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Abstract

The paper presents a comparative evaluation of privatization in Vietnam and Mozambique. Many former studies of privatization have focused on the former Soviet countries. Opposite to most former Soviet countries privatization (along with deregulation and liberalization policies) in Vietnam and Mozambique was undertaken by the socialist governments. The political circumstances have influenced the extent, pace and methods applied in the two countries. The paper investigates similarities and differences between the two countries. It is difficult to assess the success or failure of privatization especially due to lack of data. Furthermore, privatization has been implemented along comprehensive policy reforms, making it difficult to isolate effects of privatization. The state still plays a major role in the economies even though all former state-owned enterprises have been privatized. It is concluded that privatization has had at least a non-negative effect on economic performance, however it is hard to judge whether the overall privatization effects are beyond the general economic growth in the economies. 
1 Introduction

Privatization of state-owned enterprises (SOEs) has been a core concern in the transition economies during the transformation from planned to market economies. This is also true for Vietnam and Mozambique, where the economies have undertaken considerably liberalization policies during the last 20 years.

The privatization processes of the two countries are by now (almost) completed. The states still have sizeable ownership in most enterprises but the market conditions in which they operate are becoming more liberalized. Previous studies of privatization have primarily focused on the extensive privatization in the aftermath of the collapse of the Soviet Union. Privatization in the former Soviet countries is often considered mass-privatization, where the whole economy has been privatized in a rapid transfer of ownership to private agents at the change of political system. Privatization in the case of Mozambique and Vietnam differentiates from the processes in many Eastern European countries.  A major reason is that the socialist governments are still in charge in Vietnam and Mozambique and have been controlling the privatization process throughout the last 20 years. As a result privatization in Vietnam and Mozambique has been much slower and, in the case of Vietnam, the state has been reluctant to privatize large-scale and strategic important enterprises.
 That the socialist party has continued in charge in Mozambique and plays a major role in the new market economy is called ‘transforming preservation’ in [Pitcher (2002)] and this description may cover the process in Vietnam as well.
There exists no single economic theory of privatization. Privatization is defined as ownership transfer of enterprises from the state to private agents. From welfare economics it is well known that under certain assumptions the allocation by competitive markets is efficient (Pareto optimal). This argument suggests that enterprises should operate in market economies to be efficient. However, to establish a competitive market certain institutions are needed. The set-up of a market includes a legal framework to enforce property rights and right and duty of enterprises. A proper analysis of privatization therefore also considers the state of institutions, corporate governance and legal framework. Evidence suggests that these conditions are necessary to make privatization powerful. 

The analysis focuses on the privatization process. The comparative analysis will consider the similarities and differences in the design and mode of privatization. Different reasons and methods exist in the selection of the enterprises to be privatized. Furthermore, the timing, pace and extent of the process will be discussed. 

Due to lack of empirical evidence it is difficult to assess the effect of privatization on economic performance and development. However, some conclusions can be drawn from the meagre data provided. The effects on economic performance are often measured by productivity, efficiency or utilization. In addition the effects on employment and capital accumulation are interesting when evaluating economic development.

The paper is organized as follows: Section 2 describes the reasons and methods applied to privatization. In section 3 the privatization process and results of Vietnam and Mozambique are presented. Section 4 concludes and outlines further research. 

2 Privatization

Privatization is the act of transferring ownership from the state to private agents. The objectives for privatization are among others to improve the efficiency and productivity of privatized state-owned enterprises (SOEs). The rationale is that private ownership implies stronger incentives to improve economic performance. Notwithstanding privatization may in practise be due to simple accounting considerations; numerous SOEs have been heavily indebted and caused large deficits on the fiscal budgets. Thus, governments have been forced to privatization policies, whether they liked it or not.

Rationale for state ownership

It is well known from welfare economics that perfect competition markets provide optimal allocation and secure Pareto optimality under certain assumptions. If these assumptions are violated there can be rationale for state involvement in the economy. Externalities and public goods are examples of market failures where competitive markets are not able to provide adequate supply. In these cases government intervention can possibly solve the problems; for example via SOEs operating natural monopolies. The objective of SOEs is not necessarily profit maximization but rather maximizing social welfare or securing a self-suppliant economy as the market forces might allow the product to be produced abroad. Furthermore, when SOEs operate under monopoly efficiency is rarely attained. Finally, political aims mean that for instance employment policies cause exaggerated employment in SOEs leading to inefficiency. 

