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Foreword

The Development Committee, which is made up of more than 40 members of the International
Organization of Securities Commissions ("lOSCO") that regulate emerging securities markets,
has endorsed on October 25, 1993 this Report from its Working Group on Privatization and
has authorized its public release during the XIX™ Annual Conference of the Organization. The
first part of the Report, prepared under the chairmanship of the Securities and Exchange
Commission of the Philippines, contains an up-dated summary that includes the answers
provided by 22 members of the Development Committee to a questionnaire on privatization
experience, which was prepared by the Working Group. The objective of the Development -
Committee of I0SCO is to promote the development of emerging securities markets, in
particular, by the exchange of pertinent information and the implementation of common

standards.
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REPORT
WORKING GROUP ON PRIVATIZATION

Introduction

During the Development Committee Meeting in
Nairobi, Kenya, the Chairman of the Working Group on
Privatization voiced out her concern over the 1limited
number of responses received. Considering, therefore,
the lapse of reasonable time from the date the
questionnaire was sent to each of the members, the
Working Group has deemed it right to submit this Report
based on the responses so far received.

h&mﬂmﬂmﬁﬂsﬂuﬁ,

The purpose of the research conducted 1is to
analyze the different privatization experience of
various developing countries.

The following terms of reference were congidered:

1) The impact of the privatization process in the
economy .as a whole and specifically in the
capital markets of developing countries.

2) The role of the regulatory agency ine this
Process.

3)' The possible vehicles necessary for the
privatization process and the different
gstrategies to use them, and,

4) The possible impact in the distribution of
share ownership.

summary of Data Gathered from the Responses

The following countries have had no privatization
experience:

1. Bermuda

2. Cyprus 1k

3. Guernsey, Channel Islands
4. Isle of Man

5. Jordan

6. States of Jersey

Among the respondents who have engaged in
privatization program, their respective experienceg are
summarized as follows:



1. Argentina

In the Argentine case, the privatization process.
has a beneficial impact on the market particularly
regarding transactional volume. The consolidation of
securities markets, the penetration of Argentine
companies in the international capital marketes, the new
drive given to the over the counter market, the
increase in the daily trading volume of shares and the
increase in the sub-accounts of Securities Clearing
Corporation are evident.

25 Bolivia

At the wmoment, it did not affect the capital
market. In the near future, the government is
seriously analyzing the possibility of selling the
public corporation through the stock market. The

privatization process will have an important impact in
the capital markete Iin the next years.

J. Brazil

The Government s priority with the privétization
process 1is to diminish the public debt. Still, the
Government intends to direct its efforts to those

activities that are pertinent to the Estate. That
means  to focus on sgocial 1interest areas such as
education,. health, housing, security, and
infrastructure

The Brazilian privatization process has been
successful egince it has accomplished ite proposed
objectives. Yet, some aspects of the process should be
reviewed to improved it. For instance: a) the foreign
rarticipation’s rules should be more flexible to
increase the foreign capital presence in the Process;
b) new mechanisms should be implemented to avoid 1legal
problems that have inhibited the privatization Process;
) new wethodr of privatization., other than public
auctions should be implemented to conform to special
situations; and d) the privatization program should be
widenced to include the privatization of companies in
the infrastructure rector.

4. Chile

The most important effects of the privatization of
state-owned enterprises were to increase, diversify the
supply of securities available in the Chilean capital
market, and aloo enlargs the number of chareholders .

o




5. Costa Rica

The vprivatization process have no effect 1in the
capital markets. Until now there is no effect recorded
due to the fact that most of the transfers have been
reallzed through public biddings. It would be expected
that the sale of shares of cement and fertilizer firms
which were recently approved as well as those of the
National Stock Exchange, shall be realized by means of

stock exchange mechanisms.

6. Ecuador

In recent times, there has been only one case of
privatization; its most significant effect was s8een in
the remarkable increase in the volume of negotiations .
on variable income in the stock market, representing
10% of the sum total of stocks negotiations, when
historically, such negotiations represcnted less than

0.56®
7. Hungary

It cannot recommend a standard Procedure to
follow, becausge every state has its own political and
economical background based on which it should
define/carry out its privatization strategy. Foeign
underwriting firms were employed for privatization
thr sugh the stock exchange. }

8. Renya

The privatization process has had positive impact
on  capital markets especially the caseg effected
through public issues. Thesge companies are now quoted
on] the Stock Exchange and the shares are performing
well.

9. Mexico

The privatization Process came as part of a broad
economic reform program that tried to correct the
fiscal and monetary imbalances of the past, and
encourage  : conomico modernization through financial
deregulation . fiscal reform, the deregulation (61
production and distribution activities (commercial
ljberalizatjon), a vprivatization Process, and the
promotion of foreign investment .



10 Nigeria

The privatization programme came into being when
the economy was severely distressed and undergoing
regtructuring. It wae therefore an integral element
of the general reform exercise.

Privatization resulted in widening the base of
share ownership. The number of shares of quoted
companies on the Nigerian Stock Exchange increased
from 3,753.55 million in 1988 to 11,273.2 million as
at December 1992; a good percentage of the increase
resul ted from the exercise. Similarly, the
privatization process has created more than 700,000
additional shareholders spread all over the country.

Likewise, privatizatio resul ted in° bigger
value/volume of stock transact ion and the stock market
experienced a considerable impact on its transactions
by reason of the privatization.

11. Paraguay

, The Executive Branch was authorized to transfer
totally or rartially, to the private sector, tha
Productive assetg or services of government agencies,
known as "Government Firmg Subject to Privatization”,
as well as their shares, or as the cage may be, the
company/agency shares where the State is the owner or
has participation herein.

11. Peru

The privatization process in Peru is one of the
strategic elements in the program of structural reforms
and economic modernization started by the present
administration. The effort is directed to a number of
basic economic-f{inancial obiective. :

The Dbalance of the process to this date shows an
imperceptible impact on the securities market. This
may be concluded from the high concentration in the
acquisition of shares resulting from the gale of state-
owned enterpriges through Exchange auction, but what is
moere  revealing is that only four of them maintain
securities 1listed in the Exchnage, as in the case of
Sogewiene Leasing S.A., Cia de Minas Buenaventura,
Banco de Comercio and Quimica del Pacifico which,
therefore, did not. bring about an impact of significant
magnitude on the stock markef, .



12. Philippines

. By far, the largest obstacle to privatization in
the Philippines is the lack of liquidity in the capital
markets to support both divestment and new projects.
Given the poor financial performance of many state
owned enterprises, listing on the stock exchanges is
posaible for only a few big-ticket corporations. Thus,
most of the privatizations that have taken rlace have
been through direct sales to private investors through
auction. Thie has raised the problem of social equity,
as the pool of local corporations and individuals with
the ability to purchase the assetg is limited and in
many cases, includes the same individuals whose assets
were originally sequestered.

13. Singapore

The privatization programme added 26 companies
(out of 217 companies listed on the SES) to the
Singapore stock market. This helped deepened the stock
market and widened investors-” choice of companies.

14. Thailand

Privatization resulted in widening the base of
share ownership but not to the extent that the
government loses its control over the state enterprises
that were privatized.

15, Tunisia

- The methods and procedures of privatization are
Jargely determined by the objectives of the government,
the organization of the state-owned enterprises, the
financial conditions and rerformances of the state-
owned enterprises, the ability to mobilize private
secltor  rerources, the degres of development. of the
capital market and socio-political factors.

Based on the data available, we offer the
following recommendations:

Privatization of government owned enterpriges in
areas where government directly competes with the
private sector and which are concerned with non-
governmental functions should be initiated and actively
rursued by the government.



Inorder to ensure a successful privatization
program, several factorc must be considered:

First

There must be a clear legal framework that will
provide transparency to the process. The support of
the Leglislative Body is therefore indispensable by way
of enactment of a law which will implement and regulate
the privatization process. It '1s necessary to
encourage transparency and accurate valuation of the
assets inorder to forestall problems which will
jeopardize the exercise and to gain wide public
support.

The regulatory agency charged with the task to
oversee the privatization process must have highly
trained professional of unquestionable honesty and
integrity. No confliet of interest should be allowed
to exist.

Privatization works only if the political
leadership of the country is tenaciously supportive of
the commitment. ‘

Recond

As experience has shown, it is better for the
government to choose to sell the asgsets in stages so as
to maximize results by taking advantage of the
evaluzation of the pPrevious experience.

Additionally, +the government must implement the
process step by step. As proven by studies, it is
better to make a good sale late than make a bad sale
early. Small companjes should be privatized first to
minimize risks  in case an error is made and to gain
experience from the faults of the privatization process
undertaken.

And if possible, sell the assets in CASH. But
above this, the proceeds from the privatization Process
should have a permanent impact on public finances (like
A  reduction of public debt) and should not be ugsed to
finance current expenditures.

Third

Tt ja advisable for the government to retain some
control of the privatized companies inorder to maintain
check and balance.




Fourth

There must be a well-studied approach to the
implementation of +the privatization program. There
cannot be a standard formula for priivatizing assets.
Each of them is unigue in its simplicity or complexity.
" An asset maybe of low or high value, operational or
idle, obsolete or modern, clean or without liens, etc.
And each country’'s portfolio of state owned enterprises
is unique. It will be worthwhile to consider the
participation of foreign consultants who can lend their
expertise on the field. .

