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Executive Summary 

 

During the last two decades, privatization has taken the centre stage to remodel the traditional 

economies of the developing countries but simultaneously this has posed different contextual 

challenges to emerging nations in their pursuit of economic growth and social development. 

Privatization is desirable for a number of obvious reasons, varying from growth enhancement 

to capital accumulation and integrating the public sector to global production and investment 

network that in turn boost productivity and economic growth.  

The worldwide experience has brought another spin to the ways in which we handle the 

privatization agenda. In fact, efficiency of private companies harbours great opportunities to 

induce changes in the public sector for getting results in terms of effectiveness and efficiency. 

In Pakistan, the nationalization policy of the early 70s introduced by Bhutto regime has 

enlarged the volume of the public sector to an uncontrollable extent and thus in result, it did 

not provide the desired objectives and not succeeded to fulfill expectations of government. 

Public enterprises making losses due to a number of varied factors such as management 

incompetence,  over-staffing, inappropriate location, over-purchasing and over-investment, 

poor technological onslaught , poor level of service, deterioration in quality of goods, 

corruption in purchases, hiring mal practices and  privileges-abuse, inappropriate 

investments, large debt burden and financial losses. However, losses due to poor management 

may be overcome through transfer of management and control with or without transfer of the 

assets. 

Despite these problems and consequences, the objectives of privatization are a prime force to 

adopt it as a major macroeconomic level policy in the developing world particularly in 

Pakistan. The prime objectives are a dire need to reduce government debt by the sale of state-

owned industrial and commercial units, to improve their profitability and performance, and to 

make the role of government that of a facilitator. Other stated goals include the strengthening 

of capital markets and the securities industry, increasing local savings, and broadening the 

ownership of economic assets through publicly listed companies. Surprisingly, every 

government from 1988 to date has adopted privatization policy as a part of its economic 

program 
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There are many studies for developed and developing countries but none of these studies has 

extensively covered the privatization program from structural and contextual issue of 

accounting standpoint in Pakistan. This study will take into consideration almost all of public 

sector companies privatized, whether manufacturing or service organizations, fully or 

partially privatized during 1990 to 2005 in Pakistan. The privatization efforts moved fast after 

the establishment of Privatization Commission (PC) on January 22, 1991 to identify the 

enterprises to be privatized and to make recommendations on how this process should take 

place. The birth of Privatization Commission institutionalized privatization efforts in 

Pakistan. The Privatization Commission is, consequently, was authorized for working and 

transfer of public sectors companies’ ownership and control through various modes to the 

private sector.  In start, the primary job of PC was to transfer the industrial units only but later 

on by 1993 power, oil & gas, transport, banking and insurance had also included in its 

mandate.  From 1991 to 2009, PC has completed 167 transactions for Rs. 476.421 billion. 

According to the Privatization Commission Ordinance, the amounts received from the sale of 

SoEs are used in two major activities. 

(a)  90% for   Federal Government Debt Servicing  

(b) 10% for poverty alleviation programs. 

This dissertation aims to examine and evaluate the financial and operating performance of 

only those firms, which were privatized during 1999 to 2005. The core part of this 

dissertation will test the hypothesis that privatization in Pakistan has increased the 

profitability, operating performance , capital investment spending , higher dividend payments 

and  output of the firms but  lower leverage ratios and employment of firms  after divestiture.  

This dissertation aims to study the use of the privatization program in a strategic context by 

GoP to uplift the economic growth performance. This study starts to compares the pre and 

post privatization data of 129 companies from 8 sectors in Pakistan. Although the number of 

transactions are 158 during research period but some companies are privatized in more than 

one transaction. However we limit our sample to the companies whose ownership has been 

transferred (Government shift ownership if 26% shares are privatized) so 5 companies are 

excluded from analysis who did not fulfil this condition. Only 33 companies complete data 

was available to conduct this research out of total 129 units which were privatized during the 

above mentioned period, whereas 86 companies were excluded from study as 5 companies 

were reported in heavy losses (thus considered as outlier). 51 units closed after privatization 
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and data of 20 companies was unavailable. The pre privatization data of 10 companies was 

available but post privatization data was not. Similarly 2 companies post privatization data is 

available but pre privatization is missing. 3 companies merged and were renamed so their 

parent companies are included in the analysis. The closed down disinvested units have also 

been discussed to measure their impact on economy. Thus the sample consists of thirty three 

companies from 8 sectors.  

At the first stage empirical proxies for each company were computed for a seven-year period 

(three years before and three years after privatization), then means of each variable for the pre-

privatization (years -3 to -1) and post-privatization (years + 1 to +3) periods were computed but 

only those companies with observations from at least year -3 to year +3 were included in this 

study.  We compute different ratios for pre and post privatization data and work out the 

difference in ratios to analyze the performance of companies and sectors.  We calculate the 

mean and median values of the each proxy for the three-year periods prior and following to 

privatization and then the mean and median change in the proxy’s value pre versus post 

privatization, a test of significance t-test for the change in mean values is applied to ensure 

whether the results are as which we have predicated. During analysis of overall data in some 

cases when we use more then one proxies, in that the case the proxy which is written first to be 

judged our most desired and reliable due to its  importance and that proxy employs up to date 

assessment in either the numerator or the denominator, or both. Finally, sales efficiency uses 

inflation-adjusted sales and GDP deflator adjusted sales figures divided by the number of 

employees each year.   Net income efficiency and real sales are computed in the same manner.   

When we use t-test modelling on data, the year of the privatization was excluded from the 

analysis as it includes both the public and private ownership phases of the firm.  The date on 

which government sold a certain amount of shares for the first time is considered the date of 

privatization. 

The research covered eight sectors of Pakistan economy i.e. Financial, Automobile, 

Cement, Chemical, Energy, Engineering, Fertilizer and Ghee. The analysis was carried at 

three levels: 

1. Overall country performance 

2. Sector  performance and 

3. Individual firm performance 
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While analyzing the overall country performance (full sample result in eight sectors), we docu-

mented significant increases in financial, automobile, cement, energy, fertilizer, engineering 

post privatization performance but ghee and chemical sectors did not perform well in 

almost all proxies.  

In sectoral analysis the results are almost similar in financial, automobile and cement 

sectors. Empirical evidences show that profitability, efficiency, investment, employment 

and dividend increases after privatization. While output and employment decrease in 

financial, increase in automobile and cement sector. In energy, fertilizer and engineering 

only employment and leverage decrease while remaining proxies show increasing trend. 

Similarly, the ghee and chemical sectors show a decreasing trend but results are 

insignificant. 

Large number of units which are privatized and transferred to the workers groups have 

presented very good results and proved a successful transaction as compared to others for 

example, Millat Tractors Ltd. and Allied Bank Limited. With the introduction of good 

management not only its performance has increased but the workers' remunerations as well as 

benefits have moved up. In other cases of privatization, the workers have benefited in terms 

of salary increase and better working environment i.e. Kot Addu Power Company and MCB. 

On the other hand, the companies similar to Quality Steel Mill, where the management was 

new workers have suffered a lot because of new management. Our findings on the bases of 

result showed momentous improvements in performance. And all this is empirically evident 

through overall country performance, sector performance and Individual firm performance. 

Hence, the empirical findings suggest that the Government of Pakistan should focus on good 

governance, regulation, and development of good situations which can ultimately attract the 

investment (local and foreign) for providing goods and services competently and efficiently. 

Government should believe that doing business is not its prime job rather it should facilitate 

the private sector. Through privatization when the SoEs are transferred to the private hands, it 

reduce the burden of the government and it has more time and efforts to concentrate on 

different other sensitive issues like ensuring good law and order situations in the country. In 

this way government can also design and provide a workable framework for investors, while 

considering the benefits of consumers and taxpayers.   

Privatization will meliorate the investment, management, competitiveness, expansion in 

business, new and competent inductions of employees and introduce new technology, if the 
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political environment of the country and regional situation is conducive for private sector. 

The government of Pakistan should take certain measures to boost investor’s confidence in 

Pakistan and this is possible only if the government maintains the continuity and consistency 

of policies, develop good working environment for the investors and ensure the fulfilment of 

its commitments regarding reforms and other matters. 

 

 

 

Rehana Kouser 
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CHAPTER 1 

Introduction 

 

The most recent two decades have witnessed an extensive shift in global state owned 

enterprises (SoEs)1 business example, developing open market doctrine. The structural 

restructuring process involves a variety of measures, including privatization and deregulation 

of SoEs, which are supposed to bring about more growth and development. The 

extraordinary growth of privatization has changed, probably irreversibly, the underlying 

traditional economic relationships to study the global economy. Nevertheless, the new 

arrangement has not effectively tackled the consumer benefits; rather they have become more 

vulnerable to monopolistic forces of cartels established in the stir of privatization. And these 

problems more aggravate in the non-existence of a successful regulatory mechanism for the 

privatized sectors of economy. Privatization policies are currently in steps forward the world 

over, in Europe, North America, Japan, and many developing and newly industrialized 

countries.  

A sizable adequate body of empirical evidence, that has been tested, is available. A large 

amount of the early momentum to privatization implied a dive in faith and it explains its 

effect have followed on the verge of subsisting practices. Even though ideological thoughts 

exemplified by such statements as, “governments have no businesses to be in business” -

                                                            
1 All the way through in the thesis, whenever we use the word state owned enterprises (SoEs) it means the 
same meaning which is given by World Bank's definition of state-owned enterprises, as mentioned in World 
Bank Report (1995): "government owned or government-controlled economic entities that generate the bulk 
of their revenues from selling goods and services." 
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have often been dominant to augment the dynamics privatization in various parts of the 

world, it is also true that governments have sought to justify privatization in relation to 

certain objectives. 

(Mohan, 2007). In general, government includes the following reasons: 

 To increase revenues for the government to meet fiscal deficits. 

 To decrease state interference and encouraging private steps. 

 To encourage the broader share ownership which leads towards growth of capital 

market?  

Of these, the most dominant, debatable and leading objective is the first one. There is a dire 

requirement to increase efficiency in leading business firms. There is a prevailing 

environment that government ownership by some means leads to decreased efficiency as 

compared to private ownership. The inefficient SoEs, in turn, are seen as creating other 

problems such as the use of public funds through subsidies and non-competitive industries in 

the economy. 

This is obvious that neoclassical theory does not explain ownership rather it describes market 

structure in generating efficient outcomes. Successive literature, portrayal on agency theory 

explains better private ownership. Firstly, the officials in government sector not have 

incentives to achieve targets as monitoring mechanism is diluted (Vickers & Yarrow, 1991). 

Weak and fragile monitoring mechanism arises from the fact that ownership is diffused. In 

addition, the firms are not publicly traded and should not be opened the danger of takeover. 

Secondly, public officials do not have incentives to perform so they do not care about 

bankruptcy. Managers in the public sector can look forward to be compensated through 

public funds (Kornai, 1980). Agency theory explains that public officials pursue a number of 

different conflicting objectives rather focusing on profit seeking behaviour (Shleifer & 

Vishny, 1997). SoEs has variety of objectives. That is the reason public officials are 

accountable to different regulatory components such as legislators, civil servants and 

government also to militate against profit maximization. 
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1.1. Privatization: Views & Reviews 

Privatization is the “deliberate sale by a government of state-owned enterprises (SoEs) or 

assets to private economic agents,” (Megginson & Netter, 2001). What privatization does 

infect it transfers the possession, ownership and control of public sector assets to the private 

sectors or investors, (Qian Sun, Tong, & Tong, 2002). In this fast-changing economic 

landscape, virtually every country has sought privatization to facilitate economic progress. 

This is evident as; privatization stands for taking government out from business rather 

individual involvement, but of assets, functions, indeed, entire institutions, (Starr, 1988). 

Moreover, privatization seems to be changes in control over public assets with new 

ideological sense (Megginson, 2000). 

Privatization efforts in both developed and emerging economies result in the channelizing 

ownership from public to private sector and, consequently, can create the agency problems of 

managerial perquisite consumption, (Gedajlovic & Shapiro, 1998) and entrenchment (Walsh 

& Seward, 1990). Perquisite consumption refers to short-run cost-augmenting activities by 

managers planned to improve non-salary income or make available other on-the-job 

consumption, (Gedajlovic & Shapiro, 1998). Entrenchment refers to actions of management 

that decrease the effectiveness of control mechanisms designed to control management 

behaviours (Walsh & Seward, 1990). Agency theorists would argue that new owners must be 

concerned with managerial perquisite consumption and entrenchment problems (Eisenhardt, 

1989; Fama, 1980; Jensen & Meckling, 1976). 

Different researches have conducted to analyze the important magnitude of privatization 

including patterns and trends in policies and implications. Ramamurti (2000) says that 

deregulatory measures increase private sector contribution to the development of the 

economy previously fixed for public sector companies.  

 

1.2. Privatization: The Conceptual Framework 

In the last decade many countries have introduced privatization programmes. According to 

The Economist (13 January 1996, p.5), in 1995, the value of SoEs which were sold is 

reported to have a record figure of 37 billion US dollars in almost 45 countries. In some 

industries some governments choose to describe the sale to the private sector of only a small 
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part of the total share holding as a privatization, nevertheless, which may not show profound 

effect on privatization throughout the world.  

The political pressure for privatization came from a combination of lack of expectation with 

the result of state ownership and from a belief that private ownership will bring considerable 

economic benefits. It is a common observation that SoEs were viewed as highly inefficient, 

frequent political intervention and dominated by powerful trade unions. Privatisation reduced 

the financial burden of the government, to offer new way to earn revenues and 

simultaneously breaking the monopoly by selling shares to a number of parties and 

restricting union power (Arbomeit, 1986). This source of state funding is considered 

fundamental when economic policies were geared to trim down the public sector deficits. 

The empirical study conducted to judge the effect of competition on productivity in 

manufacturing has borne out that it affects both the level and growth rate positively (Nickell, 

1996). Competition sharpens the incentives for management to manage the firm’s assets 

efficiently. Also, where there is a competition, the firm’s profits reflect and identify the 

differences in managerial ability creating a dynamic link between the product and the capital 

market. 

The concept of privatization is based on understanding regarding property rights. A market 

oriented economy must have developed means for dealing with specialized market systems. 

Normally, a market economy dictates the prices of the products, which leads towards the 

distribution of resources which depends on low transactions costs. Regulated and defined 

property rights are the determinant of market transactions in competitive arena (Mankiw, 

2001). Soto (1996) explains a formal property right is necessary for exchange in an open and 

expanded market governed by a regulatory framework. Hence, lack of formalization of 

property rights is putting a block in sustainable long-term growth of developing region. 

Formalization of property rights by creating strong incentives can make people sure about 

ownership rights. In addition, this is the only way to increase to the access of different credit 

means that is the determinant of increased production cycles in a country. Finally, only those 

investors who have restored confidence for well-defined ownership will invest in long term. 

When countries intend to reduce the size of its government they go for privatization. It is 

evident that the size of governments is too large to induce bureaucratic procedures. So, 

privatization is the only mean to restructure. The private sector offers profits margins while 

public sector focuses on socially sustained goals. So, the up scaling of market economy and 

setting the fast pace for growth is a result of shift of focus from political interest to vested 
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economic benefits of the privatization program (Poole, 1996). It is obvious that downsizing is 

the after effect of privatization (Easterly, 2001).  