Objectives of privatization

Despite the arguments in favour of state ownership inefficiency and value destruction frequently substantiate arguments for privatization. It is argued that inefficiency is caused by the political interference because of politicians or politically selected managers do not have profit maximizing intentions. Especially in countries plagued by corruption and lack of transparency politicians or managers of SOEs can seek to promote electoral objectives or maximize own wages rather than the profit of the firm. Soft budget constraints contain another reason for SOEs being inefficient. Many SOEs are heavily indebted and have only avoided bankruptcy because of state financing. Lack of sound managerial incentives is often pointed to as reasons for inefficiency. The lack of incentives can be explained by managers running a business absent of competition and do not have to meet shareholder requirements. 

Besides the objective of improving performance of the privatized enterprises the government can have more general objectives for privatization, which according to [Boubakri, Cosset, and Guedhami (2008)] include: (1) developing and strengthening the private sector, (2) reducing the size of the public sector and government intervention in the economy, (3) improving the overall efficiency (in production and allocation) of the economy and speeding up economic growth, (4) reducing budgetary deficits and paying off public-sector debt by eliminating subsidies to SOEs and raising revenues from sales proceeds and potential corporate tax revenues from the privatized firms, (5) widening ownership which can contribute to promoting democratisation, and (6) stimulating capital-market development.
3 Privatization methods applied in Vietnam and Mozam-bique and the effects on economic performance

Various aspects have to be considered at the implementation of privatization programs such as divestiture method, control transfer, share allocation and pricing. This section presents these aspects in the context of Vietnam and Mozambique and assesses the effects of the privatization programs in the two countries. But first a brief sketch of the process undertaken in the two countries is presented.
The Vietnamese transition from a planned economy into a market economy began in 1986. The task of privatization in Vietnam is pronounced equitization and deals with privatizing of roughly 12,000 SOEs (1989). The main objectives of the equitization are fourfold: (1) To improve efficiency and competitiveness of enterprises in Vietnam (2) transform enterprises in which the state does not need to own 100 percent of chartered capital from a distribution security point of view, (2) mobilizing capital and encourage innovation and better management, and (3) strengthening real ownership (of multiple private owners) and society’s monitoring. These objectives emphasize that the government does not want to give up control of the enterprises but understands that equitization can induce development of markets and increase economic growth. 

Mozambique became an independent state after the end of the Portuguese colonization in 1975. The Front for the Liberation of Mozambique (FRELIMO) took control and established a communistic one-party state with a planned economy. In the following years the country was plagued by a civil war between FRELIMO and Mozambican National Resistance (RENAMO) – an anti-Communist political organization. The Economic Rehabilitation Program (PRE) initiated the privatization process in 1987, [Torp and Rekve (1998)]. The program was supported by the World Bank and consisted of deregulation (liberalization – introducing markets) as well as denationalization policies. With the peace agreement in 1992 the country began a transition into a market economy. A cornerstone in the transition is the privatization process. The privatization objectives of Mozambique are to: (1) generate income to the state, (2) develop of capital markets, (3) disseminate social capital through private ownership and (4) increase efficiency and competition and encourage better management.  
The objectives of the two countries to initiate privatization are similar with respect to development of markets, increasing efficiency and mobilizing capital. Furthermore, in practise expensive subsidiaries to SOEs had led to fiscal deficits and forced the governments to engage in privatization. In the case of Mozambique the phase of privatization until 1992 denoted ‘deregulation’ was characterized in concession of SOE operations where the state outsourced operation of SOEs. Enterprises were run as concessions where the state outsourced the operating of the business, but did not relinquishing ownership. From the point of view of the Mozambican government it was a necessary and short term solution saving cost at a time absent of investors and a simultaneous urgent need to strengthen the fiscal budget. The following period of denationalization (from the beginning of the 1990s) has been influenced by the World Bank and IMF stressing the need for privatization as an instrument for development. The pressure from these institutions has been strengthen by the fact that Mozambique was (and is) a great receiver of – and dependent on – foreign aid. 

There has not been the same pressure on the privatization process in Vietnam and that may explain why the process has been relatively slow. In the fledgling beginning of the process in the late 1980s SOEs were required to implement formal business accounting and apply for a business license. In the beginning of 1990s profitable SOEs were selected for privatization and non-profitable enterprises were required to merge otherwise they were dissolved; of the 12,000 initial SOEs 3,500 enterprises were merged and 2,500 were dissolved from 1991 to 1993, leaving approximately 6,000 to be privatized. In the following years, however, on average only 4.5 of 6,000 remaining enterprises were equitized annually between 1992 and 1998. Not until the turn of the millennium did the speed of the process increase, see [Lich (2010)]. An estimate in 2011 shows that 5,850 SOEs and its subsidiaries/departments have implemented reforms and 3,948 have been equitized. Presently, all SOEs with 100 percent of chartered capital have been transformed into one member limited liability companies  and operating under the 2005 Enterprise Law. 