Fifth

Considering the state of developing countries,
foreign investors should be encouraged to participate
to some extent in the privatization process. of
course, the local investors will have to be given the
priority.

It is a fact that the participation of new
investors especially those of institutional in nature
provides significant level of liquidity to the market.
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REPORT GF THE WORKING GROUP ON PRIVATIZATION

Introduction

During the Develiopment Committee fleeting In
Nairobi, Xenva, the Chairman of the Working Group on
Privatization voiced out her concern over the Iimited
number o©of responses recelved. Considering, therertore,
the lIapse of reasonable time Ttrom the date the
juestionnalire was =zent to each of the nmembers, the
Working Group has deemed it right to submit this Report
based an the responses so far received.

Structure of the Report.

The purpose of the research conducted 1is to
analyre the different privatization experience ot
various developing countries.

The following terms of reference were considered:

1) The iIimpact of the privétizatjon process Iin the
economy as a wmhole and specifically 1in the
capital markets of developing countries.

2) The role of the regulatory agency in this
process.

3) The possible vehicles necessary fTor the
©  privatization process and the  different

strategies to use thee, and,

4) The possible impact in the distribution of
share owmnership. '

In viewm of the lIimited number of country
experiences analyzed, the Group will not . offer
generalizations but will discuss their fTeatures in the
light of the terms of reference given to the Horking
Group. In the end, - however, we will offer
recommendations based on the successful privatization
programs already launched. Mainly it will focus on the
terms of reference and a number of case studies using
the responses given to the questionnaire.

The Tfollowing countries have no privatization
experience for the corresponding reasons cited:

1. Bermuda

All of the nmajor enterprises In Bermuda . have
almays been owmned privately, there is virtually nothing

to privatice.
1



'n e 11 % . .
in Lyporus, there has been no Frive For

privatization. Al11 business entities, other tharn
suphi-— -y 7 5 g = =t - i
subl:c wutilities, have always belonged to the private
sectar. .
. Guernsey, Chanrnel Islands

Guern=ey has no securities exchange and no
cxperience of privatizatian. Reing In monetary union
with the Ynited FKingdom, it IS not certain that
fuernsey Tits the description “developing country®.

B Isle of Man

fsle of Man has no privatization experience and
cecurities markets either. Hhere shares In

hkas na
public exchanges,

Izie of Man companies are quoted on
London or Dublin prices are used.

. Jordan

Jordan Is considering the possIibility ot
privatizing some of the State—Ouned companies. There
is some work on this issue but no clear vision has

been reached yet.

6. GStates of Jersey

Jersey is a small community — 80,000 people — and
has not thus Tfar engaged In any privatization
exercise. The Island is in monetary union wmith the

ynited Kingdom and is part of the Sterling area. 2 &
does not have any stock exchange of its own, but where
listings are required, these are obtained via the

London Stock Exchange.

Among the respondents who have engaged in
privatization, their respective experIences are
summarized as follows and their individual responses

are presented hereunder.



i the sconomy

ration prof
g A
]

The Iimpact of the privat ess 1
= ca in the capital markets of

25 a whole and =pec:
dJevelepling countries.
The privatization ot State—owned Companies
representsz a great potential tor the capital marketls.
These big enterprises wmhen put to sale with the
government Leeping 3 portiaon, may Le a source aF  new
sues of =chares that Increase capital markets
activity wmhere they are injected.

.
(N}

The idea of *the so-called popular capitalism
underlies the whole structure and justifies the
privatization. The distribution of shares aims at the
dispersion of equity amang rnot only big Iinvestors but
also small ones. Taking these newly private companies
to  the stock market allows Tull participation ot the
general public in the ownership of these companies and
Is a =tronmg and valid counter—argument to the
possibility of re—rnaticonalization.

Employee Stock OQunership Plans (ESaGPY also
contribute to the development of popular capitalism.
Employees become owners of a pertion of the company
previously owned by the State, thus giving them a
further interest in maintaining the company in private
hands. Moreover, Iike any other ESOP, this also
serves the purpose of proeviding an Iincentive to
increase profitability by enhancing the cooperation of
the labor force.

In the Argentine case IT we analyze the resulils
that the offering of Telefonica and Telecom (the iTwo
companies created by the privatization of the
Argentine National telephone companyl) has had, we will
he able to see the beneficial impact it had on the
market particularly regarding transactional volume.
The consolidation of the securities markets, the
penetration of Argentine companies in the
international capital markets, the new drive given to
the over the cournter market, the increase In the daily
trading volume of shares and the increase in the =sub-—
accounts of Securities Clearing Corporation
shareholders are evident.



II.

public—zector enterprizes 2=

In 1787, the Soverrnment—szoonzored State Rerorm ian
2 e < te

was adepted by Caongress gdeclaring 37 =ta enterprizes
zligible Tor privatization. The z=im at the
nrivatization was to Increase the efficiency atr

well =25 provide cash
praoceeds to reduce the public Je
Government ‘=  toreign debt through selective use
dJebt—egquity conversions.

c—sector Jdeticit ana the
€ ;

Taken as 2 whole, privatizations are an
extraordinary toal to increase capital markets
activity in an economy In the process of recovery. A

guick glimpse at the emerging securities markets of
those countries under privatization process should oe
enaough.

The volume *raded Iin the capital market increases

greatly when new offerings arising out af the
privatization process are made. Domestic and
International capital 15 Injected 1In the market

stimulating Iits growth.

The dispersion of equity Introduces the public
massively In the securities markets. This results 1In
a greater interest in those securities already traded
in the market.

The role of the regulatory agency in this process.

The State Reform Law regulates different aspects
regarding privatizations.

1. Reorganization of public companies.

2. Employee Stock Ownership Plans.

3. Protection of employment and the workers  Iabor
situation during the privatization process by
assuring the continuation of the protection
afforded by labor laws.

Regulatory bodies should promote the enactment of
new legislation In order to deregulate and ensure
transparency iIin the market. Thus, the privatization
process together with the Iegislation create the
necessary conditiens to attract capital for portfolio
Invesitments.

The role of the securities regulatory body is #o
give advice and supervise the public offering process.
In order to accompiish this, it has to make a thorough
arnaly=zis of the capital market =tructure and the
political and economic factors that may influence the
affering.



The possibie vehicies necessary Tor the privatization
process and the different strategies to use themnm.

The crivatization (20 & the Argentine
telecommunicaions =ector has reprezsented a tatal
Iincome af:

Cash: =¥ 2,277 million

Promissaory Notes: S 38¢ million

GRA:z 5% 5,028 million

The telephane company was the Tirst to be
privatized. It was divided iIin twe blocks: =

strategic =sale of &0% and a public offering of 30%Z.
The remaining 107 wmas distributed among the emplovyees
accarding to the Frograma de Propiedad Participada or
Empiaovee Stock Ownership Plan established by lIan.

The Dutch Auction or Non—discriminatoery sealed bid
auction adapted to the governmental requirements had
excellent results. However, this mechanism Is not
widely accepted in the Iintermnational Tield.

The offering consisted of a)J an iIinitial Retail
Offering in Argentina to rnatural persons domiciled 1In
Argentina and b} an Iinitial Hholesale Offering 1iIn
Argentina, ADSs in the United States and GDSs outside
Argentina and the United States.

The MWholezale Offering Included a Competitive
Offering and the Non—Caompetitive offering. There was
a w®minimum price set Tor the Competitive offering and
the Argentine shares, the ADSs and the GDSs were
amarded in descending order of the amount bid per
share. The Non—Competitive offering was awmarded at
the «clearing price established in the Competitive
Offering.

The offering was made In two stages. Telefonica
went public Tirst and three months lIater Telecom
followed. This two—stage process offered better
results. ;

The mechanism of public offering chosen allowed
the govermnment to ceollect higher amounts than IT¥ a
fixed price mechanism had been used achrieving In this
way the maximiration aimed by it.



Iv.

I+ mav e advisable that the govermment choose Ifu
zell]l the other rrivatired companies Iin stages so as to
maximize the vresultz by taking advantage of the

svalution ot the previous stages.

The procedure to =sell the =takes of the
sovernment to the general public (as cpposed ta the
sale of control ztakes to operators of the privatized
campanies) may be:

Zs Open outcry Iin which an auctioneer cries out the
Jifferent bids.

7. Sealed bid auction In which the bids are contained
in sealed envelapes.

Hithin the TIirst type we can distinguish two
kindsz

al the so—called English auction In which a =mininum
price is set and there Is a progressive Increase
until the highest bid Is made.

b2 The so—called Dutch auction in which a high price
is set and It decreases gradually until It Is
awarded to the Tirst bidder.

Within the second type of sealed bid auction we
also have two kinds:

al Discriminatory sealed bid auction. It has been
the wmost widely used. In this type the bidder
states how much it offers to pay and the

auctioned goods are awarded to the one who bids
the highest who wmust pay the price It has
offered.

b) Non—-discriminatory sealed bid auction, also called
Dutch auction. <£very bidder offers a price and
the goods are awarded to the highest bid but the
price paid is the best rejected price (or the
worst accepted pricel.