However, privatization does not stand for non-functioning of government, rather a reduced 

participation, so in this way it creates an encouraging impact on fiscal policies of the 

government. Easterly discusses that privatization is a viable option for making existing debt 

payments rather future debts and governmental expenditures. This will lower interest rates 

and thus leading to increased investment in the said country. Over-borrowing can be offset 

by downsizing policy and enhancing tax circles (Poole, 1996). 

Megginson & Netter (2001) state that the theoretical perspective is based on the welfare 

economics which depends on certain assumptions. These assumptions states like, no external 

effects in production and consumption, commodities are not always a public goods, perfect 

competition, no sub-contacting in production or consumption, business is not a public good 

and lowering information costs. The case of privatization might be failed if the above-

mentioned assumptions do not hold. There are non-efficiency arguments for government 

ownership, generally based on redistribution resources i.e. government ownership will 

change the distribution of wealth and income. They also outline some of the theoretical lines 

on the advantages of private versus state ownership. First, the contracting capability affects 

the competence and working of public ownership. Secondly, the use of revenues from 

privatization to improve government finances. Thirdly, privatization is used to factor 

markets, product markets and security markets. Perfect competition is the only viable option 

for efficient privatization programs. State intervention in competitive market structure can 

play an abusive role, (Megginson & Netter, 2001). 

 

1.3. Privatization Techniques 

Following are three techniques widely used for privatization: 

 Asset sales  

 Share issue privatization (SIPs),  

 Voucher privatizations.  

 

The first one is asset sale where a small group of investors can purchase ownership of SoE. It 

directly matches with the conventional style of the private capital market when the public 
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enterprises were not there. The government may sell a fraction or all of the SoE through an 

asset sale. Selling equity share through the capital market to retail and institutional investors 

is share issue privatization. 

The most popular form of privatization is SIPs which involve lowest expenditures and 

highest in use. 

SIPs are the largest and most economically significant of all privatizations, but on the other 

hand it is also true that large number of state ownership is shifted through the mass 

privatization.    

Voucher privatization is similar to SIPs but in this privatization mode, the government 

distributes vouchers (paper claims) to each citizen. So, in voucher privatizations assets are 

virtually distributed to people.  

Voucher privatization does not create revenues for a long time rather a short term strategic 

tool in which citizens in a small group or on individual basis is given priority rather 

international investors, (Stirbock, 2001). 

It is noted that privatization program usually depends on conditions of the economy and 

political ideology of the government. This process is straightforward for selling smaller units 

but sale of a larger unit is dependent on finding an appropriate buyer. However, throughout 

the world, the widely used method is the transfer of public utilities organizations to the 

private peoples. The task of the state is to decide the unit to be sold and the mechanism by 

which units can be sold out. Market should be open for private investors where they can 

easily purchase the stocks of any company. This is the most simple and desired result getting 

technique of privatization. 

Privatization efforts in both developed and emerging economies result in the shift of 

possession, rights, and ownership from the public to private and, therefore, can create the 

agency problems of managerial prerequisite consumption (Gedajlovic & Shapiro, 1998) and 

entrenchment (Walsh & Seward, 1990). Perquisite consumption refers to short-run cost-

augmenting activities by managers designed to enhance non salary income or provide other 

on-the-job consumption (Gedajlovic & Shapiro, 1998). Entrenchment refers to actions of 

management that reduce the effectiveness of control mechanisms designed to regulate 

management behaviours (Walsh & Seward, 1990). 
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Voucher privatization and asset sales are the breeders of corruption in the developing world. 

Such mechanism is used that offers blurred transparency like poor way of publicized sale, 

giving a chance to favourites to manipulate the transaction in their favour. Transparency can 

be increased through public share-offerings (Megginson, 2000).  

The lessons of privatization program with reference to its structure, process, the motives of 

investors and priorities of consumers, employees, regulating agencies and government were 

presented in Khatmando; a workshop was organized on the progress of privatization in South 

Asia.  Failure and criticized deals are the obvious after-effects of privatization program. So, 

every country should develop indigenous privatization program keep in view the lessons of 

the failure of other countries. 

 

1.4. Historical Perspectives of Privatization2  

Privatization is not simply an economic concept; rather it is more comprehensive in terms of 

socio-economic and political philosophy. During the 1970s, Conservative party in UK used 

privatization as a slogan. The historical perspective of privatization can be explained in two 

phases as mentioned below: 

 A paradigm shift of public resources from public office to private office for efficient 

utilization 

 Private parties should start production of goods and services. 

 

1.4.1. Phase 1 (1961-1980) 

The rise of the Keynesian economy and World War II are the two crucial factors for the 

active role of government which includes the production of all forms of goods and services, 

in most parts of the world. The regulation of the national economy in terms of state 

ownership and private-ownership became the imperative programme of discussion 

worldwide. The first breakthrough came in 1979 when Thatcher's conservative government 
                                                            
2 All the historical perceptive which are included in this dissertation are extracted from the detail research of 
Megginson, Nash, and Randenborgh (1994). And similar debates on the history and evolution of privatization  
which include Yergin & Stanislaw (1998), Megginson & Netter (2001), Burton (1987), Young (1987), Gibbon, 
(1997) and (Megginson, 2000). 
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decided that the government should possess telecommunications and postal services, public 

utilities and all types of transportation like airlines and railroads. Thatcher first used the word 

"privatization," introduced by Peter. F. Drucker for the term "denationalization" (Yergin & 

Stanislaw, 1998). Many politicians are of the view thatit is not the job of the government to 

run all types of industries, government should concentrate only some very crucial and 

specific nature business like steel and defence production, (Megginson & Netter, 2001). 

Inside several countries, public sector banks were also specified for both monopolistic and 

protected positions, according to La Porta & Lopez-de-Silanes, (1999) and Shleifer, (1998).  

Privatization compact the function of the government in the availability of marketed goods 

and services. Most of the times the services like health, education, community services and 

social welfare are provided by the government in almost all over the world , as a percentage 

of GDP, all the way through the 1980s and 1990s (Quiggin, 2002). 

Albeit the movement was provoked in United Kingdom but it was also adopted by many 

other countries of Western Europe (Burton, 1987). Bangladesh, Mexico, Thailand, South 

Korea, Malaysia, Sri Lanka, Japan, Spain, Turkey, Chile, Sweden, Singapore, West 

Germany, India, Portugal, Australia, the Philippines, Jamaica, Uganda, Pakistan and Brazil 

are those countries who have taken up privatization in the fields of telecommunications, 

banking, railways, car manufacture, electricity generation, etc but Cuba, China and Soviet 

Union are now starting the public companies shares in open markets, (Young, 1987). 

The massive growth in privatization is in fact coupled with the government of Conrad 

Adenauer, elected to power in the Federal Republic of Germany (FRG) in 1957, that opened 

the first mass level, ideology based motivated privatization program. Its starting transaction 

was in 1961, at that time FRG transferred majority of its shares in Volkswagen in a public 

share issue heavily slanting in the direction of small investors, and after four years orches-

trated a related, bigger secondary share issue for VEBA Company. Due to those two big 

transactions the total figure of shareholders in Germany moved from half million to more or 

less 3 million, (Megginson, Nash, & Randenborgh, 1994). 

Privatization became the main economic policy measure in UK after the success story of 

British Telecom initial public offering in November 1984. During the 1980s share issue 

privatization method gained importance to reduce the role of SoEs in United Kingdom 

(Megginson & Netter, 2001). 
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1.4.2. Privatization Expansion Program (1985-1993) 

After the initial success of privatization program in United Kingdom, it was followed by 

Denmark, Italy, Chile, Malaysia, and Singapore. A robust growth was experienced in the 

form of limited sales of individual companies. However, after the United Kingdom, France 

has adopted privatization program in multiple spheres. Additionally, France, Austria, 

Belgium, Holland, Jamaica, Japan, Spain, Sweden, and the United States implemented 

momentous privatizations all the way through share issues during late 1986 and 1987.  The 

case of Nippon Telephone and Telegraph (NTT) is significant in Japan. Finally, the mid-

1990s also witnessed an acceleration of privatization programs in the European Community.  

After 1987, the accelerated growth in privatization was witnessed in many countries of South 

America, Africa, and South Asia. Selling SoEs and share issues options were widely used in 

Bangladesh, Brazil, Chile, Gambia, Malaysia, Mexico, Nigeria, Sierra Leone, Singapore, and 

Venezuela (Megginson & Netter, 2001).  

This is widely noticed that many countries in the world are following the British lead in 

privatizing its governmental industries. This is due to the success story of the United 

Kingdom case. This is widely noticed that investors have performed outstanding performance 

in UK privatized program rather in the other parts of the world. Sale of public utilities record 

is only good in UK rather France and Italy have a poor record. The major difference is the 

fact that UK has built a sound foundation for privatising public utilities while the same case 

is of Canada who has privatized air traffic control systems and rail services. The both cases 

have many similarities in terms of building foundation (Gibbon, 1997). 

1.4.3. Shift towards Transition Economies 

In 1960s, Germany started privatization program by selling public stakes in Volkswagen and 

the industrial company VEBA to private investors. Latin America pursued rigorous 

privatization program from 1988 to 1993 by spurring market liberalization and economic 

reform efforts. Japan has recievedgot 80 billion US dollars by selling NTT (Megginson, 

2000). 

In the middle of 1990s an immense transfer of public enterprises to private sector started by 

China, (Cao, Qian, & Weingast, 1999; Lin & Zhu, (2001); Garnaut, Song, & Yao, 2003).  
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From 1996 to since 2001 the figure of state ownership decreased by forty percent and rest 

were also planned for privatization in future (Garnaut, Song, & Yao, 2003). 

Czech Republic privatized 26,000 institutions during 1990 to 1992 and the amount equal to 

3.4 percent of GDP and 4.7 percent of government expenditures in 1991. Poland sold 30,000 

to 80,000 units were sold in 1992, (Frydman, Earle, & Rapaczynski, 1994) Hungary sold 

8,700 by mid-1993 (Mihalyi, 1994). This privatization program created a number of small 

firms.  

Final analysis states that privatization is directing financial market development, as a force 

contributing substantially to the total capitalization of world's stock markets. The prime force 

of privatization has cultivated the development of global capital markets and the scope of 

international investment (Asher, 1996). 

 

1.5. Objectives of Privatization 

Many people ask this question that why the government wants to own industries and why 

does it want to privatize them afterwards. The government own companies to get better 

control and achieve their objectives. The positive aspect or the rationales behind that entire 

are, they have different objectives as compared to the other business at least in part because 

their major objectives are maximizing employment, developing backward areas and other 

social aspect.  

In order to achieve those objectives, the government has to provide some non market benefits 

like subsidies and implicit guarantees to meet operating losses.  

Literature proves that normally the state-owned enterprises are persistently unprofitable. 

Improvement in government revenues, increasing capital ownership and the very important 

factor performance of SoEs is the source of inspiration for privatization. 

(Kornai, 1988; Kornai, 1993, Kornai, 2000;  Berglof & Gerard, 1998; Frydman, Marek &  

Rapaczynski 2000) discuss the objectives of privatization as a fundamental goal of 

privatization is to elevate income, other than that in the main its target is to get better 

operating and financial performance of the former SoEs the selling it to the market. But on 

the whole governments in fact anticipate the down fall in employment as discussed by 

(D’Souza,  Megginson & Nash, 2001; Megginson,& Netter, 2001). 
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Another important aspect is that the conservatives have set same objectives which are ensued 

by the Adenauer government almost twenty years before and now same is followed by 

approximately each government.  

Changes in Goals, Incentives, and Controls after privatization   

Privatization explains the privatized companies’ objectives while government owned 

companies often work for conflicting objectives which includes social objectives, betterment 

of different remote areas and employments etc., but the prime focus of private setup is profit 

maximization. However, the extent of profit seeking behaviour differs across our sample 

companies (D’Souza, Megginson & Nash, 2001).  Nearly every country has following major 

objectives of privatization:  

1) Revenue generation for redistributive purposes 

2) Reducing political involvement in SoEs and improving corporate governance, 

(LaPorta & Lopez-de-Silanes, 1997). Simultaneously, Cuervo & Villalonga (2000) 

widely documented that the value creation and profit maximization are primary 

concerns. While in SoEs, the objectives are conflicting in terms of both financial and 

political objectives (Cuervo, 1997). 

1.6. Objectives of the Study 

Pakistan adopted nationalization policy in 1974 and the entrepreneurs strongly reacted and 

with-held their investments.  Such a policy adopted by the government was fatal for the 

industrialization process of the county.  However, the government in 1989 initiated the 

process of divestiture of government holding in SoEs by first public offering partial 

government holding in PIA.  This public offering was a small step towards privatization, 

initiating a long list of SoE facing privatization. The successive government in support of 

their consistent commitment to this process along with sustained pressure from multilateral 

agencies has also cited many benefits enlisted above.  The funds generates are also, said to be 

utilized for reducing country’s debt burden. Whatever may be the direct impact on the macro 

level; this study will document the changes, improvement or otherwise, at firm’s level for the 

privatized firms in Pakistan. This study will consider both the operating and financial 

performance of former SoEs partial divestment. 
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There are many studies for developed and developing countries but none of these studies has 

extensively covered the companies in Pakistan.  This study will take into consideration 

almost all the companies privatized, whether manufacturing or service organizations, fully or 

partially privatized during 1990 to 2005 in Pakistan.  It will take multiple measures for 

operating and financial performance of the companies.  It will also try to determine whether 

following the privatization the firm’s increases or not their profitability, operating efficiency, 

capital expenditure, output of the company, leverage and their output, also testing the effect 

of privatization policies on employment structure.  The evidence so generated will provide 

empiricism on to support or to challenge the benefits put forward by the government in 

favour of the privatization process. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  13 

 

 

CHAPTER 2 

Privatization Policy implementation follow-ups: Case of Pakistan 

 

2.1. Economic and Social Landscape 

Pakistan has a population of 165 million (2008) of which about 35% live in urban premises 

and 65% is living in rural areas. Human Development Index (HDI) and gross domestic 

product (GDP) indicators are very low for Pakistan. Since its inception, Pakistan has suffered 

many setbacks internally as well as externally so the foreign investment portfolio remains to 

a subsistence level for a long period of time. Since the early 1990s, the Government of 

Pakistan has taken notable macroeconomic measures to make a resurgent economy. Though 

the decade of 1990s is remarked by political instability yet the consistency in macroeconomic 

policies coupled with robust financial sector reforms and privatization policy has resulted 

into a greater degree of macroeconomic stability. During last four years real GDP of Pakistan 

has increased to an average rate of 6.5 to 7% while population growth rate was 1.9% so this 

contributing in achieving 5.6% growth rate per capita income. The unemployment rate in 

Pakistan has declined to 6.5% (2006). It is noteworthy that since its existence, weak 

institutional structure, poor governance, political instability, poverty and mass illiteracy 

remained prime problems for Pakistan. 

As a part of developing club of the world, multiple ways of privatization and its impact can 

be tested in Pakistan, albeit privatization strategy has been used on a small scale. In Pakistan, 

divestment of equity is used as privatization. The pattern of privatization in Pakistan shows 

government vested interest to confer controlling interest as maximum stake that is offered to 

private investors is 49%.  
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2.2. National History 

During 70’s social democracy model provoked Bhutto to follow the policy of nationalization; 

the profit-earning private-sector institutions gave the Pakistani economy a good shake. The 

situation was made worse by declaring some of the business areas out of bond for private 

investors. Bhutto argued his nationalization action by suspecting monopoly in the capital 

world. 