Conversely, privatization in Mozambique is considered to be relatively fast and large-scaled. The government of Mozambique selected by law the enterprises to be privatized. The selected enterprises were divested after public tendering. According to [Pitcher (2002)] about 1,000 SOEs have been privatized from the beginning of the 1990s to 2000 and thereafter only about 200 SOEs remained to be privatized.
 To day all SOEs not fully privatized have been transformed to public enterprises – 100 percent state-owned, or publicly-owned enterprises which have state majority ownership. These enterprises operate in strategic important sectors and include Electricity of Mozambique, water and postal services, Telecommunication of Mozambique and Mozambican Airlines.
During the process of privatization the government has to deliberate whether good or bad performing enterprises should be privatized. It saves costs for the government if indebted enterprises are privatized, but it can be difficult to sell these companies. Historically it has been the better performing enterprises that have been privatized first. 

Probably because of the financial situation in Mozambique and the pressure from The World Bank and IMF to improve public finances the worse performing SOEs (mostly SMEs) were the first to be privatized. Moreover, the government of Mozambique was cautious about privatizing large and strategic important enterprises as telecommunication, electricity and airline companies. The government has had a difficult task balancing potentially conflicting motives between the plausible positive effect of privatization and the desire to keep control of the economy, though, the government has continued to play a central role in the economy through involvement in all steps of tendering and ensuring partnership in privatized enterprises. This double role of the government leads [Pitcher (2002)] to question the World Bank’s rather positive view stating the privatization process of Mozambique as the most successful in Africa. [Pitcher (2002)] claims that the government of Mozambique not solely obeyed orders from the World Bank but managed to keep considerably control of the economy which in some sense dissociates from the aims of the World Bank. [Torp and Rekve (1998)] remark that it is important to have in mind the drastic transformation of the state’s role in the transition was handled by those politicians and civil servants who had believed in the planned economy. Moreover, regarding privatization of large-scaled enterprises, which by nature is more complex and involved, lack of legal framework and politically uncertainty meant that large enterprises were mainly privatized after 1995 and onwards. This is also concluded in Castel-Branco, Cramer and Heilu (2001), who finds that the resources necessary for regulating and supervising major privatizations via institutions are rarely available in developing countries. 
The success of the privatization – as noted in the previous section – is dependent on the market conditions. Efficient capital markets play a leading role in raising capital. However, the development and functioning of the capital markets has been hindered by lack of a legal framework. In Vietnam required legislation and legal framework have been developed during the 1990s, thus, initially privatized enterprises have been operating under an unfair and unequal legislation compared to the SOEs. An explanation of the slow pace of privatization in Vietnam may be that potential investors faced higher risk and uncertainty because of inadequate business legislation. Especially lack of trustworthy valuation of the SOEs (and the value of associated land) has made investors cautious. The problem has been that no prices exist because markets were first to be developed. However, promulgation of the Enterprise and Investment Law in 2005 has established a common legislation regardless of ownership and has improved transparency and reduced risk.
 
In Mozambique privatization was undertaken under the PRE. [Torp and Rekve (1998)] note that by the middle of the 1990s no long-term strategies were implemented after the initial privatization. Until effect of the commercial enterprise law of 2005 private enterprises were guided by inadequate legislation set out during the PRE. Hence, privatization was undertaken despite insufficient legislation. In Vietnam, on the other hand, it seems as privatization did not gather speed until a proper legal framework was implemented.  Unfortunately, it is difficult to assess how implementation of legislation has affected the effect of privatization.
Foreign investors were initially precluded as investors in Vietnam, which markedly reduced potentially investors. From 1999 these restrictions have been relaxed and foreign organizations and individuals have been allowed to invest in equitized enterprises. In contrast the government of Mozambique allowed from the beginning investments by foreigners probably in recognition of the lack of domestic capital because of the civil war. [Pitcher (2002)] also assigns the contribution of modern business environment as explanation for prioritizing foreigners. However, SMEs have generally been divested to Mozambican nationals (90 percent of all transfers), but on the contrary measured in terms of sale revenues foreigners have purchased far the most enterprises. According to Pitcher the government gradually realized that they had overlooked national Mozambicans and feared that privatizing the economy to foreigners would give rise to politically instability. The government thought that people would be likely to reward the government if it engaged in fostering national capital. Hence, from 1993 nationals got priority treatment including lesser required investment capital, 10 years of payment and tax exemptions relative to foreigners. Therefore, today foreigners own the largest (and probably most profitable) enterprises while national Mozambicans own SMEs.