The possible impact iIn the distribution of share
ownership.

Privatization creates the possibility for an
emerging market to insert itself in the International
capital  markets. The shares of newly privatized

companies may trade abroad with excellent returns Tor
investors.



II.

There has been s substantial Increase 1n the =zuk-—
sccounts af Securities Clearing Carporation
zhareholder=, the entity 1n charge of Jepository trust

Zervices.

BOLIVIA

The impact of the privatirzration process In the ecaonomy
25 2 whole and specitically in the capital markets of
Jeveloping countries.

At the moment (April, 1292 - March, 19932 it did
nat aftfect the capital market. In the near Tuture,
the government i1s seriously analyzing the possibility
of =zelling the public corporation through the stock
market. The privatization process will have an
Impaortant Impact Iin the capital markets in the next

years.

The privati-ation experience was, by all means,
succesful, because i1t was carried with absolute

“transparency”.

The objectives of the privatization is for the
government.

— Change the role of the State;

- Promote the growth of the Gross National Product;

— Develop the capital market;

- Promote the “popular capitalism”; and

— Promote efficiemncy in the management of the
enterprises

The role of the regulatory agency In this process.

The starting point of the privatization process in
Bolivia was the promulgation of the Supreme Decree No.
21662 on July 10, iI287. This Decree empowmers the
Ministry of Planning and Coordination of Bolivia to
“reorganize” the public enterprise sector. On January
4, 1990, the Supreme Decree No. 22407 was promulgated.
This Decree defined, among other things, the Tunctions
and responsibilities ot the Comision de Evaluacion de



Iv.

fa Empresa Publica (CEEP) <(institutiomn in charge of
the privatization proceszs). On June 14, 72T, the
Supreme Decree No. 228386 was promulgated. Hith rthis
Decree, on one hand, the YEREP (technical arm of the
CEEP} was created, and on the other, dJdetined “*he

palicy towards the privatization process.

The «objectives of the privatization are alzo Yor
the reguiatory authoerity concerned.

- “Transparency” Iin the process; and
— Transfer as many enterprizes as possible to the
private sector, always within the Iamw.

The possible vehicles necessary fTor the privatiration
process and the ditferent =strategies to use them.

— [Transparency at every stage of the process

— Enough Intormation to the public

— Regulatory agency in charge of the process must
have highly trained professionals

— The agency must have direct contact with the
highest economic authorities of the country

— Take the process step by step, do not hurry. It is
better to make a good sale late, than make a bad
sale early. '

— If possible sell the corporations In cash

Foreign consultants were employed, specially at
the beginning of the process. As the process
advanced, only national professional took charge of
the privatization.

The possible impact in the distribution of share
ownership.

Some of the corporations were bought by private
enterprises, mhose shares are owned by large groups of
Investors (Sociedades Anonimas). In that sense some
widening of the share ownership has resulted. On the
other hand (popular capitalism through the stock
market), no widening of share ownership has occured.
There was no stock transaction.




pcezss In the sconanmy

I. The ZImpact of the privat pr
o3 : Iv fn the capital market=z of

as a whole and =pecitically :
Jeveloping countries=.

The privatization process =tarted on Jcteber 24,
(989 . Ysiminas, a =teel company, was the Tirst

Government owned company to be privatired.

Three orivatized companies became public within
the process, widening the =stock base in the market.

II. The role of the regulatory agency In this process
I. Nationali Development Bank

nulate the modernization of the

= To ftz
onal Industry through competition.

nat
2. Brarilian Securities and Exchange Commission

C To strengthen the Brazilian capital
market through the dissemination of stock
ownership.

III. The possible vehicles necessary for the privatization
process and the different strategies to use them.

The privatization was done through public auctions
in the Stock Exchanges, sale of stock to the company’s
employees, and public offering of the shares not sold
In the auction.

Other possible vehicles are:

- Going public

— Raising capital through the release of the
subscription rights.

- Reorganization, Incorporation, merger, or
division.

- Alienation, Iease, rent.

- Company liquidation or partial divestiture.

. Several foreign consultancy Tirms have
participated in the Brazilian privatization process.
Also, Toreign Iinvestors had a small participation in
the process



by

The »poszible Impact in the distribution oFY  =hare
crnership.

There has been dissemination of =zhare ownership In
moast privatized companies.

CHILE

The Impact of the privatization process In the economy
25 a wmhole and specitically In the capital markets of
Jeveloping countries.

Chile has carried out a privatization process of
state owned enterprises. This process wmas mainly
nade during the period I974—1?88. The privatization
process of =tate owned enterprise in Chile began in a
historical moment, where the state participation
exceeded 80Z of GDP. The development strategy
tollowed by the administrations prior to September of
1?73, can be characterized as one of Industrialization
based on the principle of Import substitution. This
kind of economic policy wmas adapted by alIl Latin
American countries, with different scopes, roughly
from 1930, vyear of the great financial «crises 1In
#.5.A. and Europe. The Chilean economy showed in the
period 1930-1973, the following main features:

1. Scarce opening to the Iinternational trade, due to
the structure of high tariffs on imports Tfollowed

by the authorities.

2. The securities market was also barely developed.
The main supplier and demander of securities was
precisely the state itselT.

3. As a consequence of the high participation of the
state Iin the productive system, there were a great
number of regulatory bodies, often non—compatible

among them.

It can be asserted that the privatization of state
cwned enterprises attained the main geals of economic

policy formulated by the government. The most
Iimportant objective aobtained was the reduction of the
state participation In the different productive

activities of the Chilean economy. The decrease In



counterpar T an

the =1ze of ztate ownerszhip na=s

Increase In the size of private sectar ownersnip.
Thiz pact iz very clizar, analvzing the Increase :n the
number of zharehaiders ot The cempaniss recaraega  In
the Santriage Ztock Exchange. e r : our=sued
several abjectives with the privatization @Y  =tate

omned enterpr:ises. The main aims wsre:

- .Strengthen and enlarge the =share <7 the private
sector In the econaomy

= Supress or reduce Iin the greatest possible extent

the operational deficit of =state run e d
enterprises
= ITncrease the economic etfticiency of =tate owned

enterprises
= Develap and strengthen the zecurities market

- Improve the capitalirzation condition of those
enterprises

= Additional revenues tor the sztate, which allowed
to make the expansion and modernizatioen of those
public enterprises controlled by CORFQ, a
development corporation which managed +he wmain
enterprises owned by the state.

The most important effects of the privatization aof
state owned enterprises were to Increase, diversify
the supply of securities available iIn the Chilean
capital market, and alszo enlarge the number of
shareholders.

It is5 relevant to observe that, in a securities
market like the Chilean, characterized by a scarce
variety of securities, being mostly issued by the
government, through the Central Bank, and by a high
degree of concentration by economic sectors, the

privatization process of state owned enterprises
powertully helped to widen the Investment
possibilities of Investors, especially from
Institutional Investors Iike Insurance companies,

nutual funds, pension funds administrators, etc.

The privatization process ot state owned
enterprises increased the supply of securities, In a
market with a new set of regulations. Ynder these

cenditions, the privatiration process of state owned
enterprises contibuted to enlarge the vofume ot



Fey

LET.

‘ransactions of securiticss, sncaurage e emntryvy oy rew
so0eclialized agents zn intermediaries, ano cromoten
the participation o rnemw Investorsasbasical IV 'T
instituetional nature, wmho crovidedg a2 « maeniticant
ievel of liguidity to the Chilean securities nmarket.

The role of the regulatory agency in-this process.

The gavernment was a TIirm zupporter of a0
ecanaomnic development ztrategy basedg on the
Tunctioning of = free mariet system, with =z aairnimum
irnterYerence Gt =tate regulation. All the
responsibility of the esconomic growth was  basically
assigned to the srivate szsctar.

The role of the state, under this new view, wma
exclusively subsidiary. S0, the =tate had t
concenirate itz attention and its resources to thos
sctivities where the private sector was unable +to
Sring about provisioen of public goods, such a
administration of Jjustice, and into the design and
Implementation of aid programs to the poorest citirens
of the Chilean society.

The reduction and change of the state role in the
ecenomy, Induced by the privatization process ot state
owned enterprises, together with the application of a
development strategy based on the functioning of the
free market, implied for the regulatory authority to
design set of norms, which should conduct to an
efficient functioning of those enterprises, whose
omwnership was transferred in a partial or total way to
private sector. Otherwise, fewm prospective private
Investors would have been interested In purchasing
shares of state owned enterprises.

The regulatory framework had to make compatible
the goals of social welfare with the natural pursuit
of attractive private profitability rates by potential
Investors.

The possible vehicles necessary tor the privatization
process and the different strategies to use them.

The main instruments employed by the government in
the privatization process of =state owned enterprises

are the following:
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cchange market=.

5 Sales ot shares in sTeck &

R Direct =saie= v¥ shares to the wmarkers of the
enterprises +o he crivatized «or anvbody eise
interested on It.

={- Pavments In the Torm of shares of the enterprizses
to be privatizec instead ot maney.

4. Credit nperations, with repayment periods at 4 to
& vears.

Fe ITnvestment companies (morkers as sharehoiders. In
zome cases) which abtalined kanking leans Iin order
to purchas zhares=, zllowing that these
sscurities constitute pledges, until the full
payment ot the bamnking loan.