But towards late 1980’s as nationalization policy was not yielding expected results and 

moreover, there was an international gesticulate of privatization round the world. This caused 

inefficiency and not has of managerial control. This burden had started showing multiplying 

impacts over the period of time. A consensus was emerged that the state is not the best 

entrepreneur for such industries because by then most of SoEs had started showing negative 

characteristics like: 

 Management incompetence,  

 Over-staffing,  

 Over-branching,  

 Over-purchasing, 

 Over-investment, 

 Poor level of service, 

 Deterioration in quality of goods, 

 Corruption in purchases, hiring practices and  privileges-abuse, 

 Inappropriate investments and 

 Large debt burden and financial losses. 

During the Zia regime, the privatization process was fostered by introducing the concept of 

denationalization. Initial steps were taken by reinstating the ownership of Nowshera 

Engineering and Hilal Ghee Mills in late 1970s. In addition, the control of the Ittefaq 

Foundry was given to the Sharif family. Transfer of Managed Establishments Ordinance 

1978 provided the legal cover to these measures. Many financial authors consider that the 

procedure of privatization was bolstered in 1991 though Privatization Commission of 

Pakistan has started this program in 1988. In 1985, a committee on Disinvestment, 

Deregulation and Privatization was formed. The committee took some time in getting things 

sorted out and then in 1988 the wave of privatization was started with the offer of a minute 
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figure of PIA’s shares were presented to the general public in Pakistan and it was the first 

transaction as well. 

 

2.2.1. Benazir Bhutto's Regime (1989-1990) 

During April 1989, Benazir Bhutto engaged Mr. Rothschild & Sons was hired to prepare a 

feasibility report to identify the units for privatization in Pakistan.14 units were identified and 

two-tier privatization strategy was recommended. But the government could not carry out its 

intended plans except privatization of 10% shares of PIA. The Benazir government was 

dismissed in 1990 by giving way to Nawaz Sharif’s first government.  

 

2.2.2. Nawaz Sharif Regime (1990-1993) 

During this phase, the government facilitated privatization process on larger scale and 1974’s 

Act was amended in 1990, empowering the Federal Government to sell all or any part of the 

share capital of Nationalized Commercial Banks (NCBs.). Privatization Commission was 

established on January 22, 1991 to identify the enterprises to be privatized and to make 

recommendations on how this process should take place. During March and July 1991, bids 

were invited for the sale of 25 units while during August 1991 the plan was chalked out to 

sale 100 units that is the single biggest lot offered to be privatized.  GoP accepted 26 bids 

among 235 bids for the sale of 81 units. At this time of dismissal of this government the total 

number of completed transactions was up to 1993, 2 banks, 68 industrial units and 10% 

shares of Sui Northern Gas Pipeline were privatized. Many banks were privatized including 

UBL, Allied Bank, Bankers Equity Ltd. Habib Bank Ltd and Habib Credit & Exchange. 

Later on after privatization Habib Credit & Exchange, a subsidiary of HBL was re-named 

Bank Alfalah. The benefits of privatization were experienced in the banking sector that was 

previously dominated by public sector and portrayed by high intermediation costs, over-

staffing and over-branching, big portfolio of non-performing loans, poor customer services, 

undercapitalized, poorly managed / narrow product range, political involvement in lending, 

loan recovery & appointments. 
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2.2.3. Benazir Bhutto's Privatization (1993-1996) 

During her second tenure, Benazir Bhutto espoused privatization as a prime agenda focusing 

on the sale of large scale units like Water and Power Development Authority (WAPDA), 

Pakistan Telecommunication and banks. The important milestones were 20 industrial units, 

one financial institution; Kot Adu unit was major privatization and 12% shares of 

Telecommunication Company of Pakistan. GoP was intending to sell SoEs to shed off 

government debt. This is the optimal solution to reduce the debt which units were responsible 

for (Paula, 1994). 

 

2.2.4. Nawaz Sharif Government (1996-1999) 

During his 2nd term, Mian Nawaz Sharif adopted a professional approach to revamp 

privatization program by hiring highly paid professionals for reengineering and restructuring 

of those units who were to be sold. This was done with 210 million US dollars given as a 

financial aid for restructuring from the World Bank. The prime focus of restructuring was on 

reducing the number of employees, launching early retirement schemes and golden shake 

hand schemes and introducing electronic banking so a new breed of bankers were required 

for this. Collaborative bargaining from union platform was banned but soon the government 

was dissolved.  

 

2.2.5. General Musharraf (1999 to 2009) 

During the regime of President General Pervez Musharraf, economic reforms were given 

primary importance. On September 28, 2000, privatization policy of GoP was revamped by 

strengthening its legal structure and ordinance 2000 was formally declared. In this new 

ordinance of Privatization Commission, independence and accountability and transparency 

were the cornerstones. Another initiative was taken at governmental level in November 2000 

to announce new privatisation ministry which was responsible for facilitating transactions 

and this ministry is known as Ministry of Privatisation and Investment.   
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Following are the important milestones of this ministry during Musharraf era: 

1. Pakistan Telecommunication Limited (PTCL) 

2. Karachi Electric Supply Corporations (KESC) 

3. Mustehkam Cement, PTCL shares in Carrier Telephone Industries 

4. Machinery of Bolan Textile Mills  

5. Launch of UBL Initial Public Offering (IPO) 

The performance at a glance is as: 

97.259 billion rupees were generated for debt retirement and poverty alleviation  

23.301 billion rupees were paid to DFI/owners for their shares sold in 2005-2006.  

 

2.3. Current GOP Policy on Privatisation 

GOP policy-makers intend to use the proceeds obtained from privatisation program to 

minimize public debt. The other important objectives are to ensure that the privatisation 

process is tailored to get the best price for the units, that it is conducted in a transparent and 

fair manner, and that any other legal disputes arising are resolved expeditiously. In order to 

achieve the above mentioned goals, a privatization law was enacted that contained salient 

features pertaining to framework of Privatisation in Pakistan and executive bodies. Since its 

inception the privatization Commission has been a part of the Ministry of Finance with the 

mandate of managing the process of privatisation. However, it never had the power to make 

crucial decisions such as approving the successful bidder and the final sale agreement. These 

powers were dispersed in a number of bodies of the federal government. 

Initially in 1991, there was the Cabinet Committee on Privatisation (COOP) headed by the 

Minister of Finance and Economic Affairs. The Minister for Production, the Minister for 

Industries and Interior, and Minister for Commerce were included as members. 

Subsequently, the Minister for Communications, Minister for Labour, Minister for Water & 

Power, Chairman, Privatisation Commission, and Deputy Chairman, Planning Commission 

were included in the COOP. This arrangement continued till September 1998. From 

September 1998 to September 1999 there was the Privatisation Board of Pakistan (PBP) 

headed by the Prime Minister. It also included the Ministers of Finance, Commerce, 

Communications, Industries, Petroleum, Railways, Water and Power, Chairman and 

Secretary of the Privatisation Commission, and the Chairman of the Board of Investment. 
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Policy issues relating to privatisation could also be referred, when necessary, to the 

Economic Co-ordination Committee (ECC) of the Federal Cabinet or to the full Cabinet. In 

practice, however, the bulk of the important decisions relating to privatisation choice of units 

and method, appointment of advisors, pre-qualification criteria, and approval of the 

successful bidder- were taken by the Committee of PBP. Currently, COOP has been revived. 

Privatization Commission raised 476.421 billion rupees by facilitating the 167 transactions 

for a period of 20 years (January 1991 - June 2009). These units were incurring losses due to 

a myriad of variables like location disadvantage; deteriorating technology infrastructure, etc. 

were not in a position for privatization due to its condition although they should be 

liquidated. On the other hand, transfer of management instead transfer of assets is the optimal 

option for abridging poor management practices. 

Privatization reports brings this into light that the federal government has utilized the net 

proceeds of privatization as: 

 90% for retirement of Federal Government Debt.  

 10% for poverty improvement programs. 

Figure 2.1 

 

 

Figure 2.1 shows the collection of proceeds from privatization of different companies.  

Source: http://www.privatisation.gov.pk/about/Progress-in-PC(latest).htm 
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Figure 2.2 

 

Source: http://www.privatisation.gov.pk/about/Progress-in-PC(latest).htm 

What ever amount collected by the privatization commission it is distributed in the following 

ratios: 

 67% to the Federal Government,  

 26% to legal entities whose shares were sold,  

 5% amount spent for the reorganization mainly used in handshakes and rehabilitation,  

 2% amount is spent in order to meet privatization commission expenses. 

 (Figure 2.2) 
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The sources of the proceeds 

Table 2.1:  Number of privatized transactions and their amounts. 

 

Source: http://www.privatisation.gov.pk/about/Progress-in-PC(latest).htm 

According to the Privatization Commission Ordinance 2000, Privatization means any activity 

which transfer any property, right, interest, concession or management of federal government 

or any venture owned, entirely or in part, directly or indirectly, to the private sector. 

Privatization Commission is, consequently, ordered to privatize title, interests, rights, 

ownership and control of government sector through different types or ways to private sector. 

 

2.4. Objectives of Privatization Program in Pakistan 

International wave of privatization from the last two decades is really a blessing which 

resolves many issues in Pakistan like the other developed and developing countries.  

The objectives of privatization in Pakistan are common to many other countries, particularly 

those from the developing world. They include the need to reduce government debt by the 
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sale of state-owned industrial and commercial units, to improve their profitability and 

performance, and to make the role of government that of facilitator of commerce as opposed 

to a producer of goods and services. Other stated goals include the strengthening of capital 

markets and the securities industry, increasing local savings, and broadening the ownership 

of economic assets through publicly listed companies. Surprisingly, every government from 

1988 to date has adopted privatization policy as a part of its economic program.           

(www.privatisation.gov.pk) 3 

Though privatization program is multifaceted yet there are three pertinent objectives incurred 

from any privatization program round the world.   

 Increased industry efficiency is a product of market competition that commits 

consumer benefits.  

 Spreading shares among a large number of public stakeholders 

 Increase in public sector revenues in the best possible manner.  

Privatization is intended to benefit customers, employees and the economy all and sundry. 

Privatization program yields greater market efficiency, broader choices and better services to 

public. There is maximum likelihood that dynamics of market based competition can be 

ascertained in the better mode as research & development culture is instituted to cope with 

the market rivalry and people get benefits of innovative products and services at competitive 

rates.  

In Pakistan, Privatization Commission outlined the following objectives: 

 

Furthermore, the additional objective of privatization is to reduce the impact of corruption in 

the public sector. In the start, Pakistan succeeded in alleviating the impact of corruption 

delineated by public ownership of businesses by implementing an impressive privatization 

                                                            
3 All the details regarding the policies of privatization in of Pakistan are available in the official web site of 

Privatization Commission of Pakistan. For further details check website 
< http://www.privatisation.gov.pk/about/who%20we%20are1.htm > 
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program in a remarkable time. Growth led by sustainable, sound, and innovative institutions 

is the best way to ensure that massive numbers of poor Pakistanis will have permanent access 

to diverse benefits of the privatization program. Decision makers and senior ministry official 

allocate public funds by invoking favouritism that entails great sacrifices and losses. And it 

happens when we add the sweeteners on the buying of goods and services or when we want 

to oblige any company or person. However, three important tenets namely increase in 

government funds, broadening and deepening capital ownership and the protection of 

employee’s benefits are evident even in overstretching state.  

Another objective in countries like Pakistan is that the any transaction should consider the 

benefits of some people at the exploitation of the whole society. Misuse and abuses of public 

assets for the sake of personal benefits is rampant in countries like Pakistan. Moreover, 

governmental employees take bribery to provide public utilities to people free or at cheaper 

rates. People can become the change agent by raising a voice for lending funds to bankrupt 

state-owned companies. Thus, privatization will be instrumental in curtailing all such forms 

of corruption.  

Privatization initiatives in banking were singled out for their success as they resulted in more 

efficient banking services, lower transaction costs, a wide range of services, removal of the 

need for equity injections, reduction in political lending and improved regulation. The 

positive impact on capital market leads to positive effect on consumer psychology for 

making investment. The negative consequences may be if proper restructuring has not been 

made then first time buyer may be at the loser’s side.  

The privatization process should balance the interests of major stakeholders by ensuring 

transparency and incorporating checks and balances in the system so that individuals may not 

affect the whole process. Independent parties should be given the task of property evaluation. 

One of the most important tenets of privatization is to attract foreign direct investment. It is 

important to note that governmental managers should channelize foreign direct investment to 

new dynamic projects rather towards the purchase of profitable enterprises. This is because 

the purchase of existing units does not lead to addition in capital stock of the country. 

The objectives of privatisation in Pakistan are common to many other countries, of the 

developing world. They include the need to reduce government debt by the sale of  

state-owned industrial and commercial units, to improve their profitability and performance, 
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and to make the role of government that of facilitator of commerce as opposed to a producer 

of goods and services. Other avowed goals include the strengthening of capital markets and 

the securities industry, increasing local savings, and broadening the ownership of economic 

assets through publicly listed companies.  

According to (Kemal, 1999), the major purpose of privatization in Pakistan to a maximize 

efficiency, investment, production, employment, physical and social infrastructures and debt 

retirement.  

2.5. Modes of Privatization in Pakistan 

The Privatization Ordinance specifies the following modes of privatization:  

 Strategic Sales Management through Open Auction frame 

 Asset Sales 

 Public Offering through Stock Exchanges 

 Buyouts (Management & Employees) 

 Concession Contracts 

Privatization may occur through any of the above mentioned methods but normally in 

Pakistan all the SoEs are privatized incompletely or completely is transferred to private 

sector through the following 6 ways have been used to employ privatization:  

 Sales of units through bidding process 

 Sale offered shares through the stock exchanges 

 Allowing Workers’ Management Group  to bid for the purchase of the privatizing 

unit  

 Sale to the financial institutions which are working on the Islamic principle, which 

raise funds for purchasing shares like modaraba, musharka etc.  

 Management contracts with modaraba companies,  

 Lease management contract which enable the workers to buy those companies in 

which they have worked within a specified period. 

 (www.privatisation.gov.pk | www.cssforum.com.pk) 4 

                                                            
4 More details are available at < http://www.privatisation.gov.pk/about/pc-process.htm > and  
< http://www.cssforum.com.pk/search.php?searchid=860829&pp=25&page=2 > 
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2.6. Steps in Privatization 

Following factors are important to note before describing the series of steps: 

 Percentage of shares to be offered for privatization 

 Management transfer Issue 

 Adoption of particular mode and mean for privatization 

 

The series of steps can be explained in this way: 

2.6.1. Identification 

Identify which unit to be privatize. The transaction proceeds in a way that the Privatisation 

Commission prepares a proposal summary after taking opinion from the relevant ministry 

and this summary is presented to the board. This proposal summary must be prepared on 

following grounds: 

1. Need of privatizing the said unit 

2. Outlines the method of privatisation 

3. A detailed guideline should be attached pertaining to the issues like pricing, 

reorganization, legal considerations, and the regulatory framework 

After a detailed review, the board endorses it and submit to the cabinet for final approval 

then the process starts.  

 

2.6.2. Hiring of a Financial Advisor 

In case of selling major and complex units (e.g. engineering units), board approves to 

appoint a financial advisor who may be an independent consultant. The hiring process is 

done by transaction manager. Board is responsible to finalize the terms of reference for 

hiring financial advisor after taking expressions of interest from the prospective financial 

advisor parties. Team is formed who evaluates the short listed firms for financial 

consultancy after submitting technical and financial proposals in a common format.  
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2.6.3. Due Diligence 

The third step in privatization is working on technical, legal, and financial due diligence. 