Share allocation issues include decisions about to whom the shares are sold: locals, foreigners, employees or managers and whether the government shall retain a majority or minority share of the stock. Other solutions involve golden shares with veto hold by the government because the government is interested in keeping control over strategic industries such as the power transmission in the electricity industry. Share allocation considerations are of importance when the appropriate sales method has to be decided.

Three types of sales methods are often applied: share issue privatization (SIP), asset sales or voucher privatization. SIP is the most common type and is often applied when local investors, employees or managers are preferred as buyers. However, embryonic stock exchange may make asset sales relatively easier. The drawback of asset sales can be that no local investors are able to raise required capital and that the ownership typically ends up concentrated among few (likely foreign) investors. In addition asset sales are difficult if property rights are not enforced. Using voucher privatization shares are distributed to employees and managers for free or with a discount. Voucher privatization has been applied most intensive in Central and Eastern Europe where the governments aimed at privatizing to employees. 
In Vietnam the government has wanted to maintain control over the equitized enterprises, hence the method applied transforms SOEs into joint stock companies (JSCs) where the state sales part of the shares. It is found that profitable SOEs are privatized to former managers because they have interest in keeping control of profitable enterprises. In contrast non-profitable enterprises have been privatized to employees. Truong et al. (2006) concludes that there have been little decrease in employment as is normally expected during privatization processes. Truong et al. assigns this to the fact that it was privatized to employees who were not interested in policies cutting labor as they were themselves at risk. 
According to the Vietnamese Steering Committee for Enterprise Renovation and Development, on average the state owns 57 percent of chartered capital in the equitized enterprises in 2011.
 Employees own 14 percent of the chartered capital and other shareholders  29 percent. In 1/3 of the equitized SOEs the state still owns the majority stock of shares. Controlling (golden) shares are also widespread.

In Mozambique during the denationalization period the ownership of enterprises was transferred to private agents in broad sense. The mode of divestiture is categorized into (1) asset sales, (2) sale of shares, (3) private investment and (4) divestiture to workers. Enterprises have been transformed to joint venture companies (JVC).

Finally, the pricing method has to be decided. The government needs to consider whether shares should be underpriced, overpriced or sold at face value. Experience suggests that underpricing is preferred. The advantage is that sales may be faster helping to reduce public debt and save operation costs of SOEs. A possible disadvantage is that SOEs are in principle owned by the taxpayers and they miss potential revenue while some random investors have a windfall gain. This can lead to unfavourable distributional effects. 

In Vietnam equitized enterprises have been underpriced when sold. One reason is the problem of valuation of the company and the corresponding land use rights. Another reason is that the equitization is a result of a negotiation between the evaluation committee and the buyers, often represented by the former managers.

In Mozambique as well enterprises have been sold cheap (low minimum prices). Enterprises were sold by public tendering and the minimum price should in principle reflect the present value of future profits. It is not clear whether low prices were because of instantaneously needs to finance fiscal deficits or because of imperfect information due to non existence of markets and prices. A main objective of privatization has been to strengthen public finance from sales revenues, corporate taxes and reduced subsidies. Nevertheless, it is not possible to assess the impact on public finance because of lack of information on these measures.

Effect on performance

[Megginson and Netter (2001)] and [Djankov and Murrell (2002)] conclude in their studies that privatization world wide has generally improved economic performance of the enterprises.
 The possible benefits of privatization are increased efficiency, productivity, profitability and competition. However, the causality of these effects is ambiguous, successful privatization and liberalization simultaneously determines one another. For instance [Djankov and Murrell (2002)] note that competition has significant positive effect on enterprise performance but privatization is a necessary condition for increased competition. Hence, it is not straight forward to measure the effects of privatization because, say, productivity is affected simultaneously by liberalization and employment policies. To get an estimate of the privatization effect on productivity, ceteris paribus, other measures affecting productivity have to be controlled for.
The meagre amount of data makes it difficult to draw robust conclusions on the effects of privatization and in the following we do not discuss causality but limit the discussion to an analysis of the association between privatization and different firm performance indicators. Tables 1 and 2 present data on the number of privatized enterprises, and SOE contribution to total formal sector employment for Mozambique (Table 1) and Vietnam (Table 2), respectively.
Table 1 shows the number of SOEs in Mozambique. In the early 90ties there were between 1,200 (Pitcher, 2002) and 1,600 (Cramer, 2001) SOEs, constituting around 22 percent of the total number of registered firms in the Mozambican economy. By 2000 this number was reduced to 200 (or approximately 1 percent of the total population of enterprises). According to the CEMPRE (INE, 2004) 73 SOEs remained, including the big state owned companies in transportation (CFM),   telecommunication (TDM), and electricity (EDM). These 73 companies employ around 29,000 workers (9 percent of total formal sector employment) and contribute to approximately 9 percent of total formal sector value added, although they only constitute 0.3 percent of registered firms. 
Table 1. Number of SOEs in Mozambique

	Year
	Early 1990s
	2000
	2002

	Number of SOEs 
	1,200
	200
	73

	% of total number of registered firms
	22.3
	1.1
	0.3

	Employment (1,000)
	..
	..
	29

	% of total formal sector employment
	..
	..
	8.9

	Contribution to total value added (%)
	..
	..
	8.9


Source: [Pitcher (2002)] and own calculations based on info in INE (2004).

The numbers in 


 show the annual number of acting SOEs in Vietnam based on the GSO enterprise survey. The table makes it clear that it is not until 2002 the number of SOEs decreases markedly.
 According to the 2005 Enterprise Law all SOEs have been transformed into limited liability companies by the end of 2011. However, the stock of SOEs still 100 percent owned by the Vietnamese state was 1,309 by 2011. Thus, even though SOEs have implemented reforms the state is still an important owner of Vietnamese enterprises. The table also shows that the share of SOE in total enterprises has fallen drastically the last 10 years. However, the main explanation is the rapid emergence of new enterprises. Total number of employees in SOEs has decreased slightly over the period; from more than 2 million in 2001 to 1.736 million in 2009. The share of total employment still account for 19.45 percent, which indicates that the remaining SOEs are relative large enterprises. It is also interesting that SOE contribution to formal enterprise sector employment has been reduced from over 50 percent of total formal sector employment in 2001 to 19.45 percent in 2009.

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	




Table 22. Number of SOEs in Vietnam
	Year
	1995
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	2009

	Number of acting SOEs 
	6,852
	5,759
	5,355
	5,363
	4,845
	4,597
	4,086
	3,706
	3,494
	3,328
	3364

	% of total number of acting  firms
	
	13.62
	10.36
	8.53
	6.73
	5.01
	3.62
	2.82
	2.24
	1.62
	1.35

	Employment (1,000)
	
	2,089
	2,114
	2,260
	2,265
	2,250
	2,038
	1,899
	1,763
	1,725
	1.736

	% of total formal sector employment
	
	59.05
	53.76
	48.52
	43.77
	38.99
	32.67
	28.29
	23.88
	20.92
	19.45


Source: GSO Enterprise Survey 2000-2009
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


The state contribution to GDP only decreased slightly throughout equitization (5 to 15 percent depending on the source), and the share of GDP from the state remains high (35 to 50 percent again depending on the data source). So although many SOEs have been equitized in many cases the state has retained majority ownership. If focus is narrowed to the manufacturing sector the picture changes considerably. Today the manufacturing sector forms about 20 percent of the Vietnamese economy, measured as share of GDP.
Figure 1. Industrial output value by ownership
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Source: GSO, Vietnam
Figure 1 depicts the share of industrial output at current prices by ownership. The figure shows that state involvement has reduced markedly in the manufacturing sector from nearly 50 percent to 25 percent between 1996 and 2008, while foreign as well as non-state ownership are doubled correspondingly.
(i) Mozambique

An important issue is the evolution of employment before and after privatization. Traditionally SOEs have been an important job of the socialist states to secure employment and therefore labour-capital ratios have been relatively high.
 Prior to privatization enterprises have frequently been restructured and workers laid-off because of excessive employment. After an enterprise is privatized sometimes even more workers are laid-off. In the long run, however, as performance is sharpened jobs are created and employment increases. However, economic development demands better skilled workers which means education and retraining of the workforce are necessary.

Some of these observations are confirmed in the case of Mozambique using the ICA (2003), which provides us with data on pre and post intervention employment in privatized enterprises (and a set of private comparison firms). Table 3 shows that the average number of employees pre-privatization was around 100 and when approached in 2002 (post-privatization) the number had reduced to 91 employees on average. The control group consist of private companies throughout the study period. Here we observe a significant increase in the average number of employees from 46 to 76 employees on average.
Table 3. Number of Employees in Mozambique – Pre- and post Privatization

	 
	Pre-intervention
	Post-intervention (2002)
	Obser-vations

	Privatized firms
	99.5
	90.8
	[48]

	
	(21.8)
	(15.2)
	

	Control group
	46.4
	75.6
	[114]

	 
	(10.6)
	(13.8)
	

	Note: Standard errors in parenthesis.


Source: ICA (2003)
The privatization process in Mozambique is considered to be one of the most successful in Africa. Compared to the rest of Africa privatization in Mozambique has taken place on a large scale.
 During preparation of privatization in Mozambique many workers were laid-off and after privatization efficiency demands forced the new owners to lay-off even more workers. However, at the end of 1999 (when the process was completed) about 40 percent more jobs were created.  . According to Jones (2008) during the 1990s the growth in employment has been zero, but this masks an initial period of negative growth (-2 percent p.a.) and a period of positive growth (1.5 percent p.a.) in the second half of the 1990s. Despite the lack of empirical evidence it is concluded that privatization of SOEs has improved efficiency, productivity and profitability of the privatized enterprises. The limited empirical evidence finds that overall sales and production levels have increased significantly. The lack of empirical evidence is also addressed by Castel-Branco et al. According to them, the government privatization program only involved the actual privatization and no follow up program concerning efficiency, as performance was an issue concerning the private owners. This might be an explanation as to why there is no centralized sources of data upon the results of the privatization in Mozambique.
Table 4. Growth in Mozambique – Tracer Surveys in 2002 and 2006

	 
	Employment
	Employment
	Real Revenue
	Real Revenue 

	 
	 
	(reduced sample)
	 
	per employee 

	Privatized firms
	-0.064
	0.096
	0.221
	0.125

	
	(0.103)
	(0.166)
	(0.216)
	(0.277)

	Control group
	-0.112
	0.066
	0.295
	0.230

	
	(0.105)
	(0.083)
	(0.135)
	(0.169)

	Observations
	40 / 76
	22 / 38
	22 / 38
	22 / 38

	Note: Mean estimates. Standard errors in parenthesis
	
	


Source: ICA (2003) and DNEAP (2006)
Combining information from ICA (2003) and DNEAP (2006) provides us with an idea about the post-performance of privatized manufacturing firms in Mozambique. Table 4 reports the performance of privatized firms and a group of private firms which never had state involvement. Using the full sample (40 firms) privatized firms reduced the number of employees by 6.4 percent between 2002 and 2006, continuing the above (Table 3) negative employment trend. However, looking at the sample of firms (generally larger firms) with consistent financial records employment increased around 10 percent over the 4 year period. Real revenues increased 22 percent on average, which is not far from the 30 percent increase of the private firms which never had government involvement. Generally our results indicate that the performance of privatized firms is similar to that of comparable private companies without any state presence.
The number of stalled enterprises has been reduced markedly and at the same time operating entities increased from 41 percent in 1992 to 77 percent in 1996. Moreover, a lot of literature suggests that capacity utilization in Mozambique has increased, especially so in privatized firms. In order to see whether this process has continued we again turn to the data provided in ICA (2003) and DNEAP (2006), where perceived capacity utilization data is available. In both surveys managers are asked to evaluate “the amount of output actually produced relative to the maximum amount that can be produced (100%) given the current level of inputs”.
Table 5. Capacity Utilization in Mozambique

	 
	2002
	2006
	Obs.

	Privatized firms
	52.3
	53.6
	38

	
	(4.1)
	(4.6)
	

	Control group
	56.5
	62.9
	74

	 
	(3.3)
	(3.2)
	 

	Note: Mean estimates. Standard errors in parenthesis


Source: ICA (2003) and DNEAP (2006)
Table 5 suggests that the capacity utilization has not improved significantly in privatized firms between 2002 and 2006, whereas firms which never had government involvement confirm the conclusion that capacity utilization has improved in Mozambique. The result is also supported by Warren (2010) who concludes that Mozambican firms (given the skill‐level and technology at hand) are improving relatively efficiently. However, he also finds increasing levels of outdated technology and that production processes are becoming more and more simplified leading to a weakening of their technology capability and skill base. The ICA (2003) and DNEAP (2006) data have more promising results regarding technology and product innovations in privatized firms. Around 40 percent of these firms have introduced new production processes, upgrading technology or improving/introducing new products over a four year period, as compared to less than 30 percent in the full sample. This could indicate that although former SOEs have been technological laggards they are moving in the right direction in terms of technology upgrading, although from a low base.   

(ii) Vietnam
Around 30,000 workers have become redundant in SCs. In the restructuring phase workers have been laid-off, but there have been differences across sectors which may explain different trends after equitization. Between 1988 and 1992 700,000 workers became redundant (restructuring period) and two thirds were compensated to some extent. It is expected that more workers (120,000) will be fired in the years to come because of increased competition, efficiency requirements and globalization (ILSSA, 2008).
Table6 shows that change in average employment in privatized enterprises (privatized between 2002 and 2006) compared to the development in private enterprises. Calculations are done based manufacturing firm information in the GSO Enterprise Surveys (GSO, various years). Privatized enterprises are more than 5 times larger than average private enterprises. It is found that employment has decreased after privatization which might indicate that employees have been laid-off to make the enterprise more efficient.
Table 6. Average number of employees, Vietnam
	 
	Pre-intervention (2002)
	Post-intervention (2006)
	Observations

	Privatized firms
	545.5
	528.1
	[500]

	
	(30.1)
	(32.5)
	

	Control group
	135.0
	190.8
	[6916]

	 
	(6.6)
	(11.0)
	

	Note: The figures are only representative within the sample. Only manufacturing firms.

Standard errors in parenthesis.

Source: GSO Enterprise Survey


Table 7 present growth rates of employment, real revenue and real revenue per employee for privatized enterprises and these numbers are compared to private enterprise performance indicators. As found in Table 7 employment in privatised firms has decreased by 4 percent. At the same time revenue has increased by 36 percent. Employment in the control group has increased by 46 percent and revenues have more than doubled resulting in a 1.5 times increase in revenue per employee. The figures indicate that even though privatized enterprises have improved performance, they are lacking behind the dynamic development of private enterprises. However, the results should be interpreted with a grain of salt because the two groups are rather heterogeneous.
Table 7. Growth in Vietnam between 2002 and 2006

	 
	Employment
	Real Revenue
	Real Revenue

	 
	
	
	per employee

	Privatized firms
	-0.038
	0.362
	0.336

	
	(0.021)
	(0.050)
	(0.040)

	Control group
	0.464
	2.265
	1.420

	
	(0.014)
	(0.079)
	(0.050)

	Observations
	498/6766
	498/7450
	497/6765

	Note: 1th and 99th percentile of sample excluded. Only manufacturing firms. Standard errors in parenthesis.


Source: GSO Enterprise Survey.

Truong et al. concludes that privatized state owned enterprises does not seem to have falling employment, but still finds that income per employee and revenue has been rising and finds a negative relationship between income on sales and government ownership. This is based on individual firm data from 121 firms.
4 Conclusion / Further challenges

In conclusion privatization can theoretically improve performance. However, to induce noticeable effects institutions, corporate governance, legal framework, property rights, etc. need to exist, see [Megginson and Netter (2001)]. The aim of this paper is to assess whether privatization in Vietnam and Mozambique along with creation of institutions and enterprise legislation have improved economic performance and development.
The privatization process in Vietnam and Mozambique was initiated in both countries in the beginning of the 1990s at the same time as comprehensive privatization was undertaken in the former Soviet countries. In both Vietnam and Mozambique privatization evolved under the leadership of the socialist parties opposite to the revolution in the former Soviet countries. Moreover, the process in Vietnam and Mozambique has been slowed down by lack of institutional and legal framework, and lack of capital. But “timelines” of the privatization process has differed in the two countries. In Mozambique it lasted for a decade compared to nearly 20 years in Vietnam. The main reason for this difference is due to differences in the political conditions. 
[Parker and Kirkpatrick (2005)] and [Megginson and Netter (2001)] find that institutions and a proper legal framework need to exist for privatization to have beneficial effect on economic performance. In Mozambique a solid legal framework was never established, but in the case of Vietnam the privatization process did not gather speed until a legal framework was implemented. Hence, in some sense the conditions for successful privatization have been present in Vietnam, whereas the Mozambican institutional support for privatization has been a bit weaker. However, continuous involvement of the state as shareholder (often with majority) in many privatized companies blurs the picture of the countries as market economies. 

The lack of legislation may explain difficulties to attract capital. Moreover, underdeveloped capital markets may contribute as explanation for lack of capital. For example, in Mozambique the first stock exchange was established in 1999 and in Vietnam the development of the Vietnamese Stock Exchange and capital markets is in progress but abnormal fluctuation and illegal use of inside information impose higher risks and reduce investor’s confidence. 
Moreover, in the case of Vietnam, politics that made it difficult for foreign investors (at least until 1999) also contributed to explain lack of investment capital. However, since 2005, foreign investors have been allowed to own up to 49% of total shares of a listed JSC excluding in banking sector etc. In Mozambique the opposite was the case in the beginning; the government prioritized foreign investors which may be explained by lack of domestic capital after the civil war along with politically pressure form the World Bank.

Lack of data makes it difficult to assess the effect of privatization on economic performance. Nevertheless, it is found that employment in surviving privatized SOEs in both countries have decreased, but not as dramatically as sometimes feared. Moreover, privatized firms in both countries exhibit acceptable revenue growth rates, although lower than in comparable private sector firms. Moreover, relatively low utilization rates remains in privatized firms (Mozambique), but at the same time privatized firm are becoming more and more profitable.

In sum it seems as privatization has had at least non-negative effect on economic performance, however, it is hard to judge whether these effects are beyond the general economic growth in the economies. 

References

[Aghion and Blanchard (1994)]
Aghion, P., and O. J. Blanchard (1994): “On the Speed of Transition in Central Europe,” NBER Macroeconomics Annual, 9, pp. 283–320.
[Boubakri, Cosset, and Guedhami (2008)]
Boubakri, N., J.-C. Cosset, and O. Guedhami (2008): “Privatisation in Developing Countries: Performance and Ownership Effects,” Development Policy Review, 3, 275–308.
[Castel-Branco, Cramer and Hailu (2001)]
Castel-Branco, C., Cramer, C. and Hailu, D.: (2001): “Privatisation and Economic Strategy in Mozambique” Dicussion Paper No. 2001/64, UNU-WIDER.
Cramer (2001)]
Cramer, C. (2001): “Privatisation and Adjustment in Mozambique: A ’Hospital Pass’?,” Journal of Southern African Studies, 27(1), 79–103.
[Djankov and Murrell (2002)]
Djankov, S., and P. Murrell (2002): “Enterprise Restructuring in Transition: A Quantitative Survey,” Journal of Economic Literature, 40(3), 739–792.
ILSSA, 2008: Impact of the Globalization, Industry Restructuring, Labor Market and Worker’s Benefits.

[Jones (2010)]
Jones, S. (2008): “Post-stabilzation economics in Sub-Saharan Africa – lessons from Mozabique” International Monetary Fund.
[Lich (2010)]
Lich, T. X. (2010): “Reforming State-owned Enterprises in Vietnam: Achievements and Challenges,” Vietnam Economic Management Review. CIEM. Vietnam, 5.
[Megginson and Netter (2001)]
Megginson, W. L., and J. M. Netter (2001): “From State To Market: A Survey Of Empirical Studies On Privatization,” Journal of Economic Literature, Forthcoming, (June 2001).
[Parker and Kirkpatrick (2005)]
Parker, D., and C. Kirkpatrick (2005): “Privatisation in Developing Countries: A Review of the Evidence and the Policy Lessons.,” Journal of Development Studies, 41(4), 513 – 541.
[Pitcher (2002)]
Pitcher, M. A. (2002): Transforming Mozambique : the politics of privatization, 1975-2000. Cambridge University Press, New York.
[Sjöholm (2006)]
Sjöholm, F. (2006): State owned enterprises and equitization in Vietnam. Working paper, Stockholm School of Economics.
[Torp and Rekve (1998)]
Torp, J. E., and P. Rekve (1998): “Privatization in Developing Countries: Lessons to be Learnt from the Mozambican Case,” Transformation, 36.
[Truong, Lanjouw and Lensink (2006)]
Truong, D.L., Lanjouw, G. and Lensink, R. (2006): The impact of privatization on firm performance in a transition economy, Economics of Transition vol. (2), 349–389.
� This paper was prepared under a project funded by the FFU. Information related to this particular paper can obtained from John Rand (jra@foi.dk).


� The official policy still quote that only enterprises which the state does not need to retain 100% in charge is to be privatized.


� This section draws on [� REF BIB_boubakri \* MERGEFORMAT �Boubakri, Cosset, and Guedhami (2008)Boubakri, Cosset, and Guedhami (2008)�]. For a more detailed discussion of private versus public ownership with respect to economic efficiency in developing countries see for instance [� REF BIB_cramer \* MERGEFORMAT �Cramer (2001)Cramer (2001)�].





� According to [� REF BIB_cramer \* MERGEFORMAT �Cramer (2001)Cramer (2001)�] more than 1,400 privatization transactions have taken place.


� From 2005-2010 all SOEs have been required to be transformed into limited liability companies and thus are subject to the Enterprise Law.


� There is confusion in the Vietnamese FFU paper about the correct shares of ownership.


� Empirical studies have struggled with sample selection and simultaneity; however, taking this into account does not alter the conclusions.


� The figures do not correspond to the 4.5 annual enterprises equitized between 1992 and 1998. However, both figures can be true if the numbers in � REF _Ref274574710 \h � \* MERGEFORMAT ��
Table 1� only include 100 percent state-owned enterprises, excluding any JSC etc.


� [� REF BIB_aghion_5fblanchard \* MERGEFORMAT �Aghion and Blanchard (1994)Aghion and Blanchard (1994)�] show that in Poland unemployment rate was 0 in 1989 but three years after privatization it had increased to 16 percent.


� According to [� REF BIB_cramer \* MERGEFORMAT �Cramer (2001)�] the main reason to claim that privatization in Mozambique has been successful is that it has been large, measured as number of transactions, and relatively fast.
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