Another in=s=trumen?t, whose employment Iin Chile was
hasically Tor banking enterpriies, and zome qualitiesd
non—banking companlies were the conversiamn of external
debt promissory notes Iinto shares ot enterprises to be
grivatized.

The swap mechani=zm could e an attractive
instrument Tor those countries wmhich still maintain
large burden ot exterrnal debt.

The presence of Toreign consultants/underwriters
was not signifticant Iin the przvatz*atzon process of
state owned enterprises.

The possible impact In the distribution of share
omnership.

The privatization process ot state owned
enterprises implied to wmiden the number and type of
Investors. So, for Instance, many workers who never

knew any security, turned to be Important investors.

The privatization process effectively attained ¢to
diffuse the owmnership, although it was alse very
foreseeable that those individuals or groups with
better managerial abilities and Tfinancial resources
attained to buy a large percentage of shares of the
privatized enterprises.

The privatization process ot state owned
enterprises involved a strong Increase in the
value/volume of stock transactions.

Also, the privatiration process of =tate owned
enterprises iImpiied an Increase , diversitication In
the supply of zecurities, joIned wmith an Iincrease 1In

ppiy J
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+the number of sharehoiders Iinto capital markets. The
increasing demand of the Iinstitutional investors daraove
f¢ a =strong Increase Iin the value af ftransaction

volume and the general index share price CGISH) .

The impact of the privatization process in the economy
as a whole and specitically In the capital markets of
Jeveloping cauntries.

Privatization in Costa Rica was seern as part of =2
global =strategy to adjust the economy toward a more
efficient and productive structure, ruled Iargely by
agreements implicit In the borrowings ot Internaticnal

Org@anisms to Tfinance said adjustment programs,
attributing to the efforts of privatization an
important role within the conditionality of the

horrowings.

The privatization process have no effect iIn the
capital markets. Until now there 1Is no effect
recorded due to the fact that most of the transfers
have been realized through public biddings. It would
be expected that the sale of shares of cement and
fertilizer firms which wmere recently approved as well
as those of the National Stock Exchange, shall be
realized by means of stack exchange mechanisms.

The role of the regulatbry agency In this process.

From the point of viem of global adjustment, the
regulatory mark which defines the process ot
privatization has variaus limitations, particularly
with repect to the transfer of company assets which
requires consent of the Legislative Assembly and In
the limitations entailed by the public administration
in the adjudication of firms with bid values Inferior
to its wvaluation/appraisal, and Tor which It was
neceszary to create a trust fund In national currency
with the end to purchase such Tirms.
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The oresent =itu r
Increase In the resaur €
Iang—term hasis, o eding Traom tunds from
~omplementary allowanc and froem work spensions,
which would be in need of Ifong—range *aoals (which the
capital markets actually lack}. This coeuld allow Tor
a Tfavorable change In conditions wmhere there Is a
demand Tor hereditary proprietership of companies.
Conditions tor transter ot companies/Tirms
establishing the obligatariness of =zaie of stocks
through the market could find positive response that
would invalidate the argument gliven as a justification
for the sale through public biddings.
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Public bidding has been the mechanisms used, par
excellence, in addition to the possibility that those
Firms that are not adjudicated by purchased/acguired
through trusteeship, and who atter some time, moald
again sell them to the public sector. The investment
of stocks In the capital markets has been an exception
to the rule.

Given a more developed capital market, the best
alternative would be to sell through the stock
exchange mechanism.

Foreign participation has been channeled through
Loans Tor Structural Adjustment and the constitution
of FINTRA (trusteeship in charge ot the acquisition of
firms that are not adjudicated, and of subsequent
sale, constituted by USAID FUNDS).

The pogkible impact In the distribution of share
ownership.

Privatization did not result in widening the base
of share ownership and in bigger volume/value of stock
transaction. Likewise, the =stock market did not
experience a considerable Impact on its transactions
by reason of the privatiration.
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The Impact of the privatization process in the scoenony
=25 a whole and =speciticalily In *he capitei markeis o7
Jeveloping couniries.

In Ecuador, the only recent experience an

privatizatien, 1is the case of Banco de Ia Frevisora,

Z.A., whose capital =zhare (30,500,000 =sharesi was

transterred to the private sector In I?88 by w=may af

public adjudication=s, Iin wmhich the applicant/solicitor

could aonly acguire a maximum ot 10,000 shares with an
7 £

equivalent amount of ane million sucres (or 2Z,31& U5
Dollar=}.

The government of Ecuador, through the Bancosz de
Desarollo Publicos, {(National Develcpmenit Banks! Fras
capital participation in zome TIirms. In the Iast Tew
vears, there has been a process of non—Iinvestment In
companies/Tirms with government participation. This
non—Iinvestment or stoecks zelling has bDeen carried

through the Stock Exchange.

In recent times, there has been only one case of
privatization; its most signiticant effect mas seen In
the remarkable increase in the volume of negotiations
on variable income In the stock market, representing
I10Z of the sum total of stocks negotiations, when
historically, such negotiations represented lIess than
0.5%.

The role of the regulatory agency Iin this process.

The present government has submitted a bill - Tor
approval by Congress, on the Modernization of the
State, where consideration Is given to the process of
privatization of government agencies.

Said bill has the following principal objectives:
al to Increase the levels of efficiency, agility and
productivity In the various Tunctions of the State as
well as to promote, Tacilitate and strengthen co-—
participation of the private sector iIin areas of
economic exploitation reserved Tor the State; b} to
bring to the people services with greater efficiency;
and <} to be involved in activities fTormerly reserved
for the State such as telecommucication, electrical
ernergy, retining ot hydrocarbon, and many others.
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A aril o the =stock mwmarkeset i= noN unaer
seliberatian. This aIms at the dJdevelepment of &
fipnancing =sourcs, which Is presently In Its initial
=% ana is zimoast referred to. exclusively n

e = eter
regotiatiens under the heading Tixed Incame.

‘hle vehicles necessary tTar the privatization

2 1
rocess and the Jdifferent sitrategies to use them.

There s actualily a national debate as to which
amnn@ the economic sectorsz as weli as the government
sgencies, may be subject to participatien and how o
g0 about it. There is alze a consensus that we naust
learn Trom +he experiences «of other couniries thus
avolding the amistakes committed by the same.

There Is no general degree of developmenit that 1is
vniform TfTor all countries; that would =zerve as
~e¥Yerential basis to Initiate privatizatlon processes.
Rather, they are concelved within the universal
tendency to attain liberalization of praductive
processes through competition, Ieaving on one side the
“estadao empresario” (the state as manager.t;
nevertheless, it seems that the high public
(government) expenditures and the financial deficits
are the indicators that warrant this process. One
must also take Iinto consideration the government’'s
amwareness of the need to Iimprove the services rendered
by government agencies, which undeniably, are highly

inefficient.

The possible iImpact Iin the distribution of share
ownership.

The wminimum amount of Investment was 3,316 US
dollars. There 1iIs neo IiInformation whether It was
productive or not, Tor the majority of the people;
howmever, the company cited, Is presently &known Tor
having maintained a segment of the TInancing market
and the gains/results it has obtained are comparable
to those of the rest of the system.

There is a greater volume/bulk of negotiations 1In
the stock market during that vear. Inasmuch as all
stock negotiations were carried out In the market
(3,500 millions of sucres, approximately 1I1.6 wmillion
s dollars?. likewisze, the aonly efTect wmas In - the
stock market.



HUNGARY

The Iimpact of the privatization proces
a whole and specitically in the cap

5= in the economvy
= I I
Jeveloping countries.

Tal market=s o7

Y

Arivatization Iz one of the first =teps to market
ecanamy . Privatirzation itself Is a tool. Hithout an
Independent stron¢ private sector, wne could never
create an effective economy. The launching of +the
“New Ecoromic Hechanism”, the centrally planned
econamy has been gradually reformed and a prorit
ariented economy was aimed.

These reforms Included:

= giving more independence to the state awned
enterprises

= establishing a western style personal iIincome tax
system

= liberaliration of imports

— gradual decrease of state subsidies

o* liberaliration of prices and wages

= developing of financial system
¥ Introducing of a two—-tier banking system
¥ reopening of the Budapest Stock Exchange, etc.

After these reform steps following free elections,
a nmulti-party system was established, the resulting
economic policies benefited from the macroeconomic
background and germs of the omnership reform were
already established. The new Government of Hungary
decided in 1990 to reduce the state’s participation iIn
the economy from 907 to less than SO07%Z until 1994.

Effect of privatization process on capital market

Up to now 6 corporations have been floated by the
SPA on the Budapest Stock Exchange. In the near
future there will be a new type of floating namely
after a direct sale the strategic investar has to
float a certain part of its shares on the stock

exchange. It =should be clear that privatization
through the stock exchange was the beginning of the
capital market’'s life. Second, the corporations

privatized by the BSPA lIlead the public offering,
because the private firms were not strong enough to do
F Ll

18
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The role of the regulatory agency In This precess.

The methods of orivatization wHere bhazically
Tormulated according o mher initiates the
nrivatization. Any of the threes rcarties couid
initiate 1t.