This step starts with identification of difficult legal concerns, technical worth of the units, 

state of the asset and examination of the accounts who is putting the bid for evaluating their 

worth. Transaction manager is responsible for all these steps in case of small transactions 

while in large and complex units the proposed mode is different so the plan is finalized after 

the approvals from the board, the CCOP, and the cabinet.  

 

2.6.4. Enacting any Needed Regulatory and Sectoral Reforms 

In the case of strategic and major transactions, regulated prices of the public assets both the 

input prices and output prices are the major determinant of the time, ability and the amount 

of proceeds. Governmental regulatory framework is important in this regard. 

2.6.5. Valuation of Property 

External firm option is used for evaluation of assets and value of the property that is to be 

privatized. The external firms are a primary option. Reference price of the asset is defined 

by the financial advisor. Secondly, the Privatization Commission contracts with an external 

accounting firm in the consideration of rules and regulations regarding valuation of the 

property. These rules and regulatory framework can be taken from the website of 

privatization commission. So, for the valuation of the property, it is imperative to reengineer 

transaction structures and how it is to put in the advertisement in the relevant media. In 

addition, suitable pre-qualification criteria for bidders are necessary for designing and 

implementing the procedures. Then, the fair price for the privatizing unit can be obtained.  

2.6.6. Bidding Process 

This step starts with giving advertisement for Expressions of Interest (EOI) in the media. 

The advertising procedure is detailed out in The PC Ordinance 2000. The advertisement 

procedure is not standardized. EOI states the broader qualification that a bidder must 

possess. A sufficient period of time is extended for Pre-qualified bidders for conducting 

their own due diligence. These parties are invited to a pre-bid conference for clarifying their 

inquiries and concerns. The prime purpose is ascertaining the ins and outs of the bidding 
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process. The important considerations are open auction, sealed bids, and combination of 

these. Government may want to offload the proportion of shares. The bidding process is 

arranged in an open manner as all bidders and media are invited. 

 

2.6.7. Post-bid Matters 

The task of Privatization Commission is to identify the highest bidder and a party with a 

good reputation in the market. So, PC board makes recommendation to the CCOP pertaining 

to acceptance or rejection of the bids. 

Finally, it is obvious that this process is cumbersome and lengthy for the sale of major and 

complex transactions. It is time taking due to ensuring transparency in the process. After final 

approval from CCOP approval for the sale of unit, 18 months are required to mature a 

transaction and close the deal. This time is in a case when no restructuring is necessary 

(www.privatisation.gov.pk). 
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Figure 2.3: Graphical Presentation of all the Steps in a Transaction with Transfer of 

Management or Sale of Assets or Business 

 

Source: Annual Report of Privatization Commission of Pakistan, year 2000, page 9 
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Figure 2.4: Graphical Presentation of all the Steps in a Transaction with Transfer of 

Management or Sale of Assets or Business 

 

Source: Annual Report of Privatization Commission of Pakistan, year 2000, page 10  
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2.7. Impact of Privatisation on Employment in Pakistan 

While studying the impact of privatization on employment, safeguarding the interest of 

employees is the most crucial element. This is viable if government boosts current employees 

group to put a competitive bid. GoP has transferred the management of 12 units to the 

workers management group through competitive bidding process.  

An effective retrenchment policy is a by-product of privatization which would fulfil the 

divergent goals of attracting investor interest and satisfying workers' concerns and attendant 

labour unrest. In response to this challenge, the GoP has offered fairly generous settlements 

to workers who choose to leave voluntarily. Unionised employees are offered voluntary 

retirement though a Golden Handshake Scheme which entitles them to their `legal' dues (e.g. 

provident fund, gratuity/pension, pay arrears) and four months extra basic pay is granted to 

the employee for every year of his service in the organization. The buyer of the unit is 

responsible for the so-called `legal dues' and the GoP picks up the salary payment. For 

officers and non-unionised staff, the corresponding scheme called the Voluntary Separation 

Scheme is somewhat less generous as only two months extra salary for each completed year 

of service is offered. Under this scheme too, the buyer pays not only the `legal dues' but also 

shares with the GoP in equal proportion with the salary payment. For employees who do not 

opt for the appropriate voluntary retirement scheme, the buyer must retain them on their 

original terms of employment; such employees shall also continue to benefit from the labour 

laws in force in Pakistan. In spite of these programs, union oppositions remain the norm in 

privatisations and a continuous worry for GoP planners. Employees are also permitted to bid 

for the units on sale provided they meet the Privatisation Commission's requirements 

regarding capital, technology and management. Such privatisations are rare, although the sale 

of Millat Tractors in 1992 can be cited as an example, a company which, incidentally, has 

done very well in its post-privatisation phase. 

When we say that privatization has improved the performance and productivity of the 

organization it obliviously leads to words higher lever of living but the on the other side of 

the picture it also effect the prices of the goods and services, and employment and wages.  

The economic performance of the privatised units after their sale has been mixed, with 

greater success noted in the banking sector than in the agricultural and manufacturing sectors. 

It may be observed that the poorer performers were often affected by economic depression in 
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their respective sectors. The GoP has benefited from privatisation by the reduction in 

subsides, by the revenues raised from the sales some of which have been used to retire debt, 

and by the relief from the risk and administrative burden of managing commercial 

enterprises. The stock market has benefited from the sale of 12% of PTCL and the listing of 

companies subsequent to privatisation. The social impact of privatisation has been positive 

overall. Private companies have a better record of providing schools, health and leisure 

facilities to their employees than their public counterparts.  

Some transactions are quite successful by transferring the assets to workers. These examples 

are Millat Tractors Ltd. and Allied Bank Limited. It is noted that better management 

practices and workers' benefits are the mainstays to make any transaction successful.  Kot 

Addu Power Company and MCB became successful by focusing on increase in salary and 

better working environment.   

In Pakistan, this seems quite difficult to make a real assessment of the privatization program 

due to the bureaucratic process and due to units sold in specialized public utilities sectors 

where the transparency is a big question. Despite all these, privatization is the only option to 

make the economic circumstances better in Pakistan. 

The positive side is this that over a period of time, defined rules and regulations are making 

the process more transparent and more competitive. Process of privatization should be 

expedited and rationalized by making sick industrial units more attractive. 
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2.8. Quick Look at the Past  

In contrast to the faster pace of privatisation in the commercial, industrial and financial 

sectors, there has been slow progress in the areas of public sector utilities and 

telecommunications. These privatisations are traditionally complex because of the need to 

establish a regulatory framework and also because the services they provide are not always 

based on economic returns but also cater socio-political needs. 

In terms of the commercial picture, both WAPDA and KESC face the problems of 

overstaffing, line losses, and bad debts. Moreover, given the problems of over-supply of 

electricity and the fact that the GoP is bound to purchase a certain quantum of power from 

the IPP's, it may be difficult to generate investor-interest in the future privatisation of electric 

generation companies. 

The oil and gas sector also presents the GoP with the challenge of establishing an effective 

regulatory framework. In fact, when shares of government-owned Sui Northern Gas Pipeline 

Ltd. (SNGPL) were offered to the public in 1992, only 15% shares were subscribed, the 

primary reason being the absence of a regulatory regime and adequate tariff framework. The 

Gas Regulatory Authority Ordinance, 1997 has established the National Gas Regulatory 

Authority to issue licenses and regulate tariffs for gas companies. With the passage of the 

Ordinance and the appointment of a financial advisor for SNGPL, the GoP will be in a 

position to offer a strategic trenched in the company In the transport sector, the privatisation 

of the national carrier, Pakistan International Airlines (PIA), has been stalled following the 

sale in 1988 of 10% of the share capital. The focus now is on first selling the non-core 

investments of the airline in hotels and the poultry sector. The handling of the privatisation of 

PIA has led to criticism that the GoP is ambivalent about the privatisation process. It may be 

more appropriate, however, to treat the sale of the national airline as a special case, both 

because it is seen by many in the establishment as a strategic asset and also because of its 

role in providing subsidised services to sectors that may be neglected by a purely commercial 

airline. 

As noted earlier, the GoP's commitment to privatisation remains strong and it has given the 

Privatisation Commission a heavy agenda to complete under a statutory cover that is 

expected soon. The overriding challenges are the privatisation of utility companies in the 

electricity and gas sectors; successful sales in these areas will depend on the role and 
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performance of the regulatory authorities which have been established. In the 

communications sector, if the GoP offers a significant strategic stake in the PTCL sale, this 

will send a clear message to investors that it is serious in letting go of state control of 

enterprises. The retention of sizeable government holdings in the past has justly alarmed the 

market about future state interference in the units offered for sale. Privatisation in the 

banking sector has had a successful history, except for First Women Bank, in which special 

circumstances put restrictions on the sale on policy grounds. Bankers Equity Limited (BEL) 

closed due to fraudulent behaviour of the party that has purchased this unit. Judgements of 

Supreme Court are necessary to consider who has advised GoP to ensure the Islamic banking 

system. 

Due to corruption and bureaucratic attitude and non-compliance of privatization 

commission rules and regulations the performance of privatization commission is very 

poor as 51 units have been shut down out of 129 during the last 16 years. The classic 

example is Schon Group.  

In the case of engineering units, management and technical expertise are dire need. This 

sector has already a shallow base in Pakistan; moreover non-professional attitude of 

privatization commission was a big blow to make the situation more worsened. D.G. 

Khan Cement and Maple Leaf Cement started exploiting consumers in cement market. 

Two big units MCB and DG Khan Cement were given to Mian Mansha and three units to 

the scandalous Schon Group. Other cases of failure in Pakistan are National Fiber, Bankers 

Equity, Zeal Pak, Naya Daur and some other classic failures still cast their dark shadows on 

Pakistan’s national economy.5 

It is evident that many loopholes are in the privatization policies of Pakistan and this 

seems to be a complex exercise in Pakistan.  

Following measures are important to boost the performance of privatization commission: 

 Process should be transparent, 

 Defined regulatory framework is necessary, 

 Before selling, making the sick industrial units successful and attractive, 

 Put long run national objective in front rather vested political interest. 

                                                            
5 More details are available at < http://www.cssforum.com.pk/css-compulsory-subjects/pakistan-affairs/ > 
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In addition, sufficient amount of time should be taken for the scrutiny of investors and 

sequencing and timing is also important (Hasan, 2003).   
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CHAPTER 3 

Emergent Thinking on Privatization 

 

The elation over privatization, if there was ever one, outside of the World Bank and the 

International Monetary Fund and the prospective beneficiaries like domestic and foreign 

entrepreneurs, is moving back as countries search for to discover more creative ways of 

combining the activities of the private and public sectors in a way that maximizes inclusive 

growth and generalized welfare gains in the long term.  Moreover, the experiences of Europe 

and Asia from the past have been specified along with the other conditions under which 

privatization are likely to succeed. 

3.1. The Determinants of Privatization 

According to Bortolotti, Fantini & Siniscalco, (2000) and Rammamurti (1992) the major 

determinants which leads towards privatization are defined in five categories and the 

probable quantity and quality of privatizations also dependent on these groups. In general, 

first is the political environment of any country because government has different objectives 

and want to increase sales but with less profit. Secondly, inflexible budget limitations: 

although the different countries have diverse priorities but generally budget constrains 

prompt the privatization so that the money can be utilized for the payments of loan (internal 

and external) and government can also save money from the subsidies which it has to inject 

in the SoEs. Third major determinant is the legal protection of the all stake holders because 

it is also observed that wider ownership protects the rights of stake holders more. Fourth is 

the stock market liquidity for the reason that government ownership limits the liquidity of 

the shares but private ownership wider the stock market liquidity. The last and very 

important determinant is that which is generally explains the plus point of privatization as 

well is control and management. It has been proved from many empirical studies that 

private ownership performs better and proves good management as compared to SoEs. 

Normally it is perceived that the scope is not determined due to the size of the government 
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rather it is decided by its major determinant which is mentioned above. The first and second 

plays a more crucial role in the decisions, for instance what to privatize and how to privatize 

and under which method it should be privatized? 

The last three are mainly decide the total revenue to be collected and the volume of 

privatization in the country.  Further, the more energetic privatization program sometime 

positively correlated with the short-run price and production instability.   

But on the other side these things reduce welfare; if the privatization agencies  design a 

comprehensive plan and policies to work then it will reduce the short run impact and more 

favourable for the all the stake holders. Consequently, the large number of private 

ownership/producers stimulates proper distribution of production levels which ultimately 

leads towards welfare of the society (Goodhue, Gordon & Simon, 1998). 

3.1.1. Size of the Firm and Privatization 

Very few researches have discussed the impact of size of the firms on privatization. 

(Ramamurti, 2000) enlighten that the two factors which probably can decide privatization at 

the firm level. First, firm size is significant, because small SoEs can be privatized more 

effortlessly than large SoEs. Local investors are more expected to be able to afford small 

firms, whose management also involves fewer managerial and technical challenges. 

Secondly, all those SoEs which are previously in private ownership have more probability or 

chances to be privatized as compared to those who are in the state control from the very 

beginning.   

The privatization of small firms also is likely to create fewer political problems as such firms 

are less visible, their workers have less political influence, and their sale does also not create 

much impact on the government (Frydman, Earle & Rapaczynski, 1994). Empirical evidence 

shows that small firms usually were privatized before medium or large SoEs in both 

developing countries (Vuylsteke, 1983).   

One thing is definite that the volume of privatization has increased in emerging economies  

from US Dollars 8 billion in 1990 to about US Dollars 65 billion in 1997 and doubled even 

after that (Dharwadkar, George & Brandes, 2000). 

Even though abundant literature is available on privatization but not a single research 

clearly mentions that how much we should privatize and which sector. As discussed by 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  36 

Brada (1996) that the dimension of the private sector in transition economies is complex to 

determine. It is not easy to define and identify that whether a firm is public or private 

because in most of the cases, some time when government privatized a company it holds it’s 

a number of shares which are not offered for sale to retain some portion in management 

fully or partially. In this way the total size of the private sector is not as much as it is 

reported. It ultimately increases the conversion efforts by the government in transition 

economies. 

Simultaneously, the government’s official figures not pass the correct data or fail to measure 

many of unreported or under-reported productions of small private businesses and 

entrepreneurs or self-employed individuals. 

So he was of the view that private ownership industrious assets are measured partially by 

the size of privatization and to some extent by the methods used to privatize assets.  

Besides all another observation is that where privatization has not yet move forward  up to 

the low value transactions and small retail, agricultural industry, local business and service 

concerns, where foreign ownership is limited, most of the firms are in the firms are mostly 

in the hands of owner-operators. 

 

3.1.2.  Pricing 

There is not much literature available on pricing techniques and its types which can be used 

in privatization. According to Megginson (2000) findings usually governments intend to 

get uppermost possible price when they sell SoEs either straight to a single company or to 

a group of investors. In order to attract investors or share holders normally country offer 

SoEs intentionally at that price which is not above the market price. This strategy gave 

them a short- term capital gain and it becomes a source of motivation for them as well and 

this happens in most of the cases in Pakistan as well. An example is Deutsche Telekom, 

whose initial public offering (IPO) when offered for sale its price was far below then its initial 

trading price and consequently 2 million German investors who become its share holders.  

Another approach adopted by the government is to offer discounted prices for the shares 

and some other benefits to the workers of privatized companies as in the case of Argentina 
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where government offers 10 % of the total offering restricted just to the company’s 

employees in the privatization of oil giant YPF.  

Moreover, sometimes states restrict the involvement of foreign investors in share issue 

privatizations, despite the fact that they hardly ever prevent it completely. In a nutshell, 

policy makers give the impression to encourage political hold for economic reform programs 

together with further privatizations. 

According to Megginson, Nash, Netter, & Poulsen (2004) the price has a direct relation with 

the characteristics of the company which is to be privatized and mainly the structure and 

status of the capital markets which also comprise on the corporate governance system of 

country. Quiggin, (2002) says that under-pricing public sector IPO sometime offer prices of 

shares fixed lower than their market value of shares. What is the reason behind it? 

 To avoid failed float,  

 To give favour to buyers in some cases higher then market value is also charged. In Australia, 

price charged for Victorian Electricity Distribution was unreasonably high. 

3.1.3. Impact on price and quality of services 

According Quiggin (2002) analysis, privatization has direct impacts on prices and service 

quality, although negligible. However, in privatization of monopolies where prices were 

regulated by government, service quality did suffer. But with more rigorous and invasive 

regulations, it seems that lowering of service quality was made difficult for such privatized 

firms. There it is difficult to put blame on the new owners.  

Finally, Jelic, Briston & Aussenegg, (2003) discussed, a very significant component of entire 

amount of world investment consist of privatized firms. The total market value of privatized 

firms is increasing in every decade which mainly of belongs to emerging markets, articulated 

as a fraction of GDP. 

There was also a turn down in the safety and consistency of infrastructure services and their 

quality. Large number of workers documented that after privatization the stress, working 

efforts, speed of work and timing of work has been increased and only ten percent people 

responded against it (Morehead, Steele, Alexander, Stephen, & Duffin, 1997). 
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3.2. Reasons of Privatizations 

Though privatization stands for growing the responsibility of private sector in economic 

activities and it participate larger on market systems and mechanisms yet it is a comprehensive 

socio-economic and political philosophy. Generally speaking, government takes privatization 

stance to reduce the burden on government in terms of under utilization of resources, growth in 

government bureaucracy, to strengthen competition, to improve public finances, provide 

funding to government infrastructure, provide accountability to shareholders, to reduce 

redundant interference, improving the quality and quantity of services in terms of management. 

Implicitly, privatization is the termination of public programs and separation of state from its 

manufacturing and other different kind of corporate activities. According to Starr (1988) 

privatization is the transfer of public assets to private sector through different means like sale 

or lease of government land, infrastructure, and other different ventures.  

So as an alternative the government has more options to provide better services to the 

community and business sector instead of involving it in producing goods and services, for 

example, through contracting-out , vouchers or let out them. 

In the end, privatization may be in the form of delegation of power and deregulation of entry 

in certain business sector or activities which were in the past considered as public 

monopolies. 

Reasons of privatization can be categorized as follows: 

 Firm Level Accounting Reason 

 Economic Reasons 

 Political Reasons 

 Social Reasons  

 

3.2.1. Firm Level Accounting Reasons 

Megginson, Nash, & Randenborgh, (1994) study the performance of 500 largest non-U.S. 

mining and manufacturing organizations to examine their relative results to know 

performance of private firms in comparison with SoEs and mixed enterprises (MEs). 

They have presented very burly support that within a controlled environment private 
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sectors firms perform extraordinary better then state-owned and MEs in term of profit 

and efficiency. 

On the whole, large numbers of studies have empirically tested and concluded public 

vs. private ownership while measuring accounting performance channel that 

privatization increases efficiency. For example the World Bank study by Galal, Jones, 

Tandon, & Vogelsang (1994) also concluded that after privatization the performance of 

twelve companies which mainly belongs to airlines companies and regulated utilities in 

Britain, Chile, Malaysia, and Mexico has increased efficiency the in this case the study 

found net    welfare gains in eleven of the twelve cases.   

Martin & Parker (1997) observed 11 British firms who were privatized during the 

period of 1981-1988 and check the impact of privatization on their profitability and 

efficiency and documented varied results. According to their study more then 50% SoEs 

proved better performance when their business cycle efforts are adjusted. Moreover 

another study within the U.K. conducted by Eckel, Eckel & Singal, (1997) strengthen the 

previous results and examine the changes in British Airways' (BA) 1987 privatization 

against its competitors. They examined the stock prices and rates on different routes 

where company compete openly with its foreign airlines and found that a seven percent 

increase in BA shares as compared to it competitors and this gap increased in later 

years. Privatization is not the only rout cause of this success but most important among 

all. 

Simultaneously, we observed the impact of privatization on the basis of accounting 

performance European countries, the study of Barberis, Boycko, Shleifer & 

Tsukanova, (1996) of 452 Russian retail shops who were privatized during 1990s 

documented that new ownership resulted positive impact on the performance of these 

firms. The researchers concluded that private ownership and management increase the 

probability of worth-mentioning restructuring but this happens due to the increased 

incentives to the existing workers, no new induction or new human capital was   

involved in this economic conversion. 

Another worth mentioning empirical study to judge the impact of performance after 

divesture has done by La Porta & Lopez-de-Silanes (1997) with a sample of 218 

Mexican SoEs. They evaluate the profitability, employment, and efficiency levels of the 

privatized firms and found the companies who were previously SoEs quickly secure the 
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high performance gap as compared to their previous results after privatization. Output 

improves fifty four point three percent although they did not increase any capital 

expenditure after divesture. Similarly sales per employee approximately twice as 

compared to pre-privatization but the total employment lever reduce 50% blue-collar 

and white-collar employees. 

A further value added research of Ramamurti (1997) who studied Ferrocarilla, 

Argentinos, the Argentine national freight and passenger railway system during 1990 

after its restructuring and privatization. His results proved a hard to believe 370 percent 

enhancement in the performance of workers and their productivity as well as a 

prominent decline i-e 78.7% in the employment level of the organization and he gave 

the whole credit to this increase in performance to privatization which was hard to 

achieve previously as a SoE. 

Bortolotti, D’Souza, Fantini & Megginson, (2001) studied the post privatization 

performance of thirty one national telecommunication organizations in twenty five 

countries who were privatized during the period of 1981 to 1998 but through the mode of 

public share offerings. They evaluate the pre and post privatization results of their sample. 

After a comprehensive analysis they were of the view that the firms improve significantly. 

Using pre-privatization versus post-privatization comparisons, and find that profitability, 

output, operating efficiency and capital investment spending increase significantly after 

privatization, while employment and leverage decline significantly.  

The study of D'Souza and Megginson (1999) based on the seventeen national 

telecommunications organizations during the phase from 1981 to 1994. They judge the 

post privatization performance of those companies who are divested through share 

offering and found the same results as mentioned in the previous studies. The 

privatization increases the profitability, productivity, operating efficiency, capital 

investment spending significantly but a declining trend in leverage and employment 

besides a significant increase in the salaries of existing employees. These increases 

boost the motivational and commitment level in the organization which ultimately leads 

towards higher capacity utilization. 

Concluding focused empirical study, D'Souza and Megginson (1999) analyzed 

seventeen national telecommunications companies who were privatized through share 
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offerings during the period of 1981 through 1994 and found credible statistics 

privatized firms in term of increase in profitability, output, operating efficiency, capital 

investment spending and average salary of employees but the leverage and the 

employment decrease insignificantly. 

Previous researches which were conducted to know results and impact of privatization on the 

financial and operating performance of firms through share offerings observed the same results 

as mentioned above. In the era of early 1990s mainly the workings of Megginson, Nash, & 

Randenborgh (1994); Boubakri and Cosset (1998) and D’Souza, & Megginson, (1999) 

evidently specify that the move of SOE to private sector resulted drastically progress in the 

performance of companies.  

The above cited researches used the same methods for analysis and their findings are 

almost similar and they strongly propose that privatization is a most dominant and 

powerful tool to increase the firms behaviour and its performance. 

All the way through discussion we can end by giving the circuitous evidence that the all the 

positive results and increase in performance which the researchers have observed and 

documented is due to the improved efficiency gains because of the greater incentives rather 

then the misuse of market power or exploitation in prices.  

Cuervo & Villalonga, (2000) indicate that normally privatized companies perform better 

as compared to SoEs and it also improve  the companies’ working, its management, 

working dimensions, objectives, better incentives and efficient control on average. 

Obviously due to healthy and strong competition in the market the profitability and 

employment reduces but not in all cases. Where there is an independent monitoring and 

regulating groups and organization exist, output of the firms increases significantly. 

But in those firms where government ownership exists, there is an increasing trend in 

leverage and due to the price regulating authorities the profitability of the firms. But the most 

realist concept is that the final efficiency gains and boost come from change in the behaviour 

of the employees due to good incentives and increase in productivity rather than due to 

reduction in the employment level and profit of the privatized firms show significant 

improvement due to the reduction in cost not due to increase in sales prices. 

At last we can say the major increase in the performance of the firms comes from the 

improvement in management and regulations in private ownership rather than the 
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privatization factor alone as it happens in the case of telecommunications industry observed 

by D'Souza & Megginson, (1999).  

 

Impact on Research & Development (R & D) 

Research and development is an integral part for the growth of organization, Constantly it 

is observed through different researches that privatization increase the performance of the 

organizations, subsequently it is expected that same effect should be experienced in 

research & development as well soon after privatization if it is measured as a separate 

factor. Other than that it is also a fact that R & D is not a short-run phenomenon, its 

impact normally observed in long run time period due to change in management and their 

policies, organization’s previous experiences and lack of existing culture. Munari & 

Oriani (2002) documented their research to know the effect of privatization on R & D. 

Their research analyse the connection between R&D investments and Tobin's q on the 

basis of sample which consists of forty organizations. Out of the total sample 50% were 

privatized in Western Europe and these were compared with their own countries publicly 

traded organizations at industry level and their results demonstrates that the impact of R&D 

investments on the basis of Tobin’s q is more in publicly traded organizations as compared 

to privatized firms when these were compared in a period of 5 years after privatization. It 

means that for a newly privatized firm the impact of R & D can’t be observed in short run 

and its assessment goes down by the stock market which is deferred on companies R & D 

performance.  

Another observation is also documented by Liebenstein, (1966) he is of the view 

improvement in performance does not always indicate the increase in efficiency.   Because 

those firms who are not fully privatized and retain their monopoly power still enjoy the 

monopoly benefits and prove good although they are not much efficient.   

This is highlighted in the case of the recently privatized U.K. water industry, where, by 

virtue of the essential nature of the product, managers could not be left to follow the 

interests of the new shareholders exclusively.  
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3.2.2. Economic Reasons 

Many researches explain the economic reasons of privatization and discuss the motive 

behind it. Huge literature is available on the economic theories of privatization and its 

impact on the management, government ownership on the productivity and resources. 

Generally people who are in the favour of privatization ask a very general question how 

we define the functions of a government. And usually the answer is to promote 

efficiency and effectiveness in country for the welfare of the people.  

 

Effects of privatization on productive efficiency 

Many empirical researches directly focus their study on the impact of productive 

efficiency on the privatized firms. Moreover, the government’s role is to perceive the 

need to regulate natural monopolies, and help supply public commodities and services 

like defence of the country, provide and facilitate education, infrastructures and in those 

parts where public good are required to give information. Privatization is likely to give 

major positive effects in those areas where the government sector’s role in decreasing 

market failure is the weakest, like government ownership in the non competitive market 

that can easily be competitive.  This is also strengthened by Sheshinski & Lopez-Calva 

(1999) who have empirically tested and concluded that utmost gain in efficiency is 

achieved when the government ownership is transferred to the private sector and 

privatized firms enter competitive market structures.  

But on the other hand Shirley & Walsh, (2000) view is different. They say that 

competition may strongly effects the performance of SoEs. The increased competition 

in global environment, motivate the public enterprises to increase its productivity 

without privatization because it may be forced them to respond towards the pressures 

which leads towards the maximum productive efficiency. 

Ramamurti (1992) clarified  major economic reasons which mostly viewed in literature are 

increased budget deficits, huge foreign debts and countries dependency on international 

donor agencies   like the World Bank and the IMF. Economic explanations for privatization 

in developing countries can be divided into two types, proximate and enduring causes. 

These are the short term and long term effects which include the following:   
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1) Fiscal Pressures on Governments: Countries studies indicate that if a sufficient 

volume of state assets is sold, the government can gather in an organized sum of 

money in the short run. Most of the developing and under developing countries gave 

this explanation for pursuing privatization. They would have higher budget deficits as 

a share of GDP than those not pursuing it. 

2) International Pressure on Governments: Another proximate cause for 

privatization is the pressure applied on developing countries by international donor 

organizations such as the World Bank, International Monetary Fund (IMF), and the 

US Agency for International Development (USAID), to pursue this policy as part of a 

package of economic reforms, (Aylen, 1987; Babai, 1988). 

3) Excessive Use of SOEs:    Pryor (1976) and Jones & Mason,  (1982)  have shown 

that economic factors such as capital intensity, high market power, natural monopoly 

conditions, high economic rents, and externalities are associated with the occurrence 

of SoEs in a wide range of countries. But, in varying degrees, countries created SoEs 

in industries where these economic characteristics were not present. 

4) Dissatisfaction with SOEs: This long-term explanation is based on the argument that, 

over the years, governments have become disillusioned with the performance of SoEs 

and learned that the inefficiencies associated with state ownership were higher than 

expected. Thus, it is argued, governments have discovered solutions to the   failure of 

SoEs.   

5) Obsolescence of SOEs: Another long-term explanation for privatization is that it is a 

realistic response of developing countries to changing conditions that have made 

SOEs less necessary than they were a few decades ago, (Vernon, 1988). Privatization 

is sometimes seen as a strategy to reduce the power of labor unions, since unions tend 

to be especially strong in SOEs as compared to the private sector. 

Manufactures that operate in a competitive market structure are forced to reduce the cost and 

raise the production up to the stage where it can achieve the minimum Marginal cost due to 

market forces. Privatized firms behave correspondingly. When they operate in a competitive 

environment they try to increase output and reduce the cost but subject to the condition of 

favourable impact on employment, real wages and investments. 
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Likewise, where the market is not competitive and it is monopolistic in behaviour, the 

manufacturers limit, their production to the level where prices go above the marginal cost. 

In this way privatization is the source of transference power to the private sector which is not 

political from the state ownership. On the other side a major reason of privatization is to use 

it as a political strategy because in this way, government reduce its burden and shifts to the 

private sector which is more efficient and provides the commodities to the market in an 

optimum and competitive way. 

Another significant driver is the start of macroeconomic crises at state level for privatization, 

like in case of hyperinflation and severe issues regarding balance of payment. On the other 

hand in transitional economies, a change in ideology also matters besides the macroeconomic 

crises as mentioned above. Moreover, the major drivers of privatization in Latin America, 

Eastern Europe, and the former Soviet Union, are falling currencies worsened issues in 

addition to balance of payment. 

According to the Babai (1988) Bruno (1996), Ramamurti (1992) privatization is used as an 

effective solution at the time of economic crises because state enterprises are sold to the 

domestic and foreign investor for money in the form of local/foreign currency and this 

practise is also instructed to them from the international donor financial institutions as the 

IMF and the World Bank, as a remedy. Because these institutions gave loan to them and 

sever as a last-resort and this is evident in most of the countries. Different researches claim 

openly that most of the developing countries privatized due to macroeconomic crises but on 

the other hand those countries that are not facing macroeconomic problems normally 

privatize their SoEs at very slow pace for example Asian countries such as China, India, In-

donesia, and Korea. 

Ideological commitment in favour of privatization was stronger in some countries (e.g., 

Czech Republic, Hungary, Russia), however, than others (e.g., Poland, Slovakia, Bulgaria). 

The lack of this ideological commitment in such countries as Cuba and North Korea 

explained the absence of privatization in these countries, in spite of reduced macroeconomic 

performance. Many of the empirical researches proved that the country’s political as well as 

economic environment play a vital role in the improvements of firms financial, operating and 

economic performance and have direct positive relation with each other. Biais & Perotti 

(2002) also strengthen this thought like other several empirical studies. 
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In areas of East and Southeast Asia, most of the countries’ political leaders were forced to 

privatize the public sector in order to improve their foreign exchange reserves and to gratify 

international donor conditionality during the time of currency crises in 1997-1998.  

Naturally, many of the countries like Indonesia and Korea were concurrently privatizing 

programs in 1998, and, to remain away from economic trouble alike its neighbours. China 

also started unique and determined plan of privatization and restructuring in 1998. At the end 

we can bring to a close that SOEs in countries who were facing a macroeconomic crisis are 

more expected to be privatized than SOEs in countries with steady economies. 

 

A Snapshot of Privatization in South Asia   

In South Asia, the three biggest reasons identified for privatization are:  

1. AN increased economic democracy due to the better  private initiatives in economic 

actions, 

2. Accomplish eminent stages of economic growth and employment, 

3. Lower down their budget shortfalls. 

It’s not conditioned that always the SoEs when privatized will lead towards increased 

performance but when a public sector company is offered to the general public with small 

amount of shares, its performance increased but after a certain stage large public sector 

enterprises did not show improved performance. Given the dismay performance of SOEs in 

general in centrally planned economies such as China, it seems that the government actually 

plays some important and supportive roles for SoEs (D’Souza, Megginson & Nash, 2001). 

A comprehensive review is presented after the sub-regional workshop on privatization in 

South Asia in Katmandu by Joshi, (1999). He is of the view that it’s not possible to give a 

complete model to set the standards and methods for privatization.  The types, modes and 

techniques of privatizations mainly depend on the countries’ political and social environment 

or it can be tailored made as well. But a very common thing for all privatization programs is 

that it should be clear as crystal and transparent. And government should established political 

commitment to give realistic promises to the investor.  So a successful privatization program 

must take care of stake holders’ interests as well and it requires the help of institutional 

mechanisms as well in a creative manner.  
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Subrahmanyam & Titman (1999) and Boubakri & Cosset (1998) have observed 

thoroughly the connections between market development and economic efficiency.  

A larger and much more energetic market in South Asia is considered that which give more 

efficient and reliable information. In this way privatization has changed the pictures of many 

countries in the world’s economic scenario when they reduced their fiscal burden. But this 

observable fact has also elevated many significant fiscal and monetary issues. From the last 

some decades, the world’s economic landscape has been changed drastically due to 

privatization. But additionally the shift of public ownership to private hands privatization 

may also describe the organizations access in competitive markets disciplines. Eventually the 

company will strive through in the competitive markets to attract the customer, markets share 

and investors and this will increase its efficiency and profitability and the route cause of this 

improvement is privatization from the country point of view according to Beck, Demirgüç-

Kunt, & Levine, (2000) market development leads towards the increase in per capita GDP 

because there is a positive correlation between them. 

D’Souza, Megginson & Nash, and (2001) study the relationship between employee share 

ownership and performance of the privatized firms and observed that the employee share 

ownership also amount of employee share ownership may also have added effects in the 

improved performance of company after privatization. On the other hand,  Boycko, Shleifer, 

& Vishny, (1994) concluded  in theory the impacts of employees share ownership are in 

doubt to support value-maximizing restructuring efforts, similarly the work of Barberis, 

Boycko, Shleifer & Tsukanova. (1996) observed the same relationship and strengthen the 

previous research that equity ownership by employees does not support the post privatization 

performance improvements. Nevertheless, Smith, Vodopivec & Cin (1997); and D’Souza, 

Megginson, & Nash (2001) concluded and recognized a considerably encouraging link 

among sales and employee share ownership and a significantly downbeat liaison between 

leverage and employee share ownership.   

Although it is not yet understandable why privatization increases the performance of the 

firms but it is now crystal clear and well recognized thought that (SoEs), particularly which 

are privatized through public share offering , usually direct the increase in the performance of 

the firms not only in developing but also in developed countries as well. But all the academic 

researches still did not clarify the separate and identifiable impact of competition, regulation, 

and ownership structure on the performance of privatized companies.  
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After a detail study of accessible facts from literature based on the impact of privatization 

proposes as far the economic reasons and its performance on privatized firms there is not a 

clear result but they are mixed, show good as well as bad performance of SoEs after 

divesture. Though, privatization it does not mean that with change of ownership though 

privatization, the company will not assure the overnight improvements in its economic 

efficiency,  particularly when there is a lacking of good macroeconomic environment and the 

units which are privatized are loss-making enterprises then the growth of privately owned 

enterprises are in doubt. But a considerable emphasis must be given on the cost of 

privatization in term of closed units. It does not mean that every sick unit can be improved 

after divesture, the government and all stake holders of the firms must considered the 

practicality of their expectations and process of privatization is not without some cost, as in 

case of Pakistan out of total 129 units which are privatized during 1990 to 2005, fifty one 

units closed after privatization. 

According to Salih (1999) privatization was started in 1987 in Sri Lanka as a policy of the 

government in order to trim down the financial burden a number of SoEs of the government 

and secondly the most common objective is to increase the efficiency, profitability and 

productivity and this has been evident through enormous empirically tested studied. But 

apparently the bigger size of most of the privatization program has its own implications and 

the country has to bear different important economic and political penalties. Privatization 

programs, both in Western and Eastern Europe and in developing countries, tend to be 

concentrated in time, involve the creation of disperse shareholdings, and result in the quick 

transfer of ownership over a significant amount of corporate assets. Theoretical results are in 

line with huge body of recent empirical evidence. It could be interesting to confront our 

model with data even more directly, on the basis of results from previous empirical studies. 

Privatization increases profitability. (Bortolotti, Fantini & Siniscalco, 1999; Jones, 

Megginson , Nash & Netter, 1999; Megginson, Nash & Randenborgh, 1994). 

Anderson, Makhija & Spiro, (1997) study the relationship between forty one privatized firms 

who hav foreign direct investment with nine hundred and forty seven those who don’t have 

foreign investment in Czech, and found the significant more improvement in ROE of those 

firms who have foreign investment as compared to the others while Smith, Vodopivec & Cin 

(1997) proved similar results in their research consist of 3,792 privatized firms from 

Slovenia. They are of the view that foreign ownership has documented a more positive 
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impact on the profitability of the firms but have reverse relationship with leverage and it 

decreases the leverage after privatization.  

Manandhar & Bajracharya (1999) study the privatization in Nepal and concluded that 

in their country foreign direct investment has improved significantly after privatization. It 

is a need of their country and lots of national benefits can be achieved through it. According 

to their opinion like many others that government’ role will be limited after privatization and 

it can emphasis more efficiently on public welfare task but the work and functions of private 

sector will be increased. In this way with the help of privatization governments mainly 

articulate many foremost policy objectives like reduction of financial and administrative 

burden through efficient operational working of privatized firms and in this way government 

also involve the private sector in the ownership and management of public enterprises. 

Omran (2004) documented dissimilar results in Egypt and found no significant upgrading in 

their performance SoEs after privatization while comparing the change in companies’ pre and 

post privatization results. 

3.2.3. Political Reasons 

Governments have their political goals which are normally providing employment, and 

wealth of shareholders, and maximizing profits, (Megginson, 2000). The detail is as 

follows: 

 

Political Preferences 

Large scale privatization programs are frequently connected with the leadership of  

market-oriented politicians as in case of Thatcher's government in UK. A different 

imperative aspect is the government commitment and honesty when we observe the political 

economy of privatization which is supported by its capability to organize the support of 

private investors. And this strength of the government depends on many other factors, for 

instance, standing of the government, the presence of restraints on policy reversals, how the 

state executes different economic policies, etc.  

Trustworthiness is very much important in order to get good and favourable financial success 

in privatization, in view of the fact that no investor could be willing to pay a government 

which is not credible (Kikeri, Nellis & Shirley, 1992). Nevertheless, all those countries who 
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are politically stable, privatization will achieve maximum objectives because trustworthy 

government should for that reason be connected with more sales and more revenue.  

Generally, political governments are voter-oriented the amount of privatization is large 

enough because the over employed public organizations did not achieve their desire results 

and need restructuring then privatization serve as a remedy of their problems. But on the 

other hand the self-centred governments did not prefer it too much because they want to 

maximize profits which ultimately reduced their motivation towards privatization and this is 

one of the major reason due to which the government policies ignore the encouraging 

characteristic of employment which can be easily increased through restructuring (Boycko, 

Shleifer, & Vishny, 1996). 

But Börner (2004) findings are dissimilar with results of Boycko, Shleifer, & Vishny, 

(1996) he is of the view that self-interested governments are not motivated towards 

privatization and the major stress of his study is to give explanation of reasons of 

performance improvement after privatization. He argued that most of the political 

leadership are highly inclined to boost the employment level in the country and it is 

obviously hard to achieve this target with increased level of privatization. How can the 

government pressurize reduction of national unemployment when a large number of SoEs is 

privatized?  In the current scenario, the political governments have to perform more 

and more accomplishments like the option of the privatization price and the 

redeployment of income of the SoEs. All these factors must be considered while 

taking the privatization decision. Furthermore, it is concluded that different types of 

government are considered to have different objectives. In this way we can 

segregate the pressure of different government objectives which effect the 

decisions of the privatization whether it is due to political power or 

governments profits.  

Companies are considered as regulated where government is directly involved in monitoring 

as compared to those who operate in non-regulated sectors. Because of government 

interference, companies who operate in regulated sectors earn low profit as compared to 

those who work in 'non-regulated' industries. But their low return is consistent in the long run 

as well with findings that reorganization and privatization of regulated firms, such as natural 

monopolies, seem to be more complex and time consuming than in their counterparts (Galal, 

Jones, Tandon, & Vogelsang, 1994; and D’Souza, & Megginson, 1999).   
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After a long discussion we got this impression that institutional structure is build by a 

persistent and regular privatization program. Although it’s slow but surely it happens by 

forcing a resolution of political and legal reservation which ultimately leads towards obstruct 

equity market development. Investors’ assurance and confidence is eventually boosted. As 

the privatization proceeds, this development approximately seems to have an effect 

accordingly. 

As the privatization institutes more multinational ownership and can by themselves 

determine political risk by helping to surmount political confrontation to market 

improvements and their outcome, it may be the reasons of its success. 

With a view to shrink political risk of future policy and how a large privatization program 

may be designed, a simple model was designed by (Biais, & Perotti, 2002).  

When large number of shares with different features will be available in the market then 

surely it will attract to the middle class people and in this way their choices may be shifted 

towards equity investment.  As a result of all these structural move changes political balances 

which ultimately provide a consistent political support in order to reduce the chances of risk 

for equity investment and equity premium at the same time enlarge the market capitalization 

and strengthen market reforms. 

 Jones, Megginson , Nash, & Netter, (1999) analyzed the relationship between pricing and 

share allocations associated with the privatization sales and gave empirical supports to their 

arguments.  

Bortolotti & Pinotti, (2003) argued that political preferences are used as an alternative 

measure for selecting the privatization methods. Although if all types of government 

privatized their enterprises then only that state will be successful whose program is designed 

in such a way which extends the maximum share ownership. 

Perotti & van Oijen (2001) investigate and their findings show an important indirect impact 

on local stock market development from beginning to end the resolution of political risk in 

emerging economies’ privatization program.   

They argued that a constant and persistent privatization program shows a most important 

political experiment which slowly determines indecision over political promises to a market-

oriented policy and simultaneously to regulatory and private property rights. Growth in 
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privatization is linked with progress in apparent political risk and that these developments  are  

drastically  well-built  in  privatizing  countries  as compared to  non-privatizing countries,  

this shows  that  the  motion  of  such  risk  is  endogenous  to  the  privatization procedures.  

Additionally their findings suggests that all these transformations in political uncertainties 

normally directed towards a  powerful consequence on local stock market expansion and 

surplus proceeds in emerging economies, signifying that political risk is a priced issue.  

It is concluded that, for the speedy development of stock markets in promising and emerging 

economies of the world, the resolution of political hazard followed by a successful 

privatization is a significant source. The local market growth can significantly and possibly be 

benefited by privatization sales. 

Privatization in bulk has dual impact on the economy one is positive and other is negative. 

The first impact is to increase investment options for all classes of investors especially local 

investors because they may have now a diversified portfolio. Correspondingly, it will create a 

positive effect on the risk-sharing function of the market which ultimately tends towards 

market deepening in the developing countries mainly where local investors are not having 

expertise diversification which they have to do for capital controls. Secondly the mass 

privatization creates significant effect on the trading liquidity (Levine, 1991). 

 

3.2.4. Social Reason 

Private demand for health care, education, retirement and related income has done better than 

public provision in many countries. The business of services providing like medical health 

care, education and pension by the private institutions has resultantly flourished.  

On the basis of the above discussion it is concluded that when privatization is a demand-

driven process, it does not need a complete decline in publicly produced services, (Starr, 

1988).  

The categories of privatization may be different in its scope like transfer of possession, 

control of funds and finance, extent of responsibility, etc. 
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The government has the incentive to monitor managers and to act as an in-house regulator to 

reach a compromise between the firm's objectives and the government's social welfare 

objectives.  

According to the Stiglitz, (1997) some specific problems are identified which are only faced 

by developing and transition economies, where the markets are either short or lacking, and 

available market functionality is also not efficient and effective because they did not provide 

in time information. Moreover the existing markets also facing severe issues related to 

information problems especially in industrial countries due to the dynamic changes in their 

environment. 

Newbery & Pollitt, (1997) study the restructuring and privatization of the Central Electricity 

Generating Board (CEGB) and did a special social cost-benefit analysis for the 1990s and 

concluded that this privatization has significance value because of its public benefits and these 

types of efforts must be repeated more efficiently with great concerns of public welfare.   

When we study the trend of privatization in United States after studying large number of 

America’s cities we come to know that it has great positive impact after privatization.   

Almost all cities having large number of population are satisfied with the international 

approach of outcomes of privatization. There are only three cities out of sixty six cities 

which have not privatized city services (Municipal Services).The business community of 

Americans’ big cities is pleased with these experiences of privatization (Dilger, Moffett, 

& Struyk, 1997). 

When a question was asked from business community, city officials and administrators that 

they should mentions which reason they prefer for privatization from the following 

mentioned important factors according to their choice and the available seven factors given 

to them from service categories are: reduce costs, better service, decrease in public 

employees, limit legal liability, increased revenue, trim down the union power, and lack of 

skills in existing employees. And they prefer the most important reason for the decision of 

privatization are cost reduction and efficient services.  

1) Privatization's effect on service costs and its delivery 

At the present privatization is strongly ingrained as a feasible, choice for service delivery 

alternative in most of America’s largest cities, we can’t say that this solution can be applied 
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to solve the fiscal difficulties in urban areas. Additionally, the major reforms are assessed 

through the productivity gain methods which are very old and conventional way of testing 

and judge the allocation of the large benefits of reform amongst key stakeholders 

government, investors and consumers, (Lesley, Kathryn, & Catherine, 2005). 

2) Exchange of social ideas for privatization 

Major achievement of privatization would largely depend that at what degree, what level and 

which method of social discussion work among operates workers and employers. And the 

more important thing is the effectiveness of that dialogue as in most of the South Asian 

countries where there is a dire need to encourage and reinforce social discussion among the 

labour and management so that   their different matters can be solved all the way through 

dialogues.  

As in the case of Pakistan, where in order to safeguard these relations a contract was 

accomplished among the workers’ representatives and the State so that it the job loss can be 

protected and this will also help to avoid  many problems in future regarding the worker’s 

rights and government benefits. But this agreement did not revolutionize the situation due to 

the voluntary retirement which was opted by many of the workers as a whole. Similarly in 

most of the circumstances workers unions are either abolished or diluted after privatization 

in most of the cases, as in Pakistan the major function of labor unions had been greatly 

reduced after privatization of a public utility, as the most important example is the case of 

Water and Power Development Authority (WAPDA) in addition to some other public sector 

enterprises, has taken place. I t  may be that some of the business community and 

government likes this situation (non existence of labor unions) but if we consider the long 

run impact of these circumstance then we must say that in most of the cases like 

management and workers disputes these labor leaders or agents work as a middle man to 

settle and solve major problems with the help of dialogue and negotiations. 

3) Social effects of  privatization  

In general most of the researches contribute a lot the accounting and economic effects of 

privatization and their results show major performance improvements but there is another side 

of the picture as well which its social impact is. So when the SoEs are privatized on large scale 

bases to resolve the economic issues like reduction in the fiscal deficit, at that time we must 

consider the societal aspects of closing or privatizing those sick units which are providing 
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services to the society like basic necessities as in case of Pakistan the privatization of 15 roti 

plants and most of the ghee and rice mills. These units are closed soon after their privatization 

and the owners use that land for some other business and take 180 degree turn while selecting 

the business. So there is a general tendency to privatize heavily loss making firms as quickly 

as possible without much regard to long term consequences to such privatized units. This is 

also evident from most of the studies on Bangladesh where approximately half of the total 

privatized units closed down after their divesture.  

Similarly, due to the same trend of closure of four business units in Nepal after their 

privatization, around 3,200 workers lost their jobs and in Sri Lanka 6 public sector units 

were closed following the privatization and approximately 51 units are closed in Pakistan.  

Most of the developing countries in South Asia the employment level and its chances of 

new jobs at government level are very few in this situation the failure of privatized units 

multiply the unemployment effects and they can’t provide better job options to the public 

but simultaneously the public sector organizations are over staffed and large scale workers 

redundancy is also so terrible for the nation.   

In this way when we analyze the social cost of privatization its loss can’t be ignored easily so 

we can say the social effects of privatization are obvious. Workers redundancy, economizing 

of workers & stagnation of employment in organized sector and increasing casual attitude 

of labor are some of the issues of Asian countries. 

Frequently, loss-making public enterprises are believed to be overstaffed in spite of the 

portion of the salary and wages cost share in the total expenditure of the organization.  

Consequently, from the very beginning the there must be a positive settlement between the 

government and the concerned buyer of the SoEs be inclined to spotlight on measuring the 

worker redundancy and how to resolve this issue to cut the expenditure in future after 

privatization because the buyer would be interested to fire this redundant employees as early 

as possible to increase its profit and cut down its cost.   

4) Compensation & Safety Nets 

When the companies tried to resolve the issues of redundant workers, it has multiple options 

available but it does not mean that each alternate will solve the issues of unemployment as 

well but some of them has been applied in South Asia in the form of golden handshake or 

voluntary retirement program, cash compensation, retraining of the workers, redeployment, 
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conception of unemployment benefits and social security etc. 

Moreover, heavy amount are paid from the government funds as a reimbursement to the 

workers all the way through golden handshakes and voluntary retirement schemes.  In 

Pakistan, approximately one fourth of the total bid amount is from the value of privatization 

is paid to these workers in the form golden handshake. But it is a short-term compensation to 

those workers who are being compensated but in the long-term basis, it did not serve as a 

compensation of job. 

Feigenbaum & Henig (1994) also discussed three perspectives or major reasons for 

privatization. The first is administrative perspectives which mean that in order to improve the 

quality of work and better working environment the government find it a better available 

option. Secondly, in order to achieve some of the macro and micro objectives privatization is 

used as a remedy to become a welfare state and this is called economic perspective. The third 

one is political perspective and they believed the mass privatization program in many of its 

conditions would be more clearly understand when it serves as a political phenomenon rather 

then as a technical adjustment to changing circumstances.  

This is also important to note that in developing and transition economies public sector is 

influential in utilities and infrastructure related sectoral concerns like power generation and 

distribution, banking and natural resources concerns. This is primarily explained by the 

concept “Social Welfare”, (Jelic, Briston, & Aussenegg, 2003). The socio- political motives 

forces public sector to interfere in the areas of public ownership (e.g. utilities and 

infrastructure) where profits represent substantial rents and this may create political 

opposition to further market reforms. In all transition economies, for example, governments 

interfered in pricing policy for water, gas, and electricity after privatization. Government 

regulation of banking is due to the fact that banks in transition economies inherited non-

performing loans from the pre-reform period, (Jelic & Briston, 1999). 

3.3. Reasons of Privatizations: Public v/s Private 

The prime cause of privatization is increased efficiency and effectiveness of organization. 

The performance of private sector is better than public sector due to better internal 

control mechanism and establishment of incentive schemes that fosters competition and 

thus leading towards increased efficiency. The financial objectives of private firms are 

operationalzed by accounting measures or by market-based measures, such as stock 
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prices. Incentives and control systems aimed at aligning managers' interests with 

shareholders' can be operationalzed in a similar manner. The regulatory function of state 

is important for increasing the confidence of foreign creditors but the harmful part is political 

interference creates mainly overstaffing, poor site of plants, too much wages, and settlement 

of prices which has no link with the market levels, (Starr, 1988). So, privatization is widely 

known as a mean of discharging society from bureaucratic domination of government. 

Moreover, another aspect also can’t be neglected that at any time for any firm, either public 

or private the government can interfere in the workings of the firms (especially more in 

public sector firms). On the other hand, the transaction cost for the government's 

dominancy in the operations and manufacture actions, while designing the objectives 

and other policies are more in private sector as compared to public. And for this 

purpose in cost-benefit analysis of government interface, the cost is more then its 

benefits in private sector, so that private ownership is better then state ownership. 

(Megginson, & Netter, 2001). Furthermore, in those areas where competitive 

considerations are weaker and natural monopolies are evident, SoEs serve as a most 

suitable way out, (Shleifer, 1998). The government should also act as a welfare state, so 

the prime job of the state is to regulate the good governance structures which are meant 

for the rules and regulation of public and privately owned firms (Laffont & Tirole, 1993). 

Besides all a major weak area of SoEs is the lack of well defined objectives of the 

organization.  But in the private sector where the shareholder wealth-maximizing model 

of corporate sector is gradually more dominant due to its benefits to the corporations in 

the form of well design documented objectives. Supplementary, these objectives are 

changing form one government to other and from one administration to the next.  

But due to the lack of realistic commitment from the government towards different 

policies, its efficiency to a policy can considerably decrease the competence of a state 

enterprises operations and governance. Shleifer, (1998) explained that the management 

of the state organizations is not in a position to make a practicable contracts with their 

managers about their regular and future incentives due to the diffused ownership. Estrin 

& Perotin (1991) are of the view that a weak financial system of a nation and state 

ownership may be helpful for the reason that the state may have better approach to collect 

more information as well as stronger authority to allow managerial performance than 

private shareholders.  
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In developing and transitional economies, market-supporting institutions, like property 

rights, capital markets, labor markets, and regulatory institutions, are not nearly as well 

developed as they are in the West, (Shleifer, & Vishny, 1994; Shleifer, & Vishny, 

1997). Indeed, a primary difference between emerging economies (EEs) and 

industrialized countries is that such institutions are underdeveloped in the former, 

(North, 1993). Others have argued that concepts developed in the West may not be 

generalized to EEs, (Sharp, & Salter, 1997). These are the reasons that private firms 

operating in EEs may behave differently from similar private firms in the West. 

Another aspect which should be considered that government should play a vital role in 

protecting private sector monopolies. It should make the system and responsibility 

forced on them that can ensure adequate attention must be paid to R&D and 

contribution in technical and industrial changes. The SoEs’ employees which are 

offered for privatization would hold the benefit and have access to business set of 

connections and information of the market with them. It has been already observed in 

both aviation sector and communications industry. Generally, the new management or 

private ownership prefers to decrease the work force only if they are intended to adopt 

new technology, automation and modernizations.  

The rise in private sector in the country is not always due to the change in management from 

state to private rather its growth is also due to the opening of new dimensions of business as 

well as addition of small entrepreneurs (indigenous and foreign). But many of these new 

business which are smaller in nature and business is not properly documented and registered.  

That is the reason it is difficult to identify that the growth in private sector is due to new 

start-ups, small firms that come out from restitution, spin offs from SoEs, and any other 

available form of  privatization.  

Consequently the private firms apparently offer large job creation, increased profits, 

improvements in management, growth; lack of overstaffing etc. but it is also a fact that it can 

be achieved after the large production decrease in initial or transition period.   

D’Souza, & Megginson, (1999T) showed evidence that mainly governments and their 

investment bankers try manipulate prices and share during the option stage. They also intend 

to influence the share and controlling terms of these offers to achieve multiple, political and 

economic objectives. 
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Cornelli & Li (1997) observed the 706 Czech firms for the time period of 1992 to 1995 as a 

sample to measure the cross-sectional factors of performance in the mass privatizations 

during 1991 and 1992. For this analysis they used Tobin’s-q computation, and proved that 

privatized firms perform well, first and foremost for the reason that of the determined 

ownership structures which comes due to the privatization. 

 

3.4. The Political Economy of Privatization  

Privatization is not a sheer economic idea rather it is better explained by intertwined effect of 

socio-economic and political philosophy. Though privatization is an open market choice 

which is the heart of capitalism yet government needs certain reforms to get the maximum 

benefits. 

 

3.4.1. Why Do Governments Want Reforms?    

Privatization is promoted by International organizations as prerequisite for economic 

development/growth. In reality is there too small privatization or under privatization, 

government struggle not to impact the profit-maximizing service choice by private investors. 

In case of social optimum, voter-oriented and egoistic governments equally have inefficiently 

high enticement to privatize.  When this is the case, outside pressure to privatize is 

detrimental.  A recuperating institutional setting reduces these inefficiencies of the 

government (Börner, 2004).  

International organizations have promoted privatization as a requirement for economic 

development. The idea behind the promotion of privatization by the international 

organization as a prerequisite for economic growth, is that privatization of the state-owned 

sector improves the effectiveness and competitiveness of any economy.  Empirically, though, 

the victory of privatization programs is varied.  For example, some countries, like the Czech 

Republic or Russia, the primary positive assessments are different.  According to Kenneth 

Arrow the Russian privatization is “a predictable economic disaster”. This is of great concern 

for the transition countries: In recent consideration the British railroads, now take in a partial 

turnaround of privatization. An exemplar is the privatization to insiders who resist a 

restructuring of the firm for fright of losing their employment, (Blanchard & Aghion, 1996). 
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Thus, the victory of privatization depends on well-organized incentives of the political 

leadership, supported by an operating economic environment. 

It’s unclear that why governments go for privatization. May be because the government need 

to emulate a private owner and leave this strategy for the economic growth.  One approach to 

deal with this mystery has been to use the concept of incomplete contracts (Laffont & Tirole, 

1991; Lulfesmann, 2002; Schmidt & Schnitzler, 1993; Schmidt, 1996). When deliberations 

regarding political power or private incentives are directing political decisions, government 

bureaucrats deal the likely privatization revenues off against the opportunity to obstruct with 

the production procedure to their own gain. Bennedsen (2000) evaluates the comprehension 

of surplus labor for a firm where the government pedals labor to the case the case where the 

private owners manage labor and both private owners and a labor union can foyer the 

government. Surplus labor happens when the private owners shows small cash-flow rights.  

A shift of control over labor to private owners inadequately lessens extra labor.  In a situation 

with no lobbying, Boycko, Shleifer and Vishny (1996) squabble that a government fascinated 

in high employment bump into higher expenses when trying to deform the employment level 

in a privatized firm. As in Shleifer and Vishny (1994), privatization is at all times for 

escalating the competence and efficiency. While these models do not take into consideration 

about the decision whether or not to privatize, the results entail that privatization is not 

striking for a self-centred government. A government involved in high employment can have 

wastefully high enticements to privatize. 

Dewenter and Malatesta (2001) reported that SoEs are less profitable than privately owned 

companies, when we compare them on accounting foundation. On the other side, it is 

reported that generally, after five year time period following the privatization, these firms 

have outperformed in their markets by 88%, on the basis of market-adjusted stock return. 

Recently in a study, La Porta, Lopez-de-Silanes and Shleifer (2002) concluded that 

government possession of banks is still “big and persistent” from corner to corner in world. 

The result of this study is proven by other recent studies on the topic of ultimate ownership 

of listed companies around the globe. For example the study of , La La Porta, Lopez-de-

Silanes, and Shleifer, (1999) proved that the government in 27 countries finally manage the 

10% voting rights at least of 20.19% of bigger banks and 16.19% of average size institutions. 

Claessens, Djankov & Lang (2000) and Faccio & Lang (2002) verify that governments are 

especially common as eventual possessors in Austria, Finland, Indonesia, Italy and Malaysia, 

Norway, and Singapore. Moreover, Faccio & Lang (2002) states about the pyramid and 
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holdings throughout numerous control chains are used to improve management/control in 

35.32% and 11.01% of state-owned firms, correspondingly.   

 

3.4.2. Increased Operational Efficiency  

Normally, it is evident that the public listed enterprises are famous for their gross 

inefficiencies. It is because of the over government protection, obsolete technology, over 

staffing and continuous political meddling, the competence of public organization is, 

probably, lowest tire. It is confirmed by the signs like high prices, unfortunate capacity 

consumption, squat value/quality and/or untrustworthiness of goods and services. There is a 

dire need of entrepreneurial aptitude and strength because bureaucratic arrangement of public 

enterprises ruined the companies. The factors which contributed in the operational 

inefficiency and huge corruption in the public enterprises are lack of managerial incentives, 

monopolistic attitude and absence of hard budget constraints. Privatization is promoted 

because it is assumed that privatization will increase employment, improve the wages and 

working conditions, decrease the cost of products, and ensures better services and higher 

government revenue via taxation. But at the same time, criticism is increased on 

privatization. The basic reason for this criticism is from the groups like unions, management, 

politicians because they have huge power in public organization. The urban character of 

public enterprises also adds to their political clout. At macroeconomic level, the government 

declares that only privatization program can help limit budget deficits by way of "not having 

to bear uneconomic public enterprises".  

 

3.4.3. Reform Programs Motives 

Lesley, Kathryn & Catherine (2005) articulate that politically feasible objectives are the 

single largest determinants of the reform program. Objectives are political as well as 

financial and are likely to entail trade-offs between finance and competitive ministries which 

pressure the nature of the improvement that are undertaken. 
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3.4.4. How should reform be undertaken? 

It is true that countries have taken on reform programs with altered sequences, making it hard 

to evaluate their impact and draw ultimate conclusions. However, some broad signs are 

present. If it is possible, reorganization and the formation of the regulatory agency should 

take place in advance from other aspects of the reform program. Evidence shows that the 

induction of contest will bring the greatest benefits and therefore should be a goal of a reform 

program wherever possible. The incident of rail road in the UK is a high-quality example of 

the consequences of poorly conceives reorganization. 

 

3.4.5. What makes regulation successful? 

A regulatory agency sends right signals to the foreign investors and takes care of the interests 

of consumers and service providers. Regulatory agencies are considered separate from the 

executives. It is said that to create regulatory agencies in the beginning, reform process will 

benefit the process.  A utility industry reform does not happen suddenly and most likely the 

purpose and focal point of the regulatory agency will be modified over time. The most 

important consideration by the governments should be given to efficiency gains to be 

disseminated post-privatization. 

 

3.4.6. Employment Concerns 

It is discernible that while introducing reforms the prime concern for the government is 

controlling the dynamics of employment structural changes. Gupta, Schiller, &. Ma (1999) 

graphically shows the basics of employment swings over the three periods, i.e., pre-

privatization, privatization and post-privatization, and demonstrates that the level of 

employment follows a U-curve: deteriorating during the first two periods and rising in the 

third one. The “deferred retrenchment” phenomenon, occurs when governments promise 

employment for a definite period of time, is also taken care. The murky line in the graph is 

the employment U-curve without any post-privatization employment guarantees, whilst the 

one in light shade shows delay in employees’ layoffs due to employment assurances. 

However, it is acknowledged that at some times, reforming and privatization can decrease the 

employment almost completely but in case of liquidation all employee lose job. In these 
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situations, the U-curve pattern will not be suitable. Gupta, Schiller, &. Ma (1999) however, 

pays no attention to another aspect of the topic. Kemal (1999) mentions the case of Pakistan; 

employment assurances have accelerated, rather than delayed, the procedure of cutback. 

Those employees, frightening to lose their jobs or employment incentives normally opted for 

voluntary retirement scheme, after one year of assurance period. Rather munificent golden 

handshake package provided more incentives to them. 

The severe consequences of privatization are for the workers and managers are mostly the 

beneficiaries. It is proven that mangers receive better pay and incentives after privatization in 

developing and developed countries (De Luca, 1997; Martin & Parker, 1997). Though it is 

not recorded so far but the same differential between the workers and managers should be 

present in Pakistan as well. 

This move from public to private ownership can  have quick severe changes in compensation 

and labor policies within privatized companies, changing power away from labor and in 

favor of administration and often undermining the national standing of public sector labor 

unions,(Megginson, 2000). 

 

3.5. Other Reasons for Privatization 

Strengthening and growth of economic interrelations across the globe has inspired 

liberalization and privatization of public sector enterprises and it is an important agenda for 

the governments all over the world particularly in evolving economies. Though the 

privatization is moving ahead from different paths in different parts of the world and the 

speed of privatization is different in different countries based on the country’s situation, 

population, role of government and economic activities. The movement is towards 

dependence on private inventiveness to encourage economic growth and create employment 

for speedily rising populations. But the rationale for privatization does not appear to be 

always apparent in these countries. The motive why a state would desire to privatize has an 

immense pact of bearing on the results of privatization, mainly in terms of social 

consequences. 
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3.5.1. Restructuring of Public Enterprises 

It is better to change the culture and working of the public enterprises before the 

privatization, so to take care of the employees and unforeseen results of privatization. We 

could have reorganization prior to privatization, and extra restructuring may take place 

during and after privatization. Many approaches have been tried for streamlining public 

enterprises. 

 Management Contract 

 Performance Contract 

 Unbundling of public sector undertaking 

 Consolidation of activities 

Professional managers from private sector could be contracted to turn around the public 

sector responsibility with no striping the equity.  Generally, performance contract was tried 

in many cases with the existing management of the public sector. Many times organizational 

restructuring in the form of either unbundling of the public sector undertaking or 

consolidation of activities may take place. Worker administers companies or outright buyout 

is another option. 

This is clear that a government is exclusively encouraged to set up a regulatory structure and 

to decrease vagueness about private rights. Every time the government utilizes the stock 

market to sell state-owned enterprises, the government also has enticement to smooth the 

progress of stock market dealings. This may overturn a policy of daunting private capital 

problems in order to finance state’s own monetary needs (Perotti, van Oijen, 2001). 

However, this procedure is neither immediate nor irreparable: after the deal there is some 

possible risk of a policy turnaround  (Perotti, 1995),  predominantly  as  many  countries  

privatize  at  a  time  of  hard economic conditions and privatization hits well-established 

political constituencies. Only as the obligation to the announced policy is persistent over 

time, a progressive declaration of legal and political vagueness takes place. Equity 

investment, the lingering bearer of such risks thus becomes steadily better-looking as 

political risk is resolute over time. Unlike not direct benefits, the resolution of policy doubt is 

explicit to privatization sales, and may happen even when privatization does not take place 

primarily through public share offerings. 
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3.5.2. Role of Government in Post-Privatization Arena 

Governments use institutional foundations and reform policies to influence concerning taxes, 

competition, and regulation. As a consequence, a government's obligation to capitalism and 

to form a pro-business atmosphere should be a determinant of a  

newly-privatized firm's competence developments, (D’Souza, Megginson & Nash, 2001). 

Government legalize competition by using the well-built role of the private sector. The 

entrance of fresh private sector enterprises could initiate rivalry where public sector benefits 

from monopoly. Privatization has not finished state participation in the financial system, but 

rather altered it away from the straight manufacturing of merchandise and toward better 

condition of services and transfer payments, such as pensions and other social security nets. 

However, some governments are privatizing these activities as well. Privatization facilitates 

governments to egress an action for which they are comparatively ill-suited-managing 

industrious enterprises and as an alternative concentrate in redistributive errands where they 

unaccompanied are trusted to distribute, such as the provision of edification, wellbeing, and 

physical condition benefits, (Megginson, 2000). Governments chase privatization in order to 

support greater than before efficiency, begin competition, expose SoEs to market regulation, 

give confidence for foreign investment, cultivate wider share ownership and hoist income for 

the state.  

We saw the modification in government management of privatized firms. Results show that 

governments naturally shift ownership privileges without surrendering proportional control. 

Control is usually taken by leveraging country investments in the course of pyramids, dual-

class shares, and golden shares. Definitely, at the end of 2000, after the biggest privatization 

wave in the past, governments keep hold of control of 62.4% of privatized companies. We 

noted more rampant government pressure over privatized firms in countries with comparative 

electoral rules and with a centralized structure of political power. 

The Italian government framework is an illustration to demonstrate that even after 

privatization government is still a powerful shareholder in several privatized firms.  The 

Italian government commenced its primary great scale privatization program after the 1992 

general elections, when the country was in front of one of the most sensitive economic and 

political crisis of the post-war period. Since 1993, most important privatization transactions 
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have elevated more than US$100 billion, making Italy third in whole worth of privatizations 

global (Securities Data Corporation). In spite of this obvious notable result, the Italian 

government is still an important shareholder in many privatized entities. 

 

3.6. Reasons: Post-Privatization Performance 

The global economic landscape is undergoing unprecedented changes that are multifaceted 

and wide ranging in nature. The last two decades have witnessed a significant global shift 

away from state socialism towards entrepreneurial capitalism. One of the most essential and 

visible impact of this trend is that the government of all political persuasions have sold their 

state-owned enterprises to private investors with the hope that private ownership will 

improve the financial and operating performance of these enterprises. Pakistan has also 

adopted privatization strategy to promote economic development. Given the idiosyncratic 

characteristics of Pakistan’s economy structure has profoundly effect on the post 

performance of privatization.  

Deregulation, Liberalization and Privatization methods are those contextual factors which 

when facilitated by  restructuring variables like management replacement, changes in 

corporate governance, changes in goals, incentives and controls and changes in strategy and 

culture affect the post privatization performance. So after privatization, external mechanism 

changes triggers internal institutional and infrastructural changes in a firm’s strategy and 

organization. These adjustments are endorsed by the firm's administration, which also 

undertakes a restructuring as an effect of privatization-through related changes in the firm's 

objectives, benefits, and authority arrangement, and through the replacement of the prior top 

management team itself, (Cuervo, & Villalonga, 2000). 

This is also noted that changes in the steering committee of the company become necessary 

due to structural and psychological barriers. A new set of resources and capabilities is 

required (Castanias, & Helfat, 1991).This is particularly true in the context of privatization, 

where managers in public firms generally have a changed set of skilfulness than their private 

counterparts. As Barberis, Boycko, Shleifer & Tsukanova (1996) have noted that pre-

privatization managers might have the "wrong" skills, because they are good at dealing with 

politicians and not at facing competitive market conditions. The replacement of pre 

privatization managers, especially the CEO and top management team, can be a major 
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catalyst in the internal change process. Many of the organizational changes that we discuss 

below directly affect the firm's managers. Existing managers might be reluctant to impose or 

even allow some of these organizational changes, either because the changes constrain their 

actions or simply because the managers do not understand the need for them (Martin, & 

Parker, 1997). This resistance to change is part of the more general inertia phenomenon, 

(Hannan, & Freeman, 1984). At the top management level the simplest and most effective 

way to break this inertia is by replacing the managers, as suggested by the evidence from 

studies of acquisitions, (Parrino, College, & Harris, 1999) corporate turnarounds, and 

strategic change in general (Rajagopalan, & Spreitzer, 1997). To the extent that strategic and 

organizational changes increase the privatized firm's performance, management replacement, 

by enabling such changes, might thus be a crucial determinant of post privatization perfor-

mance increases. Thus agency theory, inertia, and resource based arguments for expecting 

management replacement to have a positive effect on post privatization performance.  

Political interference can take several forms. For instance, in the British privatization 

program, the government frequently kept a golden share in privatized utilities, giving the 

government the right to veto major decisions regarding "strategic" issues or questions of na-

tional interest. In the French case, political interference often took the form of a hard core of 

corporate shareholders, chosen by the government for financial or technological reasons, to 

whom controlling stakes were sold directly (Cuervo, & Villalonga, 2000). Consequently, the 

intensity of capital market growth should be a significant determinant of post-privatization 

effectiveness profits, and we anticipate that the enterprises whose shares deal in more stylish 

and vigorous equity markets must demonstrate the strongest performance development 

(D’Souza, Megginson, & Nash, 2001). This is widely accepted that level of state 

involvement and type of the assets owned by the state that matters more, and that for 

developing countries with extensive market and information failures the state should play an 

important role in promoting equitable development over the long run. 

 

3.6.1. Restructuring, Changes in CEO, and Changes in Board of Directors  

Alteration in the higher management of privatized firm's may also activate competence gains. 

Appointment of businessperson to replace the frequent politically-appointed manager of the 

SoE will direct to performance enhancement. For example, Lopez-de-Silanes, Shleifer, and 

Vishny, (1997) identify that the current SoE administration may be deficient in the suitable 
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human capital to efficiently funnel the privatized firm in the fresh, spirited market. He also 

unearths a positive relation between a change in the CEO and the market value of the 

privatized firm. Barberis, Boycko, Shleifer, and Vishny, (1996) quote fresh human capital as 

a vital feature in growing the chance of value-maximizing reshuffling. Megginson, Nash, & 

Randenborgh (1994) also scrutinize how supervisory change influence the operational 

performance of the newly-privatized firm and report stronger competence gains for firms 

with big changes in top management. On the basis of these studies, we believe that 

reshuffling of a firm in the form of management changes will positively influence the level of 

post-privatization performance development. Studies uncovered that both kinds of firms 

(competitive and regulated) have efficiency development. Though, the competence gains are 

considerably better for firms in competitive markets. Ramamurti, (1998); Newbery & Pollitt 

(1997) and Vickers and Yarrow (1991) classify competition as a foremost determinant of 

post-privatization performance development. Vickers and Yarrow (1991) recommend that 

while privatization should encourage efficiency gains in competitive environments, there is 

no benefit to private ownership when market authority is present.  

3.6.2. Post-Privatization Functioning 

Current empirical studies which mainly emphasised to know the consequences of 

privatization on monetary, operational and working performance, workforces, fiscal balances 

and distributional equity principally authenticates the analysis that only those firms who 

belongs to middle income group counties and operate in a competitive market structure has 

positive impact of privatization. Whereas its impact is not easy to judge that how many 

affects it has under which situations. However, the facts indicates that the improvements in 

efficiency is possible even with a only unpretentious decline in labour but certainly it needs 

some requirements. 

While examining the impact of privatization on firms and economy, we should be well 

informed about restructuring and its related cost during the study. Although, the limited time 

period of 3 years (i.e. three years for pre and three for post privatization period), obviously 

will not display the accurate and worth mentioning depiction, on the basis of which we can 

quantify the change of ownership. Although does it give us a view of short run behaviour of 

the firms and on the basis of this, we can forecast the organizational expected long run 

results. A significant limitation of these studies they always consider and measure the 

privatization effect on the basis of their pre and post privatization analysis but did not 
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consider the growth rates of the economy and industry because ultimately effect the 

organizations and if we consider both the dimensions change in performance and growth 

effects of privatization on companies performance, it will be helpful for us to resolve many 

issues. 

An imperative gap in most of the researches conducted to know the impact of privatization 

emphasised to measure the performance exercised be liable to be affected by issues other 

than privatization, and increase the importance of its major attribution problems. Therefore, 

people normally misperceive and consider all the collective measures which are taken for 

restructuring the organizations in the pre-privatization era. They normally confused all these 

with the special effects of privatization, (Christopher, Cavendish and Mistry, 1992).  

Similarly, trade policy reform, domestic price liberalization and privatization become the 

route cause for the success of private sector and make it more productive.  The same strategy 

is adopted by the developing countries. Capital market development, a large amount from 

financial liberalization and broader economic deregulation, favourable microeconomic 

efficiency gains become the cause of success and it happens due to the changed 

macroeconomic framework. So we can conclude the major parameters and conditions for 

growth of privatization are the country conditions and market conditions (Kikeri, Nellis, & 

Shirley, 1994).  

But open trade regime, a stable and predictable environment for investment, a well-

developed institutional and regulatory capacity is the key issues in country which serve as a 

prerequisite for the success of privatization besides the market conditions which is also an 

important determinant. But the most important thing is in the success determinants depends 

on the transparency of the transaction, if the firm  manufactures some consumable item 

operate in a competitive environment then its efficiency will be automatically improved 

subject to the condition that privatization activity must be   transparent same is true for  

industrial goods but all those SoEs which are privatized and work as a monopolies face more 

complex and the regulatory capabilities of the country turn out to be a critical issue. 

So in developing countries where institutional and regulatory capacities are deteriorating the 

privatization of utilities and natural monopolies is most complicated because the non 

existence of  some more important economic conditions, development of capital markets, 

competitive goods and services markets, and efficient regulatory capacity are the major 

causes which makes privatization complicated and difficult.  
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So those economies that have a low-income country’s economic structure face major 

constraints on privatization which comes from these situations and not a single research has 

examined the before and after affects of privