® view argues that
residual righis of control are the critical d i of r tlocation.

Vickess & Yarrow (1988), Laffort & Tirole (1993); The “incentive” view argues
privatization gains come from increased gerial discipline; therefore conteol should
not be critical in dewenmining prices.

Highes PQ fur Camrol
privatizatons

No significant difference
berween conirol and
revenue privalizations,

11. The Auction Process and its Characterivtics

Leaming Effect or
Credibitity Effect

Galal et al.(1994), Kikeri ¢1 al.(1992): Government feams haw to sell as time and
cxperience goes by. Public becomes lamiliar with the process as reslts are known.,

Positive Effect

Macrocconamic Suabiliey

Vuuylsteke (1988). Kikeri et al.11994). Improves finn prospecis.
Shivifer & Vishny (1994): Harder budget consiraints.

Positive Effect

Length of each process. Caves (1992). Bohon & Roland 11992):Once privatizaiion is announced, impraved
or lack of speed. stakeholders” incentives boost company peri . M cares abaut Positive or No Effecy
repulation.
Aliman (1984). Wruck (1990): Privatization news triggers performance deterioration
similar o that of finms in financial distress. MNegative Effect
Auction Competition Milgeom (1987}: Ircreases likelihood that same bidder perceives the goud’s value, and Positive Effect

reduces danges of

Auction Restrictions on:

Office of Privaiization of Venewwela (1990}, and oiher agencies. Foreign buyers tend w0
terhid b Al ot ™"

1)Fareign lav they do not value ali the assews’ p and p Positive Effect
domesiic buyers.
2)Pre-qualifications: M¢xican Baaking Pri ion Committee (1991). and other agencies: Prequatification | Positive Effect
Biddes-type, ownershp of bidders increases the quality of the auctio,. and gives certzinty w the whole
period, i plan. | privatizaiion prog
31Form of Paymen Aghion. Hart & Moore (1992), Ludders (1992}: Resiticiians reduce competicion and Negative Effect
may prevent 8 bidder from acquining the SOE at its maximized value.
11l Prior Restracturing Policles
Management Changes Bolion & Roland (199): Loss of experienced managemend. Old management tries in Negarive Effect
run the finm ¢fficicndy because they need a repuation o belp them find a Job.
Barberis ¢1. al (1995): Old management team would has the wrong human capital w Positive Effect
face petition and merket conditi
Firing Workers Yatrow (1986), Kreps and Wilson (1982): The government has more resources so design
andlor social safery net measures. The govemment is pleying a repeated game with imperfect Positive Effect
Comnct R inf ion in which i cares to develop & reputation for coughness.
Freeman (1986). Lopex-de-Silanes et al.(1995): Public unions can influence the future of Ambiguous Effect
politicians wha care about votes. therelore the governmen has loss bargaining power.
Debx Absarpiion Newbery (1991). Bolton & Roland (1991): SOEs could be finarcially distressed from

debi burden but stilt economically visble. Debi write-offs with auctions amours 00 a
swap of securitics and allows new owner to oplimally redesign the Capital structure.

Positive Effect

Efficiency Improvement
Programs

Kikeri et al. (1994). Asymmetric information makes bidders underbid when casy-to.solve
hottleneck problems are presend.

Boycko ei ul. (1995). Managers have incentives 10 get resources for the last time and
wasie them. Managerial theft could also happen.

Positive Effect

Negative Effect

Investment Measures

Tirole (1991}, Kikeri et al 11994):°.. tong-phanned and careful expansions, especially for
well-run SOEs.." should take place. The investment associated with transforming or
large finms into viable units to improve matching opportunities with bidders.

Shltifer & Vishny ((994): The investment might not fit the winned's pian. of the
govemnment migh do she wrong inv < nt based on political ¢

Positive Effect

Negative Effec

Deamesiarent Measures

Cunting the New of resources coukd damage the viahility uf the company.
Manayers are wasing resources.

Negative Effect
Positive Effect




levels. Pubiic union contracts, typically generous by industry standards (Freeman [1986]), exacerbate
the role of labor conditions in privatization: there are cases in our sample not only where wages are high,
but where fringe benefits triple the total wage bill. Such high wage levels may result from managers
catering to politicians (Shleifer & Vishny [1994]).

Other stakeholders of SOEs sometimes include private shareholders. Based on the concepts introduced
in Grossman and Hart [1986]. privatization schemes may be classified into control privatizations, giving
control rights as well as cash-flow rights, and revenne privatizations, giving some cash-flow rights but
no contre!. In the “control” view of privatization, shared by Boycko et al. [1996], residual rights of
control are the critical determinant of resource allocation, implying higher PQs for control privatizations.
On the other hand, in models based on the "incentive” view (Vickers and Yarrow [1988)), control should
not be critical in determining prices. According to this view, privatization gains come fram increased
managerial discipline, so that there should be little difference between control and revenue privatizations.
A comparative analysis of the different forms of transfer and an estimate of their relative prices will
contribute to this discussion.

The Auction Process and its Requirements

Prices in privatization can also result from elements of the privatization process itself, such as the
auction mechanism, its implementation and timing, and the order of the companies auctioned. Part of
the literature has emphasized the potential role of a "learning” effect on the part of the authority. If
learning is important, governments may start by privatizing companies in competitive sectors, where there
is less room for errors, and wind up with firm in oligopolistic or non-tradeable industries (Galal et al.
[1994]). Other authors, such as Kikeri et al. [1992), suggest that as privatization and its results become
better known by the public, "credibility” increases. translating into higher premiums. Similarly, as
suggested by Vuylsteke [1988), macroeconomic stability may affect prices since the firms’ prospects
change with such conditions.

Speed or swifiness may also influence sale prices. The announcement, even the rumor, of future
privatization of a company may trigger a change in stakeholders’ behavior. Caves [1992) finds that some
to-be-privatized British companies improved their performance before privatization. However, one could
argue that privatization rumors may lead to lower productivity, lower performance, wage increases, costly
liquidations, or the outright theft of assets, analogous to the situation of a firm in financial distress.
Empirical work on the causes of the loss in value of firms in financial distress (Altman [1984] and Wruck
[1990)) includes as explanations: (a) managerial distraction, incompetence, or negligence; (b} foregone
investment opportunities; (c) a drop in demand resuiting from aggressive competitors or loss of consumer
confidence; and (d) reluctance of suppliers to extend credit or providz inputs. An appropriate measure
of the length of the process will help discern the benefits of speed in privatization.

The number of bidders and auction rounds are also relevant determinants of auction prices (Milgrom
[1987)). The more bidders, the higher the price will be as a result of more competition and reduced



danger of collusion. Renegotiation possibilities or several rounds of auction when the bids do not cover
tie minimum price expected by the seller have an impac. on the optimal strategies follgived by the
bidders. The few precious studies cover the auctioning of oil rights, 1ax-exempt bonds, and government
contracts {see Gaver and Zimmermann [1977], Brannman et al. [1984]. and Porter [1986)). Privatization
auctions offer the opportunity to look at the effect on prices of bidder participation in a wide range of
industries and among a very diverse group of bidders.

Political concerns may prevent foreign participation in privatization thus favoring domestic groups.
Opening the process to foreign bidders should have an effect on prices through increased competition and
a reduction in the scope for collusion, particularly in oligopolistic industries in developing countries
{(Lafforu [1994]). Other auction requirements, such as bidder pre-qualifications and forms of payment,
also can have an impact on PQ. These restriction will be empirically evaluated in the course of this
paper.

Prior Restructuring Policies

Some of the most interesting questions about privatization are: What actions can the government take
prior to the sale to raise the price? Or. alternatively, should the government sell as fast as it can without
attempting to restructure the SOE? Restructuring before privatization can take place at the combany.
industry, or country levels, requiring the intervention and coordination of other authorities beyond those
in the office of privauzanon. Specific areas of prior restructuring include®: (1) change in management
and/or board of directors; (2} labor cutbacks and worker confract renegotiations; (3} absorption of either
outsiders’ debt, cross-liabilities among SOEs, or pasi-due fiscal debt; (4) aid programs aimed at
improving the firm's performance; (5) investment measures in the form of rehabilitation plans,
agreements on financial restructuring tied to operation improvements, or a temporary reopening of the
plants; (6) de-investment, or cutting the flow of resources; (7) legal restructuring, including the solution
of legal disputes or the creation of pater!s and/or operation permits; (8) changes in domestic regulation,
trade barriers, or entry and exit rules; and {9) asset restructuring in terms of spin-offs, break-ups, or even
packaging of companies for the sale.

Internationa! agencies, valualors, bidders, and government officials around the world advecate the use
of some of these measures in order (o raise sale prices. For example, Kikeri et.al. [1992] suggests using
various restructuring policies according to size and indusiry structure. Tirole's [1991} discussion of
monopoly break-ups hints at investment and rehabilitation programs linked to competition-oriented
restructuring. Although these and others have suggested the use of specific procedures under certain
contingcnciés (see Frydman and Rapaczynski {1991a], and Newbery [1991]), there is no systematic
research on the subject. This paper assesses the final impact on PQ of prior restructuring by focusing
on the first six groups of measures: management, labor, debt, efficiency-improvement programs,

* For a more detailed description of these policies see Appendix C.
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invesiment programs. and de-investment measures.

Management shake-ups before privatization may be the cause of lower premiums if the loss of
experienced management results in declining performance and diminished market penetration (Bolton and
Roland {1992)). On the other hand, getting rid of the old team may actually improve results or reduce
the financial squandering often associated with public enterprises.” Additionally, the old managers may
be fNawed because they were good at dealing with politicians and not at facing competition and market
conditions (see Barberis et al. [1996]).

A fundamental difference between public and private sector collective bargaining lies in the fact that
unions can influence the future of politicians through electoral votes (Freeman [1986]). An argument in
favor of government intervention in labor restructuring as a way of boosting privatization prices depends
on the fact that governments also have more mechanisms than the private sector to assist workers
displaced by structural changes: including retraining programs. job search assistance. and severance
payments {(Yarrow {1986]). )

If the gove.nment considers absorbing debt, it shculd do so with a higher probability when the
company faces large financial costs or is on the brink of bankruptcy. The common argument for such
a policy claims that absorption is needed to ensure the company's viability. One could differentiate
between firms in economic distress that have only negative NPV projecis, and those SQEs that, although
financially distressed from the burden of debt, still have positive NPV projects. The liquidation of the
latter firms is inefficient (Newberry [1991)). Alternatively, bidders may not benefit from debt absorption
if borrowing conditions are better once they are in possession of the asset.

A fourth group of restructuring policies includes programs aimed at improving the performance of the
SOE before privatization. Upgrading efficiency may solve the main problems of the SOE, improve
performance, and result in a higher privatization price, particularly if there exist information asymmelries
between the government and the bidders.

The implementation of investment programs in SOEs is sometimes a response to political constraints
imposed by pressures created by the possibility of shutdowns creating unemployment, or by the need to
support sectors that supply basic goods or services. Additionally. according to Tirole [1991}, substantial
amounts of investtents are required to transform monopolistic companies and break them into
independent units before privatization. The argument against investment in SOEs before the sale holds
that it is unlikely that the government witl invest more wisely just before privatization, or that the buyer
might achieve the same result at the same cost, but more in accordance with her preferences., This
argument implies that de-investing, or cutting the Row of resources and canceling investment programs,
may produce either a zero or a positive result in terms of PQs generated.



{1.C. Estimation Procedure of the Effects of Prior Resiructuring Policies on PQ

The government may attempt o raise privatization prices by trying to restructure the SOE before tuc
sale. Its strategy may be endogenous, reflecting the company's and the industry's traits. To take account
of this endogeneity, this paper uses a two-stage process to evaluate the impact of prior restructuring on
PQ. The first stage estimates probability of a restructuring measure (R;), while the second stage estimates
its impact on PQ. In the first stage, officials settle on the policies some of which take the form of a
binary choice, for example whether to fire the CEO or to renegotiate the collective union contract. Other
actions entail choice of levels, for example the amount of company debt to absorb. For the binary case.
one can think of an unobserved linear "latent variable,” r*;, for company i as:

r'e = 26 + Hie {4

which depends on a vector z; of observable company and industry characteristics and on an unobservable
(). Inthis framework, r°, represents the government's perceived benefit from engaging in action & and
determines the values that the observed dependent variable can take:
= [0 ¥ 26 vpu, <0 5
L7 i 26, +p, =0

In this case, the estimation procedure uses a probit model where the probability of taking an action k on
company i is the usuval P(r,=1) = P(z;6,=p,) = ®(z,6,). with &(.) as the distribution function for the
standard normal. Maximizing the log likelihood function with respect to 6, gives consistent and efficient
estimators and unveils the significant factors considered by the government in undertaking a given
restructuring policy. Regarding policies requiring a choice of levels, such as the percentage of workers
to fire before privatization, the estimation uses limited dependent variables with a 1obit model censored
from below at G and from above at 1.

I use four main groups of variables in the first stage 10 determine the probability that the governmeni
restructures before privatization:

(1) Agent banks in charge of organizing the auction:
A total of nine different financial institutions were involved as agent banks and were dummied for
in the regressions. The three largest domestic commercial banks handled close to 40% of all
privatization transactions. The agent banks were responsible for obtaining the SOE’s information,
suggesting restructuring measures, and organizing the auction itself. As a result, some prior
restructuring policies are associated with certain banks. These dummies have very low correlation
with PQ and are close to a randomly assigned instrument, since the government did not seem to
follow any pattern assigning SOEs to agent banks.

(2) Ministries in control: :
Different ministries account for differences in efficiency, bureaucratic hurdles, or simply in the
willingness of certain pofiticians to adopt specific measures. This set of six dummies has some



industry correlation but also shows a level of randomness in the classification of SOEs across
ministries (sometimes reflecting political considerations during different administrations). Over
50% of privatized SOEs were classified under the Ministry of Finance or the Ministry of Indusiry
and Trade, for example.

(3) Predeterinined company characteristics or sample-relative parameters:
Relative size of labor force. or assets within the whole population of SOEs, could influence the
government's decision to restructure but should not have a direct effect on PQ. In fact, the relative
size variables used here are correlated with the adoption of some prior restructuring policies, while
their association with PQ is very weak.

(4) Years or periods:
Certain restructuring measures may have been undertaken at different times according to changes
in budget constraints during recessionary or expansionary years. Similarly, restructuring policies
may have changed between different administrations.

Bound et al. [1993}, Nelson and Startz [1993], and Staiger and Stock [1993) have shown that a weak
~orr-lation between instruments and the ndogenous variable instrumented produces large svandad errors,
“shich in the presence of even a small correlation between the instruments and the error of the second
stage give rise to inconsistent I.V. estimates. Additionally, the presence of a finite sample bias makes
the magnitude of the I.V. estimates’ bias approach that of the OLS estimates as the instruments are
weaker. Consequently, I calculate the F-statistics on the excluded instruments in the first-stage
regressions. Results show that consistency and finite sample biases are untikely (o be problems in this
paper.

“In the second stage, instrumental variables are used to estimate the PQ equation which includes the
restructuring policies. In this step, the policy predictor, r,, obtained in stage one is used as a generaled
instrument to account for the final impact of the policy on PQ. Newey [1984] shows that sequential
estimators can be interpreted as members of a class of method-of-rnoments estimators, facilitating the
derivation of asymptotic covariance matrices for two-step estimators. This approach, applied here for the
case of a non-linear first-stage generated instrument, produces the same result in terms of covariance
matrices.

111. THE SAMPLE

{I1.A. The Data

In March of 1992, the Mexican Ministry of Finance and Public Credit (SHCP) granted me
authorization to review all privatization files in their archives. I also obtained data from the Ministry of
Trade and Industry (SECOFI), the Underministry of Finance and Public Credit, the Federal Treasury,
the Mexican Stock Market, several bidding companies, and some already privatized SOEs. Additional
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sources include government statistics and publications. stock market data and reports, Central Bank
statistics, journals. and newspapers.

Most of the dala was collected from primary sources. It covers 361 companies privatized beiween
November 1983 and June 1992, accounting for over 98 % of all privatized Mexican companies up to that
time. The database contains detailed information about the SOE being privatized, the auction process,
the bids and the hidders. The documentation coded ranges from internat memoranda between government

officials 1o technical and financial evaluations of the SOEs. The information is classified into the
following ategories:

1)

3)

4)

3

6)

7N

8)

N

10)

11)

12)

13)

14)

History of financial and production variables: usually for the three to four years prior to
privatization. The information includes data from income and expenditure statements, the general
balance sheet, production, and installed capacity records.

Ownership structure: before and after privatization, and any changes made during the four years
before privatization.

Fabor data: number of unionized and non-unionized workers, union's type and affitiation.
description of the collective contract, wages, workers’ relations, and number of strikes.
Management and board of directors: number, composition, and ownership. They are classified
as bureaucrats, experienced bureaucrats (over three years in the job and/or some qualifying degree),
private sector managers, shareholders, and foreigners.

Technology: technology contracts with third parties.

Market share: includes percentage of domestic market, and exporis.

Indusiry characteristics: type of competition, industry concentration, entry/exit barriers,
international trade characteristics, and industry regulation (foreign investment, price controls,
special government programs, elc.)

Government's involvement: reasons for and degree of presence, type of government company in
terms of control, ministry in charge, and reasons for privatization.

Restructuring before privatization: all actions undertaken by the government after privatization was
announced and before the sale. The costs of the measures are also available in most cases.

The auction process: auction steps and requirements, rounds of sale, and the number of bidders
involved.

Technical and financial evaluations of the company: usually made by the agent bank in charge of
the sale or by a consulting firm. The main problems and advantages of the SOE are determined
based on these documents and some additional sources.

Bidders: classified according to their nationality, the industry in which they operate, and their
relation connection to the privatized SOE.

Bids: their value, characteristics, terms. conditions, requests, and commitments offered. An
implicit valuation of the cost of these conditions was also sometimes undertaken, based on the
evaluation of the agent bank in charge of the sale.

The sale contrace: with an evaluation of its terms and conditions, such as goverament and buyer



commitments.
15) Post-sale adjustiments: including the costs or benefits from a post-sale financial evaluation of the
company, as well as those cases where winners defaulted or renegotiations took place.

The data set consists of a cross-section panel containing data for each SOE for the four years prior to
its privatization. Table II shows the distribution of SOEs sold each year. The number of companies or
legal entities being privatized and the number of transactions differs because some companjes were
associations of emerprises or conglomerates or were put together in packages for privatization purposes.
Although 361 companies were sold, involved only 236 transactions or "Privatization Contracts™. Out of
these contracts, I found available information for 221.> Each Privatization Contract is treated as a single
unit in the analysis.*

I1.B. The Privatization Program in Mexico

The Mexican privatization program is one of the [argest in the world in terms of number of companies
privatized and their relative sizes. In 1982, there .vere 1,155 SOEs in Mexico in almost all sectors of
the economy. Thal year, subsidies and transfers to SOEs equalled 12.7% of GDP. Their output
accounted for 14% of GDP, they employed 4.4% of the country’s labor force, and represented 38% of
fixed capital investment. Lépez-de-Silanes [1995] undertakes a comparative analysis of the relative
performance of SOEs to-be-privatized and private firms during the 1980s. He finds that, on average, the
privatized SOEs were money-losing operations, showed higher debt to assets ratios, had lower liquidity,
and relied heavily on short-term debt. Since the SOEs to be privatized were chosen by the authorities
because of their potential to be profitable or viable businesses, the performance comparison can be
thought to represent an upper bound for the whole SOE sector in terms of profitability.

In 1983, under large fiscal pressures, a new administration undertook a "Restructuring Program of the
SOEs" with the aim of increasing efficiency. This program involved restructuring measures for some
SOEs and a "clean-up” of the SOE sector through four main mechanisms: liquidation, merger, transfer,
and sale (privatization). Figure 1 shows the reduction in the number of SOEs by year. In the first years
of the program, the number of SOEs was greatly reduced, mainly through liquidation and mergers.
Privatization did not truly 1ake off until 1985. By the end of 1988, the new administration had moved
away from restructuring and towards privatization. In June of 1992, the number of SOEs had been
reduced to 225, and 361 SOEs had been privatized using sealed-bid auctions of control packages. The

* The two main seasons for the lack of information are: (i) 8 transactions with private majority shareholdess, which lack
many details of the process and information about the company itself: and (i) 7 cases that either lack all financial statements
and production information, or bidders and bids data. or the sale contract.

* Lopez-de-Silanes (1995¢) studies all hids {toralting 839), winners and losers, and associates bidder characteristics lo bid
prces.
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largest firms and the most complex cases were sokd under the Salinas administration starting in 1989.
The average size of SOE sold in 1988, measured in constant 1992 US dollars. increased two-foid in 1990,
11-fold the following year, and over 21-fold in 1992. Table 111 groups privatization contracts according
to three-digit industry codes with selected important four-digit industry codes shown. The span of the
program across industries is evident, ranging from commercial banks and steel conglomerates to sugar
cane mills and one of the most popular soccer teams.

Table 11

The Sample in Perspective

Number of Number of Final sample: Sample Receipts as a
Year Companies Privatized Transaclions Privatization Contracts percentage of 1992's
GDP.

1983 4 2 ] 0.00064 %
1984 3 1 [ 0.00065 %
1985 32 10 9 0.05283 %
1986 30 16 i1 0.03015 %
1987 22 17 14 0.07"30 %
1988 66 51 51 0.40936 %
1989 37 29 29 0.22178 %
1990 91 63 63 1.18034 %
1991 65 37 32 291338 %
6/1992 1 10 10 1.71318 %
—Jlotal: _361 236 221 6.59262 %

By the end of the sample period, total proceeds from privatization amounted to close 10 6.6% of 1992
GDP, with 91% of that collected during the Salinas years (Table 11). The proceeds are actually small
if we consider that privatized SOEs represented over 15% of the country’s fixed investment. With the
country's value of capital stock close to twice that of GDP, the value of the sold SOEs should have been
close t0 30% of GDP. One potential explanation for this finding could be that state-owned capital is quite
unproductive.

I11.C. Privatization Q (PQ), the Dependent Variable

Some characteristics of the dependent variable of this study are shown in Table ll. The mean PQ for
the whole sample is 0.5377. or 54 cents on the dollar, with a standard deviation of 0.79. An initial
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Privatization Contracts according to Industry Classification

TABLE Il

This wble classifies Privalization Coniracts across industries according 10 three-digit s.i.c. with selected important four-digit
industry codes also shown. BQ is the present value of the nominal price adjusted by the percentage of shares sold, plus Total
Liabilities of the SOE at the time of privatization all divided hy Tutal Assets of the SOE at the time of privatization). PQ is the
value of the Government’s Net Privatization Price (GNPP) adjusied by the percentage of shares sold plus Totat Liabilities at the
time of privatization, divided by Tota) Assets of the SOE at the time of privatization. Both BQ and PQ are the mean values for
cach industry group shown.

Industry Code Number of Industry l_ 80 PQ
Contracts
2320 6 Mining of Meuallic Minerals 0.7670 0.6016
2920 7 Mining of Non-metallic Minerals 1.3832 1.117
312 4 Milk Products 0.8693 0.6971
KIRK) 4 Fruits and Vegetables 0.8793 0.8793
4 12 Canned Fish and Seafood 0.6264 0.2925
J1Ls 9 Grains and Oils 0.8511 0.7472
s 29 Sugar 0.7975 0.7488
b1 b 10 Animal Foods 0.6746 0.1333
3130 2 Beverages 0.8656 0.8656
3140 3 Tobacco 0.9195 0.9195
3210 8 Textiles, Clothing, and Leather 0.4409 0.1008
33 4 Wood and Woud Products 0.3885 -1.4636
3410 4 Paper and Printing 0.6021 0.5980
1500 20 Chemicals, Oil Derivatives, and Plastics 0.9591 0.,7691
3600 8 Hon-Metallic Mineral Products 0.5358 0.1885
3700 21 Basic Metals and Derivative Products 0.46%4 0.0667
13820 7 Heavy Machinery and Equipment 0.7743 0.7345
3830 Machinery and Equipment 0.6972 0.1856
3840 1} Automotive Industry 0.6039 £0.0084
3842 2 Transporution Equipment 0.9331 0.7751
6310 6 Hotels and Restaurants 0.9654 0.7727
6400 7 Land and Sea Transportation 0.3352 0.6148
6440 R} Air Transportation 0.9534 0.3789
6520 i Communications (Telephone services) 1.3398 1.3297
6600 18 Commercial Banking 1.1481 1.1188
6610 4 Insurance, Warrantor & Brokerage serv.ices 1.2310 1.2825
6900 4 Real Estate & Other Professional services 0.4937 0.35730
8000 2 Recreational and Entertainmeny services 1.2169 0.9057
221 Totsl Sample 0.7981 0.5377




finding is that when all relevant costs of privatization are taken into consideration, the net price of the
transaction is much less than the announced price in the sale contract. Adjusting the prices reported in
the official statistics requires a significant amount of information, an analysis of the clauses of the sale
contract, and the calculation of the restructuring costs incurred by the government prior to and connected
to the sale.® To get an idea of the cost of the adjustments and restructuring, Table HI also shows the
mean value of BQ for each sector, equivalent to PQ but substituting GNPP with "B~ (the present value
of the nominal price in the sale contract). The mean BQ for the whole sample was 0.7981. This means
that adjustment and restructuring costs totalled 32% of the net present value of the nominal price in the
contract. Taking account of these costs is essential in studying privatization for two main reasons: (1) the
correlation between GNPP and B is low (close to 0.6), which implies that ignoring restructuring costs
could lead to significant biases; and (2) the amount of resources spent by the government in prior

restructuring is so large that it becomes essential to find out whether such policies increase net prices,
the subject of section V1 of this study.®

IV. PQ AND COMPANY CHARACTERISTICS

Having defined the price measure, this section studies its relation to company and industry
characteristics. Appendices B and C provide definitions and summary statistics for the variables used in
the study. The econometric analysis uses 166 of the 221 available privatization contracts due to the
unavailability of some variables for some of the observations. All PQ regressions present OLS estimated
cocfficients with standard errors corrected for heteroskedasticity according to White [1980].”

* The dates in which all these expenses were incurred varied widely, therefore all peso quantities are wransformed 1o both
constant pesos and constant U.S. dotlars as of December 1992,

¢ For comparison, an additional price standardization is also calculated as follows:
GNPP,/sh,
TA,, - TD

[}
where GNPP/E takes GNPP, adjusted hy percentage sold hut this limeonorma:'izoed by total shareholders’ equity defined as the
difference of total assets and total liabilities at the lime of privatization (f). The mean GNPP/E is 0.5868 with a standard
deviation of 1.22. Other standardizations calculated include GNPP as numerator with the following denominators: (i) total assets
before privatization; (ii) average four-year sales: and (iii) lwo-year average employment. Their correlations with the equity
denominator arc between 0.5356 and 0.6384. The same econometric analysis of the following pages was aiso carried out for

the GNPP/E measure as dependent variable without significant changes in the results.

GNPP/E,, =

7 As an alternative, all regressions in the paper were done using GLS with no significant change (not shown). Qutlicrs and
points with high leverage were excluded from the sample and regressions were rerun with no significant effect, Similarly, no
significant change is observed when the ecanamesric analysis included all 221 Privatization Coniracts but omits the restricting
labor characteristics. Throughout the rest of the paper 1 use labor force characleristics in the analysis as they account for an
increase in the overall adjusted R? of beiween 0.06 and 0.09.
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IV.A. Financial and performance parameters

Financial and production characteristics of the company are divided into four groups: profitability,
activity level, liquidity, and leverage. Table IV presents the main resulis of a series of cross-section
regressions done for different groupings of company characteristics with and without industry dummies.
Throughout the paper we will use Regression I of Table IV as the Basic Regression, which identifies
company and industry characteristics as well as auction parameters that significantly affect Privatization
Q. Since PQ controls for debi-to-assets ratios, leverage measures are excluded from the independent
variables. Liguidity measures were not significant ir most cases (not shown in table). All regressions
in Table IV yield large, positive and significant coefficients for profitability ratios (average net income
over sales and average operating income over sales). For example, a 1 % increase in the net income over
sales ratio translates into an almost 2% increase in PQ evaluated at the mean.

Regression I1 1n Table IV shows a positive, although not significant, relation between PQ and activity
proxies such as the average capital utilization and the average rate of production growth in the period
prior to sale. Capacity utilization has a positive coefficient, suggesting that installed capacity usage
reveals in part the condition of the equipment and its eapected profitability under private ownership.®

L

IV.B. Industry characteristics

Market structure and regulation in a particular industry may play a role in determining privatization
premia. In some industries, the government has a large percentage of the market through a single SOE;
several monopoties and oligopolies (e.;., airlines, telecommunications) fall in this category. In other
sectors, although the government operations supply a large percentage of the market, each of the many
plants or SOEs has only a small share of the market (e.g.. sugar mills, animal foods, commercial
banking). The results in Table IV show that the govermmnent's overall market participation influences PQ
much inore than the individual company’s share does.

Part of this result could be explained by government reguiation and protection against foreign
competition. For example, the correlation between the percentage of government's share of the industry’s
output and a dummy equal to one if there is a special regulation in that sector is 0.6327.° Although
privatization usually entails industry deregulation, protection from competition is usually slowly
eliminated. In fact, several of these industries face price and quantity restrictions; deregulation tied to

* Some evidence pointing in this direction is based on the low correlation, only -0.0749, beiween installed capacity
utilization and a dummy equal to | if the evaluation of the firm detecied problems of old or obsolete machinery, or Ik of
investment and maintenance. Meanwhile, the correlation of installed capacity utilization and 2 dummy equal 1o one if the
evaluation detected good conditions of property. plant. and equipment was 0.126.

¥ Meanwhile, the correlation between the govermen’s participation in an industry and the percent of foreign ownership
allowed in the industry is -0.1277.
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TABLE (v
COMPANY CHARACTERISTICS AND THE AUCTION PROCESS

Ordinary least squares regressions of the crass section of SOES privatized in Mexice between 1983 and 1992, The dependent variable iy
'P_nva_unl'wn Q." the Government's Privatization Price (GNPP} adjusted by the percentage of shares sold, plus Towl Liabilities at time of
privatization, divided by Tolal Asscls of the Company at time of privatization. “Net Income/Sales™ and "Operating Income/Sales® sre the pre-
privatizaiion four-year averages of Net Income over Total Sates and Operaling Income over Toial Sales respectively. “Growth in Ptoduclpnon‘
is the pre-privatization four-year geomeiric average of production growth: “Capacity Utilization" is the iwo-year average of capacity utitization
hefore privatization; *Contingent Labor Liabilities per Warker™ is the average cost nf firing a warker the day after privatization; *Number of
Steikes” is the number of strikes in the five years before privatization; “Government in Industry* is the government's percenuge share in the
industry's sutput before privatization; *Non-contral Package dummy ™ equals | when the percentage sold does not give control 1o the buyer and
0 otherwise; *Company Market Share ™ is the three-year average marked share of SOE before privatization; "Non-radeable Good dummy’equls
1 if the main product of the company is 2 nun-radeable guad and O otherwise; “Percentage Sold” is the percentage of shares sold in
privatization. "1988-1992 dummy " is equal 1o | when the SOE was privatized between 1988 snd 1992 and 0 otherwise; *Toul Length® is the
toal number of days tetween the first recommendation to privatize and the privatization date: “Number of bidders® is the number of differens
hidders involved in privatization; "FO! atlowed dummy~ is equal v | if the foreign investors are allowed in to participate in the sale: “Cash-sale
only dumniy” is equal 10 1 if the privatization payment had to be made in cash. White (1980 currecied standard crrars are given in parentheses.

Dependent Variable: Privatization Q

Independent Variables Basic Regression Control Privatizations
1 1l in v
Net Income/Sales 0.9468 * 09187 0.7618 *
(0.2063) 0.2126) 0.2130)
Contingent Labor [iabilities 0.0159 ¢ 0.0184 ¢ 00194 ¢ 0019
pet worker (0.0043) {0.0049) 0.0049) (0.0046)
Number of Strikes 0.1324° 4.1315 ¢ £0.1250 * 0.0935
0.0349) (0.0183) 0.0347) (0.0347)
Goverament in Industry 0.)880°* 0.4537°* 0.)482 * 04703 *
0.1947) (0.2235) (0.1881) (0.2196)
Non-Control Package dummy -0.438) ¢ 0.4239 0.4069 ¢
©.1492) (0.1570) {0.1366)
Operating Income/Sales 0.3390 ¢
(0.1622)
Growth in Production 0.0380
' (0.1951)
Capacity Utilization 0.1776
(0.1543)
Company Market Share 0.174)
(0.22315)
Non-iradeable Good dumniy 0.1841
0.1821)
Percenuage Sold 0.5997
{0.3943)
1988-1992 dummy 0.2075 0.1758 ¢ 0.0748 0.2544 °
(0.1285) (0.1548) 0.1342) (0.1381)
Toul Length 0.0004 * -0.0005 * 0.0004 * £9.0003 *
(0.0001) {0.0001) (0.0001) {0,0001)
Number of bidders 0.088¢ ¢ 0.0814 - 00819 * 0.0859*
{0.0216) {0.0246) 0.0238) (0.02)0)
FDI allowed dummy 0.2662 ¢ 0.2162 0.1084 0.1912
{0.1640) ©.2157) ©.1911) (0.1429)
Cash-sale only dummy £0.1889 ¢ 0.1529* £0.1033 0.1510
@103 ©.1002)  (0.106)) {0.1162)
Intercept 0.9189 « 0.9998 * 0.8485 * 0.9143 *
(0.2316) (0.2968%) (0.223)4) (0.3005)
Industry Dummies yes yes yes yes
Number of Ohservations 166 159 166 150
Adjusied R 1999 A166 4619 L [ T
* Significant at T percent. * Significant al § percent. * Signilicand ai 0 percent,



privatization could allow companies to increase prices. The correlation between the percentage of
government's share of total production and dummies for the existence of price and or quantity
deregulation tied to privatization are 0.58 and 0.62 respectively. Alternatively, industries previously
dominated by government operations may in fact be those with the highest potential to exploit benefits
when opened to privaie ownership. One can therefore expect a premium to be paid for SOEs in such
industries regardless of the retative share of a particular firm at the time of its privatization, since that
share may reflect other factors, such as the government assigning production among plants following
criteria other than profit maximization, for example. '

Finally, in contrast to some of the literature on the relevance of international trade characteristics of
the industry (World Bank [1992]), this study finds no significant difference between tradeable and non-
tradeable goods sectors in terms of PQ (regression IIl of Table V). Other trade measures such as the
share of exports in company sales and the degree of import competition in the market are not significant
{not shown in tables).

IV.C. Labor

Privatization winners not only buy the physical capital of the company, they also acquire a fabor
contracr. 1created two measures that capture the cost of the labor contract and the strength of the union.
To measure how much it would cost to fire a worker, I calculate the "contingent labor liabilities per
worker, " equal to the cost of firing the average employee if the new owner decides to do so the day after
buying the firm.'"® The second labor measure I use is the number of strikes experience by the SOE in
the five years before privatization. This number is associated with the pugnacity of the union and serves
as an index of labor-management relations. The correlation between contingent labor liabilities per
worker and the number of strikes for the sample is -0.0688, indicating that a combination of these two
variables is needed to cover complementary aspects of the labor situation of the firm. Supporting
Freeman's [1986] evidence on the relatively lower frequency of strikes by public versus private unions,
SOEs to be privatized suffer very few strikes before privatization. No strikes occurred in 55.6% of the
sample, while 44.4% experienced between | and 4 strikes.

The results in all regressions of Table IV (and the following tables) show a negative sign on both the
labor variables." The coefficient on contingent labor liabilities suggests that SOEs where an average
worker costs twice as much as the mean cost have a 3% lower PQ. One of the most striking results is
that an additional strike in an SOE leads to a 18% reduction in the net price evaluated at the mean

" To compute this aumber. I include the benefits specified in the collective union contract. On average, when a public
sector worker is fired, these benefits take the form of: (1) an average of 3 months of salary; (2) 20 1o 40 days of "vacations®

honus; (3) 15 to 20 days of salary for cach year the worker was employed; and (4) a special bonus which varied across SOEs
and ranged between | and 5 months of wages.

"' The adjusted R? increases close o 0.09 when 1 include these two labor variables.
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predicted PQ."* Labor factors play a central role in explaining privatization prices.

IV.D. Control versus Revenue Privatizations

Privatization may involve a change in control. As already mentioned, several theories bear on the
relative merits of control and revenue privatizations. To address these issues, 1 created a "Non-control
Package” dummy identifying the cases when the sale did not include controi. A total of 29 observations
falls in this group and all refer to government joint ventures in which private firms controtled of the SOE
before privatization. Various performance measures for this group are above the average of the rest of
the privatized firms. But all regressions in Table IV show once we contral for performance, non-control
privatizations face a statistically significant and economically large discount. Non-control packages bring
net prices equivalent to 25% of those generated by similar packages of shares which do give control
rights to the buyer. This result shows a significant premium for obtaining control versus becoming a
minority shareholder in an already privately-controlled firm.

Regression IV in Table IV uses the same specification as in the Basic Regression but includes the
subsample of control privatizations only. The resufts show that the percentage of shares privatized is not
statistically significant. This evidence makes clear that a significant premium is obtained for the
privatization of majority holdings which give the buyer control; once control rights are sold, the actual
percentage of shares privatized does not affect prices.”

IV.E. Period, Order, and Learning Effects

Macroeconomic conditions could play an important role in determining PQ. In the first phase of
privatization (1983-1987), the government emphasized restructuring the public sector. Large restructuring
packages covering investment, debt absorption, and company productivity commitments were signed in
this period. The next phase of the program (1988-1992) started not only with a laige macro stabilization
package, but also with a shift of privatization to the center of the economic agenda. The government
created an Office of Privatization with broad powers and strong support from the President. As an
iltustration, internal files of the administration show that the question directed to different ministries
shifted from which companies should be privatized to which SOEs should remain public and why. .

2 AN tegressions in the paper were also run excluding the five outlying observations with the highest number of sirikes
without observing any significant changes in the results. :

'3 A final point of debate in this arca is that of partial privatization or the case when the government stays as 3 partner.
Kikeri et al. {1992] suggest the idea of keeping a "golden share* for government in some special cases when palitical concerns
wauld otherwise prevent privatization. In my sample, the government kept a minority share in eight SOEs making clea_r its
intention to sell the stock o the private sector in later offerings through the stock market. The econometric specifications
exploring joint-ventures with the government, show a positive coefiicient with very large standard errors. It is hatd to interpret
this coefficient in my sample since in most of these cases, the government gave iis voting rights to the control group. These
results are not shown in the paper but are available upon request,
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To test the hypothesis of the difference between the two periods, all regressions include a dummy
variable equal to one for those companies privatized between 1988 and 1992 and O otherwise. All
regressions in Table 1V, and throughout the rest of the paper, show a positive coefficient on the “198%-
1992" dummy with a /-statistic around 1. Evaluated at the mean, a company sold during the second
phase is priced between 20 and 25% higher than those privatized before 1988. This result could be
capturing the improved growth outiook during the second period."

V. PQ AND THE AUCTION PROCESS
V.A. Speed in Privatization

Length regressions

Studying different measures of the time spent on the sale of each SOE gives evidence on the benefits
of speed in privatization. To capture this effect, I first construct a variable labelled "Total Length,” which
represents the number of days between the date of the first document within the government that mentions
the possibility of privatization of an SOE and the date of the announcement of the buyer. The
stakeholders of the SOE likely learned the news of privatization around the date of the first memo. When
I introduce this variable in the first regression of Table V., 1 find evidence of a significant discount for
‘onger privatizations.

To determine the causes of this premium for speed, total length is divided into two subperiods (detailed
in Appendix A). Public length (from the date of the first public announcement until the date of the sale)
proxies for the effect of slow “public sale time,” which typically means that several auction rounds were
needed because either the government did not accept the bids or no bids were registered in the first
round. One might expect the worst companies to have longer public length and possibly end up with a
tower relative price. Instead, regression 11 in Table V reveals that public length is not the factor which
teads to lower prices, pointing to the absence of a penalty for those compantes with several auction
rounds.

Internat length is defined as the number of da}s from the date of the first memo suggesting privalizaiion
of an SOE to the date of the first public announcement. This number may be related to the efficiency of

M It is also conceivable that the experience gained through time cauld explain the positive coefficient of this dummy
variable; that is, prices mighi increase as the parlicipams gain credibility in the program and the government gains experience.
I explored this hypothesis in three ways. First, | looked for a learning effect throughout the whole program, with linear and
concave functional forms of a variable which measured the order of sale, but found no statisrical significance. Second, 1 created
a within-industry-order variable, the coefficient of which shows an economically small though marginally statistically significan!
positive trend. Finally, 1 ran several specifications looking for year or guarter effects lo identify possible economy-wide trends
that would be reflecied in the price patiern. No significant effects were found, with the exception of Iwo quarters in the
recession year of 1986, which had significant negative coeflicients associated with them. These results are not shown but are
available upon request.
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TABLE Vv
LENGTH OF PRIVATIZATION PER COMPANY

Ordinary least squares regressions of the cross section of SOEs privatized in Mexico between 1983 and 1992, The
dependent variable is “Privatization Q," the Government's Privatization Price (GNPP) adjusied by the percentage of
shares sold, plus Total Liabiliies at time of privatization, divided by Total Assets of the Company at time of
privatization. “Net Income/Sales” is the pre-privatization four-year average of Net Income over Total Sales.
“Contingent Labor Liabilities per Worker” is the average cost of firing a worker the day after privatization; "Number
of Strikes” is the pumber of strikes in the five years before privatization; “Government in Industry® is the
government's percentage share in the industry's output befere privatization; *“Non-control Package dummy” equals |
when the percentage sold docs net give control to the buyer and 0 otherwise; "1988-1992 dummy ™ is equal (o 1 when
the SOE was privatized between 1988 and (992 and 0 otherwise: “Total Length” is the total number of days between
the first recommendation to privatize and the privatization date; “Public Length” is the number of days between the
first public announcement of privatization and the day of the announcerment of the winner; “Internal Length” is the
number of days between the first recommendation for privatization and the first public announcement of privatization;
“Number of bidders” is the number of different bidders involved in privatization; "FDI allowed dummy”~ is equal
| if the foreign investors are allowed in to participate in the sale; “Cash-sale only dummy” is equal to ! if the
privatization payment had to be made in cash. White (1980} corrected standard errors are given in parentheses.

Dependent Variable: Privatization Q

Independent Variables Length of Process Public Length Internal Length
1 il in
Net Income/Sales 0.8794° 08999 0.8776 *
(0.2038) 0.2290) (0.2214)
Coningent Labor Liabilities ©00i24° 0.019 * -5.0187 *
per worker (0.0649) (0.0048) (0.0049)
Number of Sirikes 0.1232* -0.0883 * 0.1173 ¢
(0.0340) (0.0368) (0.0364)
Government in Industry 0.4688 " 04292 ¢ 0.4864 *
(0.2034) (0.2399) (0.2205)
Non-control Package dummy 0.4146° 0.3285 ¢ 0.3623 ¢
(0.1570) 0.1993) 0.1913)
1988-1992 dummy 0.1066 ) 0.2321 0.1853
0.1277) ©.1752) | (0.1574)
Total Length -0.0004 *
«0.0001)
Public Length 0.0000
(0.0002)
internal Length -0.0004 *
....... 00001 ..
Number of Bidders 0.0824°* 0.0974* 0.0938 *
(0.0241) 0.0292) (0.0258)
Number of Rounds 0.0268 0.0520 -0.0483
’ (0.0626) (0.0829) (0.0649)
FDI not ailowed dummy 0.0775 0.2621 -0.1500
(0.1897) 0.2134) (0.2020)
Cash-sale only dummy 0.1168 0.1631 0.1570
i .__._'(0,1063) (0.1222) 0.1176)
Intercept 0.9923 * 0.5381 * 0.8426 *
(0.2430) (0.2651) (0.2826)
Industry Dummies yes yes yes
Number of Observations 166 148 146
Adjusted R? 4669 4692 4573

¢ Significant at | percent. * Significant at 5 percent. * Significant at 10 percent.



bureaucratic procedures. Additionally, this variable may hint at internal difficulties in placing the SOE
for sale, such as stakeholder opposition and management resistance to providing the evaluators with
financial information."”® Typically, a detailed technical and financial study has been completed by the
time when the sale of the SOE is publicly announced. The financial statements thus produced bind the
government, which is liable for any discrepancies between this financial evaluation and the actual numbers
found once the firm is privatized. In regression III of Table V, the coefficient on internal length is
negative and significant. This number should be interpreted as the penalty for each additional day in
putting the company on the block. Evaluated at the mean value of PQ, a company would carry a discount
of an extra 6% if i took an additionat 3 months of internal length.

To address the concern of possible endogeneity of the length measures, 1 implemented the two-stage
econometric procedure explained in section 1. The results, shown in Appendix D, not only preserve the
statistically significant negative refation between length and PQ, but also give a larger coefficient. In the
case of internal ienglh, the coefficient changes froin -0.0004 to -0.0006, raising the average penalty for
3 extra months of internal length to 9% of PQ, evaluated at the mean.

Comparative performance before privatization

SOE performance deteriorates before privatization, and this may explain why a time-consuming process
depresses the price. Table VI contains financial and performance data of the to-be-privatized SOEs in
the r,, £, ¢,. and £, years before their privatization (where ¢, is the year of privatization). As the day of
sale approaches, a decrease in profitability is clearly evident from this table. There is a 5 percentage
points decrease in the “net income (o sales” ratio in years ¢, and 1,. Liquidity and market penetration fall
throughout the period, particularly in the last two years. As privatization approaches, the incentives of
the managers, workers, shareholders seem to collapse, severely affecting the company's activity and
profitability. Managers -ften take golden paracliutes before resigning (it is fairly common for bidders
to stipulate no last minute management turnover. Similarly, workers try to extract more concessions in
the annual collective contract revisions before privatization. Current and even fixed assets may be lost
during the final weeks.'* We cannot rule out the possibility that the observed deterioration results from
the same causes that account for lower performance of firms under financial distress, especially since
privatization very likely will change the operations, production, and running of the firm.

 Although one might expect that the largest companies have longer internal length, the correlation between 1otal assets
and internal time is very small (only 0.084),

1® To help prevent the loss of assets. at the end of the privatization program the government instituted a system by which
ali heads of departments of an SOE had to provide periodic reporis of the assets under their control. In some cases, these reporis
were put in a data hank and bidders could access them electronicatly.
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Table VI

Pre-privatization Performance of the whole sample
(mean values)

Index 1] ty fy s i,

Operating Profit / Sales -0.1098 - 0.1089 - 0.0998 - 0.0561
Net Income / Sales - 0.1968 -0.1914 - 0.1421 -0.1441
Sates / Total Assets 0.8249 0.8357 0.9109 1.0636
Tot. Liabilities/Tot. Assels 0.4762 0.4688 0.4912 0.6223
Capacity Utilization 0.4987 0.5287 0.5690 0.5829
Labor Productivity Change - 0.0267 - 0.0673 - 0.0215 —.e-

Number of Observations 197 197 197 197

Given these tendencies for the whole sample, Taule VII splits the to-be-privatized SOEs into two
groups, those with internal time less than the mean (422 days), and those with internal time greater than
the mean,"”” At/ both groups look very similar, with 1l.. beluw-mean group composed of smaller firms
registering larger losses, Performance shifts in the year before privatization (f,) when the SOEs above
the mean (panel b) now record the highest losses, while the group with speedy privatizations (panel a)
improves its profitability and market penetration. The leverage of the former also increases, in contrast
10 the lower debt leveis of the below-mean group. Thus, those companies with longer internal times of
privatization suffer greater deterioration. These results point to a premium for speed.

V.B. Number of Bidders and Renegotiation Rounds

Auction theory predicts an increase in the premium paid for an auctioned good as the number of bidders
increases. A total of 529 different companies, individuals, and unions were identified as bidders.’* |
computed two indices: (i) number of bidders in the final sale round; and (ii) total number of different
bidders involved in all auction rounds. As shown in Table VIII, the mean number of bidders in the final
sale round is only 2.57. Almost 85% of the sample has no more than four different bidders, while 2!‘.6%
has only 1 bidder but possibly multiple rounds. The vast majority of the companies were sold in the first
round, and only 14 companies needed more than three rounds.

1 find no significant changes when using the median to split the groups.

" oAs expected, the name of the bidding group alone is not enough 1o accurasely determine the real owner. It is common
10 find the same underlying sharchalders hidding through different companies or in association with someone clse. It was
therefare necessary o go one level down and screen the underlying structure of each registered bidder.
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Table V11

Panel a: Pre-privatization performance of firms befow the mean number of days of Internal time.
{mean values)

Index ll Iy t, 1, 1,
Net Income / Sales 0.1583 - 0.1964 -0.1610 - 0.1616
Sates / Total Assets 0.9942 0.9705 1.1274 1.2816
Tot. Liabilities/Tot. Assets 0.3940 0.4431 0.4728 0.5806
Number of OUbservations 67 67 67 67
Panel b: Pre-privatization performance of firms above the mean number of days of Internal time.

Index “ 1, 1, 1, I,
Net Income / Sales -0.2184 -0.1858 - 0.1249 -0.1287
Sales / Total Assels 0.6708 0.6948 0.7104 0.8572
Tot. Liabilities/Tot. Assets 0.5731 0.4966 0.5082 0.6617
Number of Observations 71 71 71 71

PQ and the number of bidders in the auction may move together if they are both correlated to a third
set of variables that reflect the guatity of the object for sale. Accordingly, the number of auction rounds
and PQ would be expected to move in opposite directions (i.e., valuable SOEs sell in fewer rounds and
attract both higher bids and more bidders). With this in mind, I use two methods to explain the influence
of competition in the auction on prices. First. I use the set of significant control variables determined in
previous sections to control for the quality of the SOE.” The results in all regressions of Tables 4 and
5 show that for an SOE sold at the mean PQ, an additional bidder in the final round would have increased
the price by more than 15%. The bidder-premium elasticity is around 1.4 for final round bidders and
1.55 for a bidder in the process. '

Theoretically, the possibility of renegotiation or multiple auction rounds could have an impact on the
strategies followed by the bidders, and therefore affect PQ. The coefficient on the effect of increased
number of rounds shows large standard errors, precluding clear conclusions (Table V). A variety of
reasons could explain why a company takes several rounds to sell, ranging from cases where there are
no bids, to those where renegotiation leads to extra rounds or where the highest bids are too close to
decide and participants are asked to bid again.

¥ The existence of mublicollinearity between the SOE characteristics and the number of bidders and rounds could lower
the significance level of the estimated coelficients. The correlation between hidders and rounds, and the rest of the controls is
nunetheless small, ranging from 0.02 10 0.37 in absolute values. Therefore, since correlations are not large and the procedure
sull gives unbiased estimates, this problem is considered minor.
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Table V111

Distribution ot the number of bidders and auction rounds

Sold in Percentage of Mean number of Total number of different bidders
Round: Contracis bidders in final round Mean Maximum
1 6335 % 2.647 1.647 11
2 *3.08 % 2.333 3.058 10
3 724 % 2.625 4312 9
4 271 % 3.000 4.000 7
5 1.36 % 2.333 3.333 4
6 1.81 % 2.750 3.500 4
7 045 % 2.000 4.000 4

Total: 221 contracts 2.577 ) 2.931 1i

The second approach to explain the impact of auction competition on prices goes a step further
considering the possibility of endogeneity by following the two-stage procedure outlined in section II.
The results preserve the statistical significance of the coefficient on the number of bidders, though its
value is reduced from 0.09 to around 0.06 (not shown). The coefficient on the number of rounds is still
positive and insignificant as in the one-stage regression. Overail, these numbers point to higher premia
as auction competition increases.

V.C. Auction Restrictions

Although all privatizations in Mexico were first-price sealed-bid auctions, not all auction requirements
for each company were the same. Based on internal documents and guidelines, I coded 26 auction
requirements, which can be classified into five categories: (1) foreign investment; (2) ownership or type-
of-bidder restrictions; (3) investment plan requirements; (4) contract/supply commitments; and (5) form
of payment. To determine the individual effects of these requirements, 1 ran several specifications of the
"Basic Regression” in Table 1V including different sets of the dummies for requirements (not shown).”
Table IX presents the main results and separates the impact of requirements on PQ into two panels.
according to negative and positive effects.

® Auention is paid in the estitnation to high correlation between requirements. In two instances, 1 eliminated requirements
trom the equation to avoid multicollinearity. Total length (instead nf internal length) is used in the rest of the paper as it allows
us to keep the observations cavering non-contral packages in the sample. In these 16 cases, no formal public announcement was
made in the newspapers, so there is no clear boundary between internal and public time,
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Foreign Direct Investment

Current research has not estimated the influence of fureign investors in privatization. In our sample,
foreigners participated actively. winning in 6.3% of the auctions and forming winning joint ventures with
domestic firms in another 9.1 % of all privatizations. Lower PQs are associated with those cases where
foreigners were not allowed to participate (sec Table 1X). Opening the auction to foreign bidders
increases competition and translates into higher premia for the government.

Ownership period and type of bidders

Evidence also shows thatl restrictions on period of ownership or on the allowed characteristics of
competing bidders lower PQ. Examples include the requirements of exclusive ownership for a minimum
number of years (usually 3 to 5), requirements on previous experience, or access 1o technology, and the
existence of a pre-qualification round. Al translate into lower PQs. Table 1X shows that, evaluated at
the mean predicted PQ, cases with "Ownership/Bidder Restrictions” fetch ciose to 40% lower prices.

Investment plans and contract commitments

In 64 cases of our sample. bidders were required to submit a fairly detailed investment plan along with
tieir bid. In another 6 cases. the government required the winner to meet all the previous contracts of
the SOE. The coefficients on both of these dummies are negative, but the standard error is oo large to
draw conclusions,

Form of payment

In theory, the announcement of a minimum bid floor provides more information about the company and
increases the number of bidders by one, since bidders have to compete against this reservation price.”
The estimated coefficient on this requirement (Table IX) gives no conclusive evidence. Finally, in 75
of the 221 privatization contracts, the authorities required the bidders to pay cash. Governments have
been imposing this requirement to try to avoid some sad experiences in other countries (notably Chile)
where an excess of debt in the payment structure led to defaults and to the government getting the firm
back. Aghion, Hart, and Moore [1992] suggest that cash-only auctions may preclude an interested bidder
from acquiring the company at its maximized value because the cost of financing a cash bid may be
significant, at least for the large transacl_ion.v..n In our sample, I find evidence along these lines with

a negative coefficient but no statistical significance. The coefficient implies close to a 20% discount,
evaluated at the predicted mean PQ.

In summary, the main effects of privalization auction requirements are negative for all conditions

B This assumes that the government's threal of keeping the company if all bids are below the minimum bid floor is
credible.

2 The authors suggest that these costs could he in the same range as those quantified by Ritter {1987} in the case of initial

public offerings (JPOs). In this siudy. Ritter quantifies direct expenses and underpricing cosis between 21 and 32% of the
realized market value of the issue.
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TABLE IX
AUCTION REQUIREMENTS

Ordinary least squares regressions of the cross section of SOES privatized in Mexico between 1983 and 1992. The dependetwariable is “Privatization ,” the Government's
Privatization Price Anznww. adjusted by the percenuage of shares sold, plus Total Lisbilities at ime of privatization, divided by Toul Assets of _:nonoa_:..u xn tme of
-privatization. “Net Income/Szles™ is the _.R.n_qiuﬁuco__. four-year average of Net Income over Total Sakes: *Contingent Labor Labilities per Worker® s the average cost of
firing a worker the day after privatization; * umber of Strikes® is the number of strikes in the five years before privatization; “Government in Indusiry” is the government’s
percentage share in the industry's output before privatization; “Non-control Packsge dummy” ﬂmu_u 1 when the percentage sold does not give control tw the buyer and 0
atherwise; "1988-1992 dummy™ is equal 10 | when the SOE was privatized between 1988 and 1992 and 0 otherwise; ..—.onwrn__n&. is the 1olai number of days between the
first recommendation 1o %mﬁ._.# and the privanzation date; "Number of bidders® is the number of different bidders involved in tvatization: “Ownership/Bidder Restrictions™
is 2 dummy equalto | i there were any restrictions on period of ownership or on the 2llowed a_-Jn.n_.w_wn of competing umh_..a and 0 wherwise; "Cash-sale only dummy ™

Dependent Varighle = Privatization Q

Requiry with _Positive Effects

Coef. 5d.Err. r-stat,

Requirements with Negative Effects
Coef. Sd.Err. t-stat

Net Income/Sales 09192°*

) '
L L
! i
H 1
(] ]
0.206%) m m
Contingent Labor 0.0109* [ Ownership/Bidder 03814 (0.2862) -1.333 | Foreige Direct 02464 (0.2086;  1.198
Liabif. per worker (0.0047) h Restrictions m Investment Allowed
Number of Strikes 0.1063* | Cash-sale only Q.0175 (0.1115)  -1.054 ) Cash/nsulimems 0.0901  (0.1520)  0.8%3
0.0320) m m schedule provided
Governrent in 0.4019* | Announced Minimum  -0.0442 (0.2072y 0214 !
Industry (0.1929) m Bid Floor m
Non-control Package 04712* | Buyersmustmectall  0.0495  (0.1265) 0391 !
dummy (0.1459) m Company Contracts "
1988-1992 dummy 0.138% | Iavestment Plan 0.0252 (0.1265)  0.149 !
©.1228) | Required i
Toul length 0.0004 * 4 H
@.000n) i
Number of Bidders 0.1145+ | i
©.0249 | i
interc 0.9903* | ]
i 0.2242) ! :
Industry dummies yes
Number of 167
Observations
Adjusted R? 5004

* Significant at [ percent * Significant at § percent ¢ Significant



constraining participation (such as ownership restrictions, pre-qualifications, and preference given to

selected groups of bidders) and for forms of payment and other requirements which reduce the flexibility
of the form of the bid.

V1. PQ AND PRIOR RESTRUCTURING IN PRIVATIZATION

VI.A. Some Dos and Don ts in Prior Restructuring

As shown in Table 11, restructuring costs prior to privatization are quite high averaging, 32% of the
nominal price of a privatization contract (BQ). The total cost associated to prior restructuring is not only
the direct cost of each measure undertaken, but also its direct impact on PQ and the increase in length
of time to privatize, which has been shown to impact premiums negatively. This raises the following
questions: Should the government engage in prior vestructuring? If so, in what forms? Table X divides
the sample into two groups: (type a) those companies where restructuring did occur, and (type b) those
where it did not. The table also shows the results of a difference in means test for the mean PQ of these
two groups for each restructuring policy. If the data used to calculate PQ were all the available
information one had to evaluate the effect of prior restructuring actions -- a not unreasonable assumption
for policy makers -- two of the clearest policy recommendations that would emerge would be (o avoid
debt absorption or union contract restructuring (Table X). But, as we will show later, since these policies
are endogenous, drawing conclusions from Table X conld lead to erroneous recommendations.

TABLE X
PRIOR RESTRUCTURING MEASURES

Mean values of “Privatization Q" of the_groups of companies where: (a) the restructuring measure was taken, and 3\?) the
resiruciLiing measure was not taken. *Privatizalion Q” is equat to the "Governmenl's Net Privatization Price '(GNPP) adjusted
by the percentage of shares sold, plus Tetal Liabilities at the lime of privatization, divided by Total Assels of the company at
the time of privatization. The exact delinitions of other variables can be found in Appendix C. The difference between the
mean PQ of group “a” and the mean of group “b" i1s shown in the third column. ﬁle tast column reports the resulting t-

stalistic olt; a difference in means tests of the mean PQs of these two groups. The number of observations in each group are given
n parentheses.

(2) (b Difference in Means
@) - () £ - stal. .

Measure Taken Measure Not Taken <
CEO change 0.8679 an 0.6064  (146) 0.2615 175
Management team change 0.6403 (26) 0.6543 (151 -0.0142 £.09
Labor cuts 0.5472 63) 0.7102 (114) 0.1620 1.48
Union contract restructuring 0.0842 {14) 0.7010 (163) 0.6168 274"
Debt absorption 0.0621 (10) 0.7899 (132) 0.7278 -5.82¢
Efficiency measures 0.5954 39) 0.5239 (163) 0.0715 0.46
Investment measures 0.4967 (45) 0.5495 (157) £.0528 0.4
De-investment measures 0.8288 41) 0.4636 {161) 0.3652 2.89*

+ Significant at | percent; " Significam a1 3 percent; * Significant at 10 percent
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The rest of this section studies the price effects of prior restructuring measures connected to
privatization. The access to detailed information allows to estimate the impact of restructuring actions on
net prices by two methods. The first considers policy actions as exogenous and estimates PQ regressions
of the same form as those in previous sections but now including restructuring policy variables. The
second, and more appropriate, approach captures the endogeneity of prior actions by implementing the
two-stage procedure outlined in section 11 to evaluate the final impact of prior restructuring on PQ. This
approach is appealing because it reveals the explanatory variables influencing the government's decision
to restructure an SOE, and enables us to determine some dos and don'ts in prior restructuring by the
government.

Table XI pulls together the individual restructuring measures described in Table X. The first column
of Table XI considers prior restructuring measures as exogenous and estimates directly the OLS White-
corrected regression. The second column uses the two-stage procedure to take account of the endogeneity
of prior restructuring policies. All F-tests on excluded instruments for each policy action allow us to
reject the null hypothesis and accept the significance of the instruments list or its correlation with the
endogenous explanatory variable in each case. The results shown in Table XI are also robust to
instrument specifications. The remainder of the section will show that taking account of the endogeneity

of restructuring policies reverses some of the results in Table X and in the one-stage (OLS)
specification.?

VI.B. Management Changes

Two policies are examined: change of the CEO and changes of other members of the management
team.?* In several of these cases, the prospectus given to the bidders emphasized management change
and the substitution of the "old guard” with a "young and dynamic" CEO or team of managers with the
task of getting the firm ready for privatization.

CEO Changes
In 33 instances in our sample, the CEO was fired before privatization. To illustrate the results we
obtain when we take account of endogeneity, Appendix E presents the specification used in the first stage

2 The policies analyzed in this paper occur frequentiy, allowing us to perform econometric lests. Some of the asset
resitucturing measures, such as the breaking up of companies, asset spin-ofs, and the packaging of several SOEs together for
their sale were also explored in a similar way as the one outlined in the foltowing pages. No significant effect on PQ was
absetved for the use of these measures. Lopez-de-Silanes (19953 and 1995b) explore the interaction of regulation, de-regulation.
and privalization as well as their resulls as reflected in post-privalizalion indusiry performance.

H 4, cases concerning the board of direclors, few involved creation of a board, and those involving changes in board
composition took place only in lwo or three industries and were usually tied to a reclassification of the company in other sector
fur the purpose of privatization.
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probit to obtain the predicior of the CEO change dummy.™ As can be inferred from the table in
Appendix E, most CEOs were fired during the Salinas administration, were career bureaucrats without
specific expertise in the business, and headed large firms. No CEO (nor any other directors) were fired
from SOEs when they had links with the union or with private shareholders. SOEs with third parties
supplying proprietory technology or distributing the company’s products, or those SOEs that acted as
suppliers for other SOEs suffered fewer CEO changes.™ In the second stage panel of Appendix E, the
~CEO change" predictor is used as a generated instrument to measure the final impact of firing the CEO
on PQ. SOEs where the government changed the CEO have a substantially higher PQ. This result is
confirmed in T: le XI both in the one-stage and in th two-stage panels. Firing the CEO and putting a

privatizer in charge of cleaning up the company and getting it ready for sale as fast as possible is a
worthwhile strategy for increasing net prices.

Management Team Changes

The number of cases with management team changes, other than the CEO, totals 43, The two-stage
procedure uses a Tobit censored from below at 0 and from above at |, representing the range between
0 and 100 percent, to generale a predictor of the percent of manager cuts, other than the CEO. In the

second stage, tle predictor produces a positive effect o Q, bu. the standard error is too large to draw
firm conclusions (not shown in tables).”

The results indicate that firing management without sacking the CEQ does not bring a premium,
Although it is likely that the ousting of a CEO is followed or accompanied by some firing of the
management team, il is the removal of the CEQ that is associated with statistically significant higher PQs.
As will be shown below, firms where the old management team was left in place show higher occurrences
of efficiency or investment programs. In this sense, the positive effect associated with a change in
management could also be explained by the fact that the old CEOs are more expensive during the
transition because they spend more resources on efficiency programs.

VI.C. Labor

Previous sections of the paper reveal the importance of labor characteristics in determining PQ and this
section takes an additional look at the relevance of union variables in terms of the impact of labor
restructuring measures on net prices.

3 A similar procedure is followed for all restruciuring policies but these regressions are not included in the paper.

3 Alernative specifications of the instrument list show that companies with large losses and lower capacity utilization were
targets for this measure.

1 1136 of the 45 cases where the CEO was fired, additiona! management team changes took place. Since changes of CEO
and changes of other members of the management team are highly correlated (0.77), Table 11 shows the specification excluding
management team changes other than the CEO. Other specilications are available upon request.
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TABLE X1

PRIOR RESTRUCTURING: DOS AND DON'TS
Probit, Tobil, and OLS regressions of the cross-section of SOEs privatized in Mexico between 1983 and 1992, The first

regression considers prior restructuring measures as exogenous and estimates directly the OLS regressions. White (1980
corrected standard errors are ‘;wcn in parentheses. For the endogenous process: in the ¥'im Stage, Probit and Tobits are use
to get the polic siredlclors ol the discrete and limited dependent variables. In the Second Stage, the dependent variable is
“Privatization d e value of the Government’s Net Privatization Price GNPIQ adjusted by the percentage of shares sold, plus
Tozal Liabilities at the time of rnv:nzauon_ divided by Tatal Assets of the SOE at the time of privatization. In the second ‘slage
instrumental variables are implemented: the policy predictors, obtained from the first state, are used as generated instrumenis.
All vana'llailes are as defined in previous tables. Afull description can also be found in Appendix C. Standard errors are given
in parentheses.

EXOGENOUS
{OLS White Corrected)

ENDOGENOUS
iT v;m-stage P;?ce_dnre)
n

Second Stage
Dependent Variable: Privatization Q

ladependent variables

Net Income/Sales 0.7320 * 0.8175*
{0.2196) (0.2437)
Contingent Labor -0.0075 * 0.0073 *
Liabilies per worker (0.0032) 10.0039)
Number of Strikes 0.0893 * 0.1415 *
{0.0377) (0.0668)
Government in Industry 0.3614 © 0.3469 ¢
(0.2156) (0.2022)
Non-wontrol Package dummy 0.462; * 0.3842*
(0.1797) (0.1300)
Total Length -0.0005 * 0.0004 *
(0.0001) (0.0001)
Number of Bidders 0.0854 * 0.0977 *
in Final Round {0.0306) (0.0366)
FDI allowed dummy 0.234) 0.1588
{0.3372) (0.3349%)
Cash-only sale dummy 0.1509 0.1315
{0.1269) (0.1643)
CEQ change dummy 0.2768 * 0.3129 ¢
(0.1392) (0.1758)
Percentage of Labor Cuis 0.2934 0.744] ¢
{0.2654) (C.4484)
Union Contract Renegotiation 0.3365 0.0832
dummy {0.2606) (0.2876)
Debt Absarbed / Equity 0.0368 * 0.0015
(0.0110) {0.0473)
Efficiency Measures dummy {.1428 0.5841
(0.1813) {0.4302)
Investment Measures dumiv 0.0090 0.4201
(0.1718) {0.4937)
De-investment Measur. - dummy 0.0937 0.0125
(0.1625) {0.1238)
0.8247 % 0.7887
Intercept (0.3888) (0.4623)
Industry Dummies yes yes
Number of Observations 132 132
Adjusted R? 5258 470
F-stat. (overidentitication) * 0.6276
* Significant at i percent. " Significant a1 5 percent.  * Significant ac 10 percent.

¢ F-statistic (overidentification) is that suggested by Basmann [1960].



Labor cuts .

In 89 out of 221 companies. there were labor reduciicns in the iwo years before privatization. The one-
stage OLS panel of Table XI shows a negative insignificant effect of higher percentages of personnel
reductions. The censored tobit used in the two-stage procedure (first stage not shown) reveals that larger
jabor cuts were made in the second phase of the privatization program (1988-1992). SOE workers with
temporary contracts were likely targets. Fewer cuis ook place in SOEs without unions but interestingly,
even fewer workers were fired in SOEs with unions affiliated to "National Union 1,” which is thought
to be closely associated with the government. Finally, companies whose workers obtained frequent pay
increases had : lower probability of labor cuts: the go zrnment did not fire the most expensive workers.
Table XI shows that reducing the labor force switches from having a negative impact on PQ 1o becoming
marginally valuable in terms of premiums when we account for endogeneity. An exira 5% reduction in
workers increases the net price of the SOE close 1o 6%, evaluated at the predicted mean PQ.

Union Contract Renegotiation

Although the authorities undertook labor cuts prior to the sale in 40% of the SOEs, only in 18 instances
did the government actually restructure the union contract. These cases include some of the worst
performing companies. The first column of Table XI unsiders this policy as exogenous and includes
a dummy equal to one for those cases where union contract renegotiations took place. The coefficient
shows a negative though not significant effect of labor contract restructuring on PQ.

Using a probit as the first step in the two-stage procedure shows that the government restructured union
contracts with a higher probability in cases where the frequency of demands for wage increases was
greater. Most renegotiations involved firm-level unions that were considered active and enjoying very
favorable collective contracts. In the second-stage regression in Table X1 the coefficient of labor contract
renegotiations changes sign showing in a positive but not statistically significant effect on PQ. This
specification contradicts the apparent association of tnis policy with lower PQs found in the simple means
test and in the exogenous regression in the first column of Table X1.

VI.D. Debi Absorption

The results of the OLS regression in Table XI show a statisticatly significant negative impact of debt
absorption on PQ, making debt write-offs the worst prior-restructuring policy to adopt in terms of premia
generated, The first-stage tobit for debt absorption shows that SOEs with lower market penetration and
in “depressed” industries were likely targets for debt restructuring (not shown). When the estimated
value of the amount of debt absorption over total equity is used as 2 generated instrument in the PQ
equation in Table X1, the results show that debt absorption by the government does not have a significant
impact on PQ, challenging the benefit of this policy for generating larger premiums.
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VILE. Efficiency measures

In 39 cases, the government undertook specific directives or programs aimed at improving performance
and operations efficiency, or at increasing management’s flexibility to make financial and production
decistons.” SOEs' management teams argued that efficiency measures would solve the main problems
of the firm, improve performance, and generate a higher privatization net price. The results do not
support these claims. When comparing groups with and without efficiency programs, the opposite
behavior is observed. In the two years prior (o privatization: (i) the operating-income-to-sales ratio
improved for those SOEs without efficiency measures and dropped for those with a program; and (ii)
capacity utilization fell 4.5% for those firms without a program, and fell 7.73% for those with one.

The exogenous PQ regression in Table X1 produces a negative though insignificant coefficient for the
dummy which measures the use of such programs. The first stage of a probit shows that most of these
programs took place in industries with large to'al debt to assets ratios and in sectors where the
government represcnted a large share of the domestic supply. Companies with obsolete equipment and
outdated technology were not targets of these measures A higher percentage of old bureaucratic
managers is positively associated with the probabiliiy of undertaking these measures. The second-stage
PQ regression in Table X1 confirms the exogenous OLS result with a larger negative effect on PQ, but
still without statistical significance. These results allow us to conclude that performance enhancement
measures by the existing CEO and management team before privatization do not generate higher premia.

VLF. Investment and De-Investment

The government undertook an investment program in 45 to-be-privatized SOEs.™ Using a dummy
equal to one in the case of such a program in the exogenous PQ regression in Table XI to test for the
impact of this measure results in a non-significant positive coefficient. The sign is reversed when !
account for endogeneity. The first-stage probit finds that SOEs that had Leen experiencing hi~her .
production growth rates or had high capital utilization ratios were less likely candidates for investment
measures, SOEs with investment programs typically had small market shares and high debt to asset
ratios. Most of these programs were used during the first years of privatization when the restructuring
of SOEs still played a large role in the overall government strategy. In the second stage regression in
Table X1, using the generated instrument produces a large negative effect on PQ. As in the case of
efficiency programs, SOEs with investment programs show no better performance than those without.
It can thus be concluded that improvements in efficiency are dubious at best, and that the amount invested

® s interesting to observe that in the 23 cases where the government gave more flexibility 10 the exisling management,
the CEQ was not fired. The CEO was fired in only 3 of the 39 cases with a performance improvement program. This seems
1o suggest a degree of substitutability of these 1wo actions.

» Unforwnately, reliable data on capital expenditure from the financial statemeals was not available for a large part of the
sample,
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by the government is not reflected in higher PQs. especially when we remember that the resources used
would have remained in the govermumnent’s pocket.

Finally, given the lack of success of investment programs and performance improvement measures. it
seems logical to question the effect on prices of the opposite action, de-investment. In 41 SOEs, the
government either froze nonessential capital expenditure. stopped major investment programs, or declared
that only emergency investments would take place. The test of means in Table X and the exogenous
regressions {not shown) indicate the positive results of these measures. This group of SOEs had high
market pen_tration and included several cases where ‘he government had minority holdings. The two-
stage procedure in Table X1 shows a coefficient close 10 zero but the standard error is large. De-

investing is a better strategy than investing before privatization in order to achieve higher premia, even
without taking into account national savings.

VII. CONCLUSION

This paper examines the determinanis of privatization |..ces using = company level analysis of a cross-
section of all privatized SOEs in Mexico. The importance of company and industry characteristics and
of stakeholders is assessed: expensive and active unions and non-control privatization packages reduce
net prices (PQs). SOEs' financial and operating performance measures deteriorate as the day of
privatization approaches, explaining the negative relation between the time to put the company on the
block and net prices. The speed of privatization consistently increases the premiums paid. The positive
impact of increased competition in the auction, and the :iegative effects of specific auction requirements,

emphasize the importance of widespread participation and the need to eliminate restrictions that hinder
bidder involvement.

These findings open up an area of tescarch on government policies prior to and associated with the sale
of state-owned enterprises. This paper shows that direct costs of prior restructuring policies are quite
substantial, amounting 1o an average of 30% of the sale price. Additionally, restructuring measures such
as efficiency and investment programs slow privatization. Delays in privatization come al a substantial
cost, particularly when subsidies poured on SOEs can quickly add up to outweigh privatization revenues.
Finally, the analysis of the impact on net prices of restructuring measures gives us some guidelines on
the dos and don'ts in restructuring prior to privatization. Tirole [1991] and Kikeri et al. {1992} suggest
extensive government action in restructuring and careful selection of firms and their time of sale. My
results do not support this view. Some of the most commonly advocated intervention measures --
including absorbing debt, implementing efficiency programs, and increasing the decision power of the
existing management team -- do not lead to higher premia. In contrast, policies that could be regarded
as eliminating barriers 10 the sale, such as firing the CEO and down-sizing the labor force, do increase
PQs. The empirical estimates in this paper point to a premium for speed and restructuring measures that
expedite privatization and halt the drain of resources. The key lesson is: do not do too much, simply sell.
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Appendix A

The Mechanisni of Privatization in Mexico

The general mechanism of the process followed in each case may be divided into two time frames:
Internal 1ime, from the date of the first memo within the government mentioning privatization of an SOE
until the first public announcement of the sale; and Public time, extending from the date of the first public
announcement until the date of the announcement of the buyer.

1-Internal time

)]

2)

3)

)]

Recommendation and proposal of privatization by the ministry or coordinating agency in charge of
the company.

Approval by the "Interministerial Commission of Expenditure and Funding" (CIGF). This
commission determines the method: liquidation, merger, transfer, or privatization.

In the cases of privatization, the Secretariat of Programming and Budget (SPP) sends an official
communication to mark the beginning of the process.

Appointmeiit of one of the 18 Mexican commercial banks or uf Nacional Financiera as sales agent.
The agent bank and the Office of Privatization work together to determine the terms of the auction
as well as other required details in order to produce information documents in each case.

11-Public time

5)
6)
N

8)
9

10)

1)

12)

13)

A public announcement calis for an auction, provides the calendar and the general guidelines.
Potential bidders request information. A descriptive summary of the company is provided.

A company prospecius with detailed information is given to bidders who make a deposit, ranging
between 1 and close to 10% of the final sale price as calculated here. A letter of confidentiality is
also required.

Bidders can ask additional questions and arc invited to visit the company.

The agent bank (and possibly other domestic or foreign consultants) prepare a valuation which
incorporates a financial and technical assessment of the company under different methodologies. The
result provides a minimum reference price (MRP) which is not disclosed to the bidders. This serves
as an internal reference value by which to evaluate the offers.

Bids are submitted to the agent bank which proceeds to analyze them in terms of price, labor, and
investment program proposals. A recommendation to the Finance Secretariat is made.

Approval of privatization is provided by the Office of Privatization. In a case where all bids are
below the MRP or there is only 1 bid, the case is forwarded to the CIGF for a decision,

In a case of rejection, the company will be auctioned again and the necessary steps under Public time
will be followed. On average, after several unsuccessful auction rounds, direct negotiations with
bidders are undertaken.

The Finance Secrewariat issues a final resolution and a Privatization Contract or sale contract is
signed. Payment is typically directed (o the Federal Treasury, or in a few cases 10 Nacional
Financiera when this institution was the holder of the shares.
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Appendix B

Summary Statistics of Variables

Summary satislics for the sample of 221 Privatization Contracis of companies privatized in Mexico beiween 1983 and June 1992,

Variable Obs. Mean Median Sid. Dev. Minimum Mazirmmn
Privatization 101 0.5378 0.6172 0.7915 -3.4600 4.0363
Net Income / Sales (percent) 191 0.1292 0.0099 0.3%0% -2.9306 0.7332
Operating Income / Sale: percent) 9 0.0596 0.0247 0.3628 -1.7850 0.7534
Cowingent Labor Liabilities 199 16.3365 15.0347 14.4260 0 130.4428
ner Warker (millioas of pesos per
worker)
Number of Strikes 183 0.98318 0 1.4835 1] H
Government in Industry (percent) 221 0.4626 0.s 0.3543 0.0! I
C.owith in Production (percent) 195 0.016% 0.0i33 0.3183 -1 1.1029
Capacity Utilization (percent) 205 0.5243 0.51 0.273% 0 1.128
Cor vany Macket Share (percent) 220 0.1520 0.03 0.2336 0 |
Number of Bidders 220 29318 3 1.9397 ] [}
Number of Bidders Final Round 220 2511 2 1.7849 | 1
Tou! Debt over Tolal Assels 203 0.4587 (.3420 0.3651 0 1.2740
Number of Employces 210 1721.919 472 $253.337 0 49103
Internal Time (days) 184 412.2717 168 385.7993 1] 1991
Public Time (days) 188 302.8245 111 253.6222 12 1128
Total Time (days) ns 719.5767 606 441.7985 49 2288
Numbes of Auction Rounds 221 1.6290 1 1.0987 I 7
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Appendix C
Deflinition of Variables

Agent bank dummlbes: A set of 9 dummy variables une for each of the financial institutions in charge ol the privatization process of a cownpany.
Each dummy is equal to L if that particular agent wag responsible for that company. and O athorwise.

Announced mintmum bid floor: Dummy variable equal 1o 1 if the government anounved a minimuin bid fioor as pare wt the auction rules, and
0 otherwise.

Backward technology: Dummy variable equal w | if the valualur or any document described e techoalogy of the company as ouwdaied or
hackward, and O otherwise.

Buyers must meel all company contracis: Duinmy variable equal to | if the government reyuircd as part af ihe auction rules hat the buyers meel
all company contracts made prior ta privatization, and 0 otherwise.

Bureauerat manager: Dummy variable equal to t if the manager {or CEQ) befure privatization was 2 burcaucrat with less than three years on the
jub, and O otherwise.

Cash/Installments schedule provided: Dummy variable equal 10 1 if the gavernment annuounced as pars of the auction rules a determined
cashfinsuliment payment schedule.

Capacity utilzation: The last iwo-year avefage of capacity utilization before privatization.

CEO change: Dummy variable cqual to | if the CEO was fired in the two years prior &0 privatization, and 0 oiherwise.

Distribution of products contract: Dummy variable equatto | if the company had a commercialization contract with a third party, and 0 otherwise.
Company market share: The average markel share of the SOE during the three-year period before privatizalion.

Contlngent labor Liabilities per worker: The average cost of firing » worker the day after privalization, according to the collective union contract.
DebUEquity swap: Dummy variable equal to I if the government announced before the auction that it would aliow the use of a debt for equity swap
mechanism, and 0 otherwise.

Debt Absorbed / Equity: Debt absorption undenaken by the government before privatizavion, divided by total shareholders’ equity at the time of
privatization,

De-investment measures: Dummy variable equal tn | if the company undecwent 2 de-investment measure (a5 outlined in the texl) within the twn
years priar to privarization, and O otherwise.

Depressed market: Dummy variable equal to 1 if the valuator or any document described as depressed the market of the company, and O otherwise.
Efficlency measures: Dummy variable equal to | if the company underwent an efficiency improvement program in the (wo years prior 1o
privatization, and 0 otherwise.

Excess workers: Dummy variable equal o | if the valuator or any document described the company as having excess labor relative to indusiry
siandards, and O otherwise.

Experlenced bureaucrst manager: Dummy variable equal to | if the manager (or CEQ) hetore privatization was an experienced burcaucral with
over three years on the job, and 0 otherwise.

Firm-level union: Dummy variable equ-1 to 1 if the union compris 1 woriers only from that SOE. and 0 otherwise.

Forelgn Investment not allowed: Dummy variable equal w0 | if the Law of Foreign Direct Invesiment did not allow FDI in that industey, and O
wiherwise.

Foreign manager: Dummy variable equal to 1 if the manager {or TEQ) L....re privatization was a foreigner. and 0 otherwise.

GNPP: Government's Net Privatization Price. The nel present value of the nominal price of sale as registered in the sale contract subtracting all
restrucwuring costs, the cost of overnment commitments at the time of sale, and all other adjustments made o the sale contract.

Government as a partner: Dummy variable equal to | if the governmént ined as a sharcholder in the company afier privatization, and O
olherwise.

Government In Industry: The government’s perceniage participation in domestic production.

Growth in production: The four-year geomelric average of production growth before privatization.

Growth in sales rate: The four-year geameiric average of sales growth before privatization.

Individual contract: Dummy variable equal to 1 if the company did not have a colfective union contract o that each employees signed an individual
employmeni contract, and 0 otherwise.

fnvestment measures: Dummy variable equal to | if the company had an investment program within the twa years priof (o privatization, and 0
otherwise.

Invesiment plan at the time of bid: Dummy variable equal to t if the government required as part nf the auction that bidders submil an investment
plan a1 the time of the bid, and O otherwise.

Industry order: The number of companies privatized before the company in the same 3 digit s.i.c. induslry code.

Industry-level unlen: Dummy variable equal 1w 1 if the workers of the company belonged 1o a union for the whole industry. and 0 otherwise.
Internal length: The aumber of days between the firss recommendation for privatization and the first public announcement of privatization.

Labor contract renegotiation: Dummy variable equal w | if the laboc coniract was rencgutiated io the two years prior (n privatization, and 0
utherwise .
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Large (ringe benelits: Dummy variahle equal ta 1 if e callective union caract gave large fringe henclils 10 workers relative o industry
standards, and 0 otherwise.

Manager from labor unlon: Dummy variable equal 1 1 it the manager (or CEO) before privatization was connected or belonged ta the union of
the company, and 0 otherwise.

Minlstry in charge: A setof 6 dumniy variables. one Tor cach of the nnstries uader which the company was classified before privatization. Each
dummy is equal o | if that ministry was respansible (vr that company. and 0 wilierwise. )

Natlonal union "x*: Dummy variable equal to L if the workers of the company helonged to national union x ot specific 1w an industry, and O
wtherwise.

Nel Income / Sates: The four-year average of Net ficome over Towd Sales helore privatization.

No union affiliation: Dummy varisble equal o 1 il the workers of the conipany had no union affiliation, and 0 otherwise.

Non-«control package: Dummy variable equal to 1 il the percentage sold does not give contral to the buyer, and 0 otherwise.

Non-tradeable good: NDummy variable equal to 1 if the main product of the pany is a non-tradexble good, and 0 otherwise.

Kumber of suction rounds: The number of privatization sale rounds.

Number of finsl round bidders: The number of different hidders in the final auction round.

Number of bidders: The ber of different bidders ia alt auction rounds.

Number of strikes: The number of strikes experienced by the SOE in the five years before privatization.
Obsolé_t: equipment: Dummy varisble equal to | it the valuatwr or any document described the hincry of the
otherwise.

Operating Income / Sales: The four-year average of Operating lncome over Towl Sales hefore privatization,
Order of sale: The number of companies privatized before the company in the whole process.
Ovwnership/Bidder Restrictlons: Dummy variable equat to | il there were auction requirements which restricted ownership for a minimum number
of years or did not aliow certain type of bidders o participate.

Percentage of labor cuts: Percentage of the labor force lired i die twa yeas: nfine @ privatization.

Percentage of management team {ired: Percentage of the management team liced (hesides the CEO) in the (wo years priar ¢ privatization.
Percentage sold: The percentage of shares sold in privatization.

Private manager: Dummy varisble equal to | if the manager (ur CEQ) hefore privatization was a private sector manager, and 0 otherwise.
Privatization Q: Government's Net Privatization Price adjusted by the percentage of company shares sold plus total tiabilities at the time of
privatization, divided by the total assets of the company at the time of privatization.

Price controls: Dummy varisble equai to | if the main product of the company was subject of price controls, and § otherwise.

Preference to insiders: Dummy variable equal to 1 if insiders were given specisl preferences in the auction process as part of the company’s
bylaws.

Product requiring concession: Dummy varisble equal 1o 3 if the product ...’ the company required governmemt concession, and 0 otherwise.
Public length: The number of days between the first public announcement of privatization and the privatization date.

Requlreq Deposit / Assets: The required deposit (0 be allowed 10 enter the auction as a percentage of total assets of the company at the time of
privacization.

Restricted ovnership period; Dummy variable equal (o 1 if the governmet,. required as part of the auction rules that the buyers shouid have
exclusive ownership for a minimum number of years (usuatly 3 o 5) without aliowing resale, and 0 otherwise.

Sale contract models given to bidders: Dummy variable equal 1 | if the gvernmenr gave the bidders sale contract models before the bid date.
and € otherwise.

Sale Costs / Inventories: Sales Costs over total inventories at the time of privatization.

Sharcholder mansger: Dummy varisble equal 10 | if the manager {or CEO) before privatization was 3 shareholder, and 0 otherwise.
Shutdown: Dummy variable equal (o | if the government shut down the company before privatization, and 0 otherwise.

Supplier SOE: Dummy variable equal to 1 if before privatization. the company acied mainly as a supplier for other SOEs, and 0 otherwise.
Technology contract with third party: Dummy variable equal to 1 if the company had a technology contract with & third party, and 0 otherwise.
Temparary labor contraets: Dummy variable equal to 1 if the company had only temporary contracts signed with its workers, and 0 otherwise.
Total length: The total number of days between the lirst recommendatian w0 privatize and the privatization date.

Unlon / Non-union workers: Number of unionized workers aver number of non-unionized workers in the company ac the time of privatization.
Wage Increases requests: Number of wage increases requested by workers of the SOE during the four years prior 1o privatization.
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