— c<tate Iinitiated “active programs”. The centralized

srivatization started in Zepiember, I?90 with First
Privatiration Arogram Yor 0 state owned enterprise.
The Second Privatizatien Program started Iin January,
1991 Ffor the =so called “shell «companies”. Zome
programs mere tnitiateg*“Ttar® "2ecltars iike far
construction and for historical vineyards.

gther parties that could Initiate privatization
are:
— Ccompanles
— Investor

The following two methods had also  zan Important
role:
- pre—-privatization In retail, catering and <COnRsSumer

goods secter. This program mas launched in order
to privatize small shops and restaurants.

- self-privatirzation. For the accelaration of the
process, the SPA iIntroduced a new way ot
privatization. It meant that “privatization was

privatized” — the smaller cases could be privatized
by consultancy firms, so the SPA could give more
attention on bigger transactions.

The SPA°s task was at 1Its establishment to
transform and privatize 2,000 state owned enterprises
with asset HUF 1,800 billion. Altogether, by the end
of 1992, 187 of the state property has been privatired
in the responsibility of the SPA since 1970. A State
Holding Company mas established In August 1992 by Law

No. LI11.

The possible vehicles necessary for the privatization
process and the different strategies to use them.

Vehicles
— Trade—-sales by tendering

— public offering
- <fleating on the stock exchange

19
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- compenszation warrant
- E£=20P (Emplavee Share Jwnersnip Program’
- NB@
- Ieasing
— planned credit notes
— installment payment

We cannot recommend a =tandard procesdure 0
follow, because every state has its own political and
economic background based on which It should define
how to carry out its privatization strategy- Fareign
‘underwriting TIirms wmere employed Tor privatizaltion
through the stock exchange.

The possible Impact in the distribution of share
awnerzhip.

The sale of assets to the employees has widened

the number of owners. They could get zeveral
zllowances, even they could pay lomer price Tor a
share. In accordance with the Emplayee Share
Ownership Program (ESOP), shares and ordinary shares
(or common stock) were distributed. Through ESOFP,
approximately S—107 of enterprises at an average were
sald. Privatization through stock exchange did not

increase the number of new share—owners.

The iIimpact of the privatization process in the economy
as a whole and specifically in the capital markets of
developing countries.

The privatization process has had positive Impact
on capital markets especially the cases effected
through public issues. These companies are now quoted
on the Stock Exchange and the shares are pertorming

well.

The role of the regulatory agency Imn this process.

In July 1991, the Government announced its
Iintention to privatize Its investments In 139

20



companies which are rnoen—stratecic and commercial
ariented, =subs= EQdEL?I“ in 1?21, the Parastatal Rertarm
Programme Commititee (PRPC} was zet up to oversee the
zale af Governmment Interests In those enterprises.
The PRPC has an executive and techrnical wing =mhich
prepares and packages the enterprises tTor sale.

The objectives at the regulatory authority are
zimilar to those of the Savernment. The Authority 1Ii=
a2ls0 - -concerned about transparency Iin the sales proper,
valuation of the public assets being sald and ensuring
that there Is a wide distribution of ownership ot the
capital being =so0ld. The Capital Markets Authority
however Iz =specitically invoelved In privatization
through public Issues.

The possible vehiclez necessary tor the privatization
process and the different strategies to use them.

To ensure a successtul privatization programme, 1t
I5s necessary to encourage iransparency and accurate
valuation of such public asssets besides ensuring a
broad distribution Iin the zales. This iIs necessary to
diffuse any potential social or political resistance
wmhich would otherwise stall or Jjeopardise the
exercise.

Secondly, it Is necessary to carry out the
exercise bearing in mind that in the event that the
local iInvestors can not take up and efficiently run
some of the enterprises due to limited capital base
and technical know—how, Toreigners should be allowed
to partake In such cases for the overall benefit of

the economy.

Thirdly, the exercise should be gradual and well
programmed so¢ that it Is successful. The financial
sector should also be encouraged to advance credit to
entrepreneurs wmho wish to partake in privatization.

Several methods have been used to effect
privatization. Public issue of securities by state
owned enterprises, private placement, management and
employees buyouts sale of assets through tender and
allowing private provision of some non—essential
public services an costs sharing basis.

There are other vehicles that need to be explored
as the exercise progresses. Vehicles such as Emplayee
Stock Ownership Plans, HManagement Buy Quts and
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Jperate &% Own Investments

easing, Restructure Tru ’
ST are some of the advanced methods that shouid oe
explored.

¥o Toreign consultants/underwriters have heern
empiayea Yor the sxercise. Hawever , technical
assistance From the USAID and World Bank have been
extended *o facilitate the implementaticn o the
sxercise. Artual underwriting of sale of securities
iz redlatively underdeveloped domestically and may take
some *ime bhetore It takes root.

The onossible impact iIn the distribution of share
ouner ship.

Arivatization has so Tar resulted Iin widening of
zhare «ownership base In the Tive enterprises where
privatiration has taken the Torm of Issue ot share=s to
the public. Emphasis has been on allotting the shares
to a wide cross—section of Iinvestors, nationwide. In
case of oversubscription, the allotment 1s scaled dJown
while ensuring all the investors applying fTor zmall
blocks of shares are given preference. In other
cases, predetermined upper ceiling of number ot shares
that can be applied by an individual Investor Is set.

Privatization has had some positive impact on the
turnover of share trading at the Exchange. The few
companies that have been privatized partially through
public issue of shares are among the most popular and
actively traded on the Stock Exchange. This has
increased the volume of transactions and market
capitalization.

The stock market experiences positive impact on
its transactions whenever a newm public Issue Is
concluded and subsequently starts to trade on the
secondary wmarket. This has been also true of all
public issues under the privatization programme.

HEXICO

The impact of the privatization process Imn the economy
as a whole and specifically iIn the capital markets oY
developing countries.
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The privatiration process came as 2
sconomic  retorm  orogram that triegd to cCo
Tiscal and monetary imbalance=s ot  tf

he ast¥, andg
encourage economic wmodernizatian  through 7
rea
W

Inancizal

Jeregulation, fiscal reform, the ade ulation at
sroduction and distribution =zctivities fcommercial
liberalizatiaoni, a grivatization gprocess, and the

promation ot Toreign Investment.

At this moment, Mexico 15 conseolidating its
stabilization pragram which has krought zabout Iower
inflation levels, positive and stable growth and
better economic per=zspectives.

The effect aof this process 1in the capital market

Nas relatively Important. Evern though oniy 20
caompanies Tram the 761 that have teen divesited, have
been =0ld through the capital market. their value

represents P0% of the toetal amount earned through the
privatization proce=.

The privatirzation process did attect the capital
market, but net In a substantial manner. There are
too many Tactors that are invoelved in the market
aperation that would have ta be considered before

assessing any paossible growth In operations to the
privatization process.

The role of the regulatory agency in this process.

The Office for the Divestiture of Public Companies
(¥nidad de Desincorporacion de Entidades
Paraestatales) is mainly concerned with verifying that
the privatization cases that are under its control are
completed iIn the estimated time and 1in the most

appropriate manner.

The privatization process starts with the
government s public announcement that it is to divest
from a company whose activities it does not

consider strategic or of high priority to the nation.

The Office for the Divestiture of Public Companies
will then determine, together with the mIinistry
responsible fTor the company, IT the said company is to
be sold, terminated, merged or transferred, depending
on Its gemeral situation and its line of work.

I it 1is decided that it will be sold, the
government wili <choose, on the basis of previous
experience and loads of wark, a commercial bank, that
will serve as the government 's sales agent.
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From this point on,., the bank develops the savment

scheme to be Tollowed, and an auction 15 helid,
receiving and evaluating different buying oftfers, and
from these the maost appropriate one i1s selected (the

main tactor hbeing the price offeredl.

The possible vehicles necessary Tar the privatization
nrocess and the different strategies fo use then.

In the case of Mexicana de Aviacien, a HMexican
2irline company, the selling process consisted on
returning the profits from the sale to the new owners
as Investment capital, so that the govermment would
not have to spend on modernizing the company, and the
zirline could develop as necessary- In fishing
Industries, a scheme was developed, Iincluding private
financial agents, to accomplish the dJdivestiture of
this =sectaer s companies. Anather =specific case,
Involving sugar plants, was solved by creating
debentures related to the price of sugar, so that I
the price of sugar were to decrease, the price paid
for the plant would fall.

AlIthough general privatization guidelines and
steps «can be described, It Is Important o mention
that the privatization process Iin Mexico has Tollowed
a case by case approach, In which the company’'=
characteristics, its market s structure, etc. play an
Iimportant role in determining the exact divestiture
process to be used.

The vehicles more frequently used where selling,
termination, mergers and transfers of companies.

From the Mexican privatization experience, we can
conclude that this process should be dealt in a case
by case study, adequating the vehicles that have Jjust
been mentioned to each specific case.

In the case In which simultaneous Iocal and
international offers where made 1In the =securities
market, foreign consultants did participate.

The possible impact in the distribution of =share
ownership.

Only in the case of the 20 companies that where
sald through the capital markelt can we see =some
widening In the base ot zhare ownership.
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The value and roiume  of StTock tTranzactions
Increased auring 17?1 and Jdecreased during 1772, in
sereral terms. Thiz cannot be zaid to have happened
Jue to the privatization process, since there are many

I I
ather Tactors that are Invelved.

The privatizatian process i= just «ane ot the
Yactors that have had 2n rmpact an market
fransactions. By it=sel¥, it  has not had a

caonsiderabie Impact.

PARAGUAY

The Impact of the privatization process In the economy
asz a whole and =peci¥ically in the capital markets of
Jeveloping countries.

No answer.

The role ot the regulatory agéncy in this process.

The Executive Branch was authorized toe transfer
totally or partially, to the private sector, the
productive assets or services of government agencies,
which shall henceforth be known as “Government Firms
Subject to Privatization”, as well as their shares, or
as the case may be, the company/agency shares where

the State 1is the owner or has participation
herein. The Iawm shall determine, in each case, which
are to be the “Government Agencies Subject to

Privatization”.

A National Bicameral Commission of Congress shall
be constituted, to be composed of 3 Senators and &
Representatives, and to be designated by their
respective chambers. Said Commisssion shall formulate
Its own rules, create its intermnal structure and shall
attend to the ceerdination between the Legislative and
Executive Power, in so Tar as the implemenmtation of

the law 1s concerned.

The Bicameral Commission <shall be regularly
Informed of everthing pertinent to the process
provided “Yor by the present Iamn. Likewise, the
Bicameral Commissian shall make abservations,

proposals and recommendations.
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In the case 2f “Government Agencies Subject to
frivatizatien” rendering service to the people, priar
to their transter to the private sector, a Iaw has *to
te nassed Jetermining the regulating mark to which the
eszpective services zhall be adjusted.

The Caontralaoria General (similar to the Dept. of
Firance & Expenditures) ot the country =shall Intorm
*the private =sector of the transfer of “Government
Agencies Subject to Privatization”, In accordance wmith
the powers Incumbent upon them. For this reason, 1t
may hire advisory companies/agencies and proftessionals

it Jdeems necessary.

The Executive power Iis Ilikewise empowered to
express/award preterences in the acquisition ot
“Government Agencies Subject to Privatization” or of
the shares of those.

The Executive Branch Is empowered to delegate the

functions, as provided TtTor by the laws, o a
Privatization Councril, composed of Ministers at
Finance, Commerce and Industry, Agriculture and

Livestock, and the Chairman/President of the Centeral
Bank of Paraguay. The Tirst of the Ministers
mentioned Is the president of the Council.

The Privatization Council shall appoint an
Executive Director whose tunctions shall specifically
be defined in the rules (of this law?) as dictated by
the Executive Branch.

The possible vehicles necessary fTor the privatization
process and the different strategies to use thenm.

Privatization was carried out In any of the
followming manners:

a. Sale of assets as a unit or separately,
avoiding that the sale of one portion will
cause a devaluation of the rest orf the

assets; 3
b. Sale of shares;
G- Sale of productive/earning establishments

that are in operation;

d. Lease with or without option to purchase, Tor
a certain period, having to fix In advance
the selling price; and
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e. Concession, IIcense or opermission Tfor

L
detinite period.
For thiz purpese, anvy of the following procedures

were emploved; &Hidding sale of shares In the =stock
exchanges, stc.

The possible Iimpact Iin the distribution of =hare
owmnership.

No answer.

PERY

The Impact of the privatiration praocess In the ecanamy
as a whole and specitically in the capital markets of
developing countries.

The privatization process in Peru is one of the
strategic elements iIn the program of structural
reforms and economic modernization started by the
present administration. The effort is directed to a
number of basic economic—Ttinancial objectives: among
which outstanding are the source of Incomes for the
state and the correction of Iimbalances in public
finances as well as an Increase in the competitiveness
and efficiency of entrepreneurial management. This
Includes the long term feasibility of enterprises,
their administrative and legal soundness and the
attainment of a fast privatiration, which may take
them to acceptable production quality operation levels
that will eventually strengthen the role of the
private sector as key factor In the economic
development of the country.

One of the objectives of the privatization process
Is to Toster a wider distribution of the shares held
by state—owned enterprises, theretore the sale of
public enterprises to private and civil workers,
savers and users and Institutional investors, etc. has
been suggested contributing in this wmay to backstop

the development of a domestic capital market. The
Importance of concentrating the operations in this
market is explained by the benefits it affers:

transparency, security, mide dissemination, sufficient

k)
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to v information on the enterprises, zmple
cipation on lecal and Toreign OHidders, nmarket-—

elling prices and, in briet, all those Tactors
Iowing an efficient execution of The process.

However, the balance of the process o thiz Jate
shows 2an Imperceptible 1Impact on the securitie=
market. This may he concluded Trom the high
concentration in the acguisition of shares reszuliting
from the =sale of =state—owned enterprises through

Exchange auction, but what 15 more revealing 1= That
anly Tour of them maintain securities listed in the
Exchange, as Iin the case ot Sogewiese Leasing =.A..

fia de Minas Buenaventura, Banco Jde Camercia andg
Guimica del Pacitice which, theretore, did net bring
about an Iimpact of signiticant magnitude on the =tock
market.

The role of the regulatory agency in this proces:=.

In order to meet the objectives, the Commission
for the Promotion of Private Investment (COPRI} wmas
created on 3September 28, 1?91 and started Iin wmid
February FPP25 50y ThH ™ the"” "TiIrst 26 privatization
processes In mid February 1?7%2.

The possible vehicles necessary tor the privatization
process and the different strategies to use them.

The Private Investment Promotion Lawm In GState-—
Owned Enterprises stipulates that the sale of the
shares held by the State should be pertTormed through
public offer under the mechanisms of: :

2. Sale through the Stock Exchange, In an Exchange
Round or the Trading Desk.

b. Public auction sale.

The possible impact in the distribution of share
ownership.

Thus far, the results of the privatization of
public enterprises evidence that the process has not

given origin to a wider diversitication of the
owenership, rather, Iin the majority of the cases, It
has tended to concentrate In big economIc power
groups.




impact on the #*ranszactions of the =securities
o
=

In Peru as =z <Zanze

quence ot the grivatization

as zlreaady Indicated, been =ignificant, 1%t I=

. fowever, To identity an Iindirect cConsecuence

zmounts traded, since the conTtidence <limate

Yaor Torelign invesiments as a result ot  the
beginning af "this pracess has given place™ to a higher
Yaoreign Investment in the country and, theretore, an

enhanced dynamism In «ur securities market.

The Impact oY the privatiration process In the esconomy
vy in the capital markets of

b4
as a whole and specitical
Jevelaping countriess.

In develaoping counitries Iike the Philippines,
opublic enterprises play a key role Iin 1its economic
development. Theze public enterprises, especially In
the field of power, transport and energy, to name just
a Tew, are organized primarily to pursue
Industrialization programs. MWhile private businesses
are being encouraged, there are certain areas where
government has to take the initiative in. These are
segments of the economy that are either capital
Intensive or where the private sector lacks the
pieneering spirit. Those enterprises are established,
therefaore, to lead the way and spur private capital
Iintoe these activities. Others are created to offer
some Torm of Initial competitiveness to certain
business pursuits that are locked in monopoly.

The privatization program of the government has
been off to a good start. It has been a source of
funds for the reduction of the country’s fiscal
detTicits. HWhile a good number of enterprises
identified to be privatized are still iIn government
hands, some major businesses are already In private
management.

The privatization ot PAL (through USAID
assistance! was the largest =single privatization
transaction that has taken place under the auspices of
the country’'s privatization program. Though not as
tar reaching Iin terms of broadening ownership among
the laocal poepulace, 1t helped In assuring all thaose
holding a pessimistic view, that an entity havine all



Ingredients aF problems., Zan st1dd - Le
z the determination 1s =siraong among thozse
rvying wut orivatization programs.

b

et Privatizatian Trusi APT?
P 2 Till . L5 major abjectives,
haw ; done little toawards achieving
Itz hroader objectives of developing the capital
market tase in the country. The project assistance
has ralso not COP from August 31, 1972 ta December 31,

Hith the externziaon of its lite up to December 1,
1222 under Republic Act 7181 and subsequently,
Executive Order No. 11, the APT renewed :it=s thrust In
pur=suing the privatization program of the government
in  support of Improving ecenomic efticiencies and
sustaining economic growth.

The possible vehicles necessary Tor the privatization
process and the different strategies to use them.

By Tfar, the largest obstacle to privatization In
the Philippires 1is the lack of liquidity in the
capital markets to support both divestment and nen
project. Given the poor financial performance of many
state owned enterprises, listing on the stock exchange
is possible for only a fem big-—ticket corporation.
Thus, most of the privatizations that have taken place
have been through direct sales to private Iinvestors
through auction. This has raised the problem of
social equity, as the pool of local corperations and
individuals with the ability to purchase the assets Is
Iimited and In many cases, Includes the same
individuals whose assets wmere sequestered.

Privatization through Iisting 1In the stock
exchange only took place with the initial public
offering of Philippine Kaitonal Bank and Manila
Electric Company In 1989 and In January 1223
respectively.

Both Meralco and PNB also tapped international
markets by issuing GDRs on a portion of their fleoats.
The IPOs were both successful, riding on ample pre-—
election liquidity. The Meralco GDR iIn particular,
took over PLDT s role as the market s standard bearer
and boosted investor Interest In the market.
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are

the

shares of the country’'s largest commercial bank,
Philippines National Bank, paved the way Tor other

profitable state—owned Iinstitutions to go pablic. A

i1ke

the nation’s Tlag carrier, the Philippine Airlines.
The privatization of these two giant government

entities did not only earne much needed revenue

Tor

the national government but it alse has dramn Toreign

investments Into the country and stimulated a lot
interest in the stock market. The privatization
Manila Electric Company also expanded considerably
hase aof its ownership to include 1its millioens
electric power subscribers. Next In Iine

privatization 1is the National ©Steel Company,

Philippine Natiomal 0il Company, the Manila Hotel,

ot
of
the
ot
Tor
the
the

Philippine Duty Free Shop and other profitable

partially or wholly—owned state—owned enterpris=

The essential privatization of these entities will
only provide needed revenue to the government but
will also bring about an Increase Iirn the =supply
shares and perk up the securities market.
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The impact of the privatization pracess In tThe ecoenomy
a5 a whole and specifticallily In the capital markets ofF
Jeveloping caountries.

The privatization programme added 26 <companies

fout of 217 companies listed on the S5ES} o the
Singapore stock market. This heiped deepen the =stock
nmarket and widen Investors’ <cholce of caompanies.
These Z2& companies account fTor 127 of the total number
of companies listed and together represent 30.4%L of
total market capitalization of SES as at 3I December
1922, Popularity of GLCs alse enhanced market
liquidity. They accounted fTor 12.77 of total market

volume and 31.2% of total value of trades done on the

oo

SES in 1I992.

The role of the regulatoery agency in this process.

Between 1968 and 1785, the Singapaore Government
divested part of its shareholding In & government—
linked ' corporations (“GLCs”}) by flecating them an the
Stock Exchange of Singapore (”SES”). In 1787, the
Government appointed a Divestment Committee comprising
private and public sector representatives, to
establish privatization principles and guidelines, and
to identify those GLCs and statutory boards which are
suitable for privatization. Following the
recommendations of the Divestment Committee, the
Government has since 1987 privatized another 20 GLCs
by Iisting them on the SES. In comnnection with the
listing of these GLCs, the Government offered betuween
307 to 207 of the equity interest to the public fTor
subscription.

Singapore had established corporate lIaws which
emhodied safeguards to protect shareholders, including
disclosure requirements of financial Information and
provisions on directors’ duties and responsibilities.
The regulation of stock market was Turther Improved In
1986 with the introduction of the Revised Securities
Industry Act. The new legislation raised the standard
of business conduct required of Intermediaries and
imposed new financial requirements to ensure that they
operate prudently. These laws have been Instrumental
in building both local and Toreign investor contidence
in the local capital market and protecting Investors’
Iinterest.



crivatization
vuse them.

The privatizatiaon programme In Singapaore Has
sf¥ected Ly coenverting the Government s 1interest In
5 ; public company Incaorpaeratea under the

Shar

Act are=s in these public companies are
affered to the public betore they are Iisted an the
=teck exchange.

Some of the public offers made by GLCs mere co-—
aunderwritten by the Singapaore branch of Iinternational
securities and broking houses. However, majority oaf
the TFleatatiens by 5LCs were Iead—managed by local
banks and sucurities tirms.

The possible Impact iIin the distributien of =share
wwnership.

The arivatization of GLC:s has succeeded in
Increasing the share—awning populatien in Singapore
markedly. In the 10 vears betwmeen I?8C and 1?24, the
share—owning poepulation In Singapore surged &&5%Z; Trom
228,248 In 1?80 to 377,021 Iin 1I?7C¢. HMore remarkably,
the average sharehoelding of each share—owning resident
has more thamn gquadrupled; “from 12,827 shares Iin 1280
te 51,3241 199007

The privatization programme has had a signifticant
Impact aon the trading activities on the SES5. For the
year 1992, the trading volume of the Iisted GLC=s
accounted fTar 12.77Z ot total trading volume on the
SES, representing 31.27 of total value of trades done

on the SES.

THAILAND

The IiImpact of the privatization process In the econonmy
as a whole and specitically In the capital markets of
developIing countries.

The privatization process atfected the capital
market as follows:
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T,

£  broad—-based zhare I1sszuance of the firms would

sath enhance the SET s market capitaliration and
pravige the gaovernment wmith an Instrument Tar
stimulating the growth of national zaving rate. In

ather waords, participation by Investars In the market
would be erhanced. This wmould, *heretore, Iincrezse
capital suppliers Trom dormant savers=.

Due to the Iimitation of data, me could hardly
measure the effect of the privatization process an the
capital market before 1?87. Atter 129875, the

privatiration 1Increased the market capitalization by
the fTigures shown below:

Enterprises/Year Percentage
NEP (1?87) Qe 167
KTB (1787 0. 232
THAI (12992} G.d67
PETER (12930 Not available yet
Percentage Is computed Trom the value at
orivatiration/market capitalization wmhen the

enterprises entered the market.

The role of the regulatory agency in this process.

The Tollowing has been the main objectives that
the regulatory authority attempts to meet.

— dispersing risk

— reducing decision—making process by the regulatory

authority

= moving state enterprise towards state of self-
regulataory organization (SRQJ

= improving efficiency In the public sector

= changing ownership ratio among public and private
sector

The possible vehicles necessary for the privatization
process and the different strategies to use them.

After Morld War II to 1986, the number of state
enterprises that were privatized In various forms was

as tollows:
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Iv.

- ligquidating I3 caszes

— =selling their shares to the public 2& cases

- moeditying I& cazes=

— hiring protessionals Ytor management 7 cazes

- contracting out I cases
During 1987-1971, ihree more =state enterprises

mere partially privatized by seliing their shares to

the -public, i.e., The Thai Airumnays Internationai

(THAI}, Krung Thai Bank (KTB}, and North East Jute
MIIlI (NEP}, The Petroleum Authority of Thailand
(Exploration & Production} Ltnown as PTTEP, I5 now In
the process of offering 1ts increased shares to the
public and those zharezs will be listed Iin the ZET,

accardingly.

Due to differences iIn political and economic
snviroenment, path of privatization in each country may
be different ¥Yrom each other. Ffrom the experiernces,
howmever, it is believed that the following steps could
be used as a general guideline:

clarifying economic justification and objectives
seeking political approval and supports

3. searching Tor the relevant management skills

4. Implementing the privatization plan

[N

According to data available, the foreign
underwmriters which involved In the distribution of the
PTTEFP shares were: Barclays de Zoete Hedd Limited,
Daima Europe Limited, Goldman Sachs (international)
Limited and Asia Equity (4K} Limited. In the case of
THAI, Tforeign business Iaw consultant was: Baker &
McKenzie Litd. ;

The possible impact In the distribution of share ownership

Privatizration resulted iIn widening the base of
share ownership but not to the extent that the
government loses its control over the state
enterprises that were privatized.

Hhether the privatization has resulted iIn the
bigger value/volume of stock transaction depends
significantly on period of time. Normally, at the
tirst day of trading in the SET, turnovers of those
stocks are high. However, the perfarmance af
companies will be an Important factor determining the
lIevel of turnover. According to the graph of THAI,

]
Ul



the  transaction wma=z hichly heavy Teriaa E
seing Iisted in the ZET. A% fthe TN e DBIG T -
Transaction voelume was [Z.49301 mil shares (13.215%
turnovert), and the vaiue mas 786.5763 million baht.
After being Iisted for a month: haoveever, the THAI
shares nere traded =2t & normal cace. HNow, the SET
very Dbearish; therstaore, It Is seen that *he

ztock Is trading =t a lowm volume. Perhaps the reas
shy the THAI =zhares iz trading In a Iow Ievel :=
=tock Is not regarded as a speculative one. The

stack Is considered as a stock Tor medium to¢ long
investment.

As data availilzble Yrom the ZET index during the
*ime that THAI =zhare was ’i’ted, 1t cauld Le =zeen that
it partially triggered high volume of ‘transaction.
Hoawever, there 1Is ne evidence to suppart that ‘the
o tization of THAI created a serious Iimpact to  the

riva
stack market.

TUNIZIA

The impact of privatiration process In the economy as
@ whole and =specitically the capital markets of
developing countries.

Over the past three decades State—owned
enterprises have played an active role In the Tunisian
economic activity. The growth of the state—owned
sector since 1980 1Is attributable in part to the
colonial period during wmhich the administration
directed the bulk of economic activity. In the post
Independence vyears, the =state domination of the
economy was due on ane hand to the absence of the
private sector which had neither the required

‘financial sources nor the technical and managerial

skills to develop new industries and on the other hand
to iIdeological reasons (socialism was the reaction to
the capitalist trend followed by the coelonial powers;
and besides, ownership by the state was generally seen
as the only way to preserve economic Independencel.
The state wmas forced to assure the development of the
country by owning or controlling units that produce
and sell industrial, commercial or financial goods ta
the public.



the S prizes mholly owned

eateSar Iy "Y9HIch A te has the maiority,

+the privatization ~equiremenis. These enterp
smpicoy aimost 0 (12.8%2) or the total
saopulation =nd hute 7oO0 millions of doallars  af
wages wmhich represent 22.7% of total amount of wages.
The state—-aowned 2niterprises groduction reachea 1n
1988, 4,810 miilions of dollars. representing 47%Z af
GHP.

0]
I

The role of the reguliatorvy agency In this proces
The Tunisian government planned the privatization
of state—owned enterprizes as Toliows:

orogram has tTixed the terms
te—omuned enterprises mhich
Icuities; the application

= In the Tirst step, the
of privatization of =ta
I dif

suffer of financia o i
aof this program 1= planned to Iast until the end
o T99F

= The next step deals wmith divesting participations

aof the State in =tate—owned enterprises (even
those Iin whcih the State owns a minorityl.

= And finally, =tudy the possibilities af

privatizing the =state—owned enterprises not
operating in strategic sectors which have not made
losses.

The administrative responsiblities are as Tollows:

- A ztate—owmned enterprises restruciuring
commisssion (CAREPP}) has been created to evaluate
and set specific transfer conditions (pricing,
payment terms, employees participation, fToreign
participationl. It proposes specific conditions
for each transaction to the Ministerial
commIssIion.

= A ministerial commision authorizes the conclusion
of any specific transaction. Any transaction
becomes effective only upon JoInt decision of
Prime Minister and the supervising minister.

= An Implementation commission at the Stock
Exchange examines the various measures required In
cases af 'public offerings such as: listing

conditions, dJdisclesure and conditions of sale of
the stock=s.

]



cies necessary YTor the srivatization

“2 znssibsle wvehic
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iTferent strategies *o use them.

The methoads and procedures of privatization =zre
largely Jetermined by the objectives ot the
Favernment, the «arganization of the state—awned
gnterprises, the financial conditions and pertformances
ot the state—owned enterprises, the sector of activity
s the =tate—onwned centerprizes, the abril:ity T

] lize gprivate sector resources, the dJegree of
vevelopmrent 2F the capital market and sacio—political

hize olam N 2ot I February 19872, relating to
public enterprise restructuring, sets the averall
srocedures for the restructuring and privatization of
ztate awned enterprises. It authorises the state to
sroceed with the transter of all or part of direct or

Indirect participation in state—owmned enterprises.

<

t
;2

Restructuring/privatization under the law includes
tandard methaods:

o+
P
o
(/1]
I
b
"
by

- Private sale of =shares held by the Government in a
feint stock corporation to a single entity or

group;

Fat

2. Gale of Individual assets;
3. Hergers, absorptions or splits;

4. GSale of all or part of state—owned enterprises by
public offering of shares;

Z. HWaiver or sale of the state’s preferential
subscription rights to new share issues.

The possible impact in the distribution of =share
ouwnership.

To encourage the widening of share ownership,
special iIincentives may be granted to employees and
Tormer employees. These Incentives iInclude priority
allotments with Tfavorable payment terms and the
distribution of free shares (with Iimitation aon
fTurther transfers}. Other Incentives may be granted
such as shares may be paid Tor up to S0L of their
price by surrendering securities (bonds).
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Privatization oF gavernment b Izg I
areas wmhere government cSirectly =competes with the
srivate sector and which are concerned with non-—
gevernmental functions should be Iinitiatea and
zctively purszued by the zovernment.

Inorder tao ensure a ucces=tul privatization

u =
srogram, several Yactors must be conszidered:

FEIEST
There must bhe = clear legal Tramewark that will
provide transparency o the process. The =suppart of
retor 'Izpensable by wmay

the Legislative Body is the I
af enactment aof a I I1 Implement and
regqulate the privat:ization process. t s necessary
to  encourage transparency and accurate valuation of
the assets inorder to Torestall problems which will
jeapardize the exercisze and toe galin wide public
support.

~

The regulatory agency charged wmith the task to
oversee the privatization process must have highly
trained professional of unquestionable honesty and
integrity. No conflict of Interest should be allowed
to exist.

Privatization works only IT the political
leadership of the country Is tenaciously supportive of
the commitment.

Second

As experience has shown, It is betiter Tor the
government to choose to sell the assets Iin stages =0
as to maximize results by taking advantage of the
evaluzation of the previous experience.

Additionally, the government must Iimplement the
process step by step. As proven by studies, i1t 1Is
better to make a good sale Iate than make a bad =sale
early. Small companies should be privatized first. to
minimize risks In case an error Is made and to gain
experience from the Taults of the privatizatian
process undertakern.



Ind T possible, zeil me aszets 1n LCASH. EFUT
zhove tThi=, the roroceeds Traom the privatizatian
orocess should have 2 gpermanent Impact on  public
Fimances (like a reguction of public debt) and zhould
naot be uszed to TInance current expenditures,

Third

Tt iz advisables For the government to retain szome
cantrad af the privatized companies Inarder to
maintain check and balance.

Faurth

There nmust be & weil—-studied appreoach to the
implementation ot the privatirzation progran. There
~annot be a standard tormulia tor priivatizring assets.
Zach afs-themi+1s -upnigue .in _1its simplicity ar
compiexity. An asset mavbe of low or high value,

operational or idle, obsolete or maodern, clean ar

without Iiens, etc. And each country’s portfolio of
ztate omned enterprises IS uUnigue.

It will be worthwmhile to consider the
participation of Tareilign consultants wmhao <can lendg

their expertise on the field.

Eifth

Considering the state of developing countries,
foreign investors should be encouraged to participatle
to some extent In the privatization process. of
course, the local investors will have to be given the

priority.

It is a Tact that the participation of new
investors especially these of institutional In nature
provides significant level of liquidity to the market.










RAUESTIONNAIRE ON THE PRIVATIZATION
EXPERIENCE OF DEVELOFPING COUNTRIES

Instructions

5.

Please answer all the gquestions in a concise and clear
manner

"Please print all answers. For questions which are

not applicable to your country, please state so0.
FPlease send your answers to:

Chairman Rosaric N. Lopes

I0SC0O Working Group on Privatization
Securities and Exchange Commisgsion
SEC Bldg.., EDSA. Metro Manila

B3 Il ppdnés

Fax No. 632-722 09890

not later than February 20, 19893

Should you have any question, please g&et in
touch with Chairman Lopes, copy furnished the
Secretariat.

As we would l1ike to make a comparative anmalysis of
emerging markets, please lIlkewise answer PART B of

this Questionnaire.

Thank you for your cooperation.
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QUESTIONNAIRE ON THE FRIVATIZATION
EXPERIENCE OF DEVELOFING COUNTRIES

FART A

7. DESCRIPTION AND SCOPE OF THE PRIVATIZATION AND THE
ROLE OF THE REGULATORY AGENCY CONCERNED IN THE
PRIVATIZATION FROCESS

1. Has your country had any privatization experience?
‘When and how did it start?

2

2  What are the objectives of the privatization

e .

a. for the government
b. for the regulatory authority concerned

¢. for the private sector

28 At what stage éf the economic/financial
development did the privatization process start in
your country?

4. Describe fully your country s privatization
experience.

- type/s and number of corporations privatized
- manner of privatization

- extent of privatiszation

- wvalue of privatization in U0S Dollars

- forelgn participation, 1f any

- other important features of privatization

5. In the process of privatization which were your
government '8 priority conslideration/s?

II7. EVALUATION OF THE PRIVATIZATION EXPERIENCE AND ITS
IMPACT ON THE CAFITAL MARKETS

1. Evaluate your country 8 privatization experience
with special emphasis to success/es and fallure/s.

2. What effect did the privatization process have 1n
your capital markets.

3. To what extent did the privatization process
affect the capital markeils.

III. ANALYSIS OF POSSIBLE VEHICLE/S NECESSARY FOR THE
PRIVATIZATION PROCESS AND THE STRATEGIES TO USE THEM

1. Please state briefly your recommendations., 1f any
or steps to take inorder to ensure a successful
privatization.



IV.

2. HWould you recommend a standard procedure worth

following in carryving out a privatization procesgs?
Please describe briefly.

3. Is there. in your opinion, any optimal ztage of
development for a developing country to reach
inorder to launch a successful privatization process?

4. What vehicle/s was used by your country to effect

privatization?

5. What other possible vehlicles could you suggest to
effect the same?

6. Were foreign consultants/underwriters employed to
effect the privatization? Please glve details.

POSSIBLE IMPACT IN THE DISTRIBUTION OF SHARE
OWNERSHIFP

1. Pid the privatization result in widening the bage
of share ownership. FPlease explain briefly.

2. How much 1Is the minimum size of Iinvestment. Was

it affordable by a large majority of the population.
Please state detalls.

3. Did the privatization result in bigger
value/volume of stock transaction? FPlease give
detalls.

4. Did the stock market experience a consliderable
Impact on 1ts transactions by reason of the
privatization? Please provide detalls and statistics.




10.
11.

12.

Number of securities exchange/s

VYolume and Value of Transactione per month in 0S
dollars for the last three years

Number of listed issues: Number of actively traded issues.
Total number of brokers: Number of foreign brokers.

Transaction and other taxes Iimposed on securities
tragactions.

Gross National Product
Per Capita Income
Domestic Borrowings
Foreign Borrowings
Growth Rate

Interest Rate

Population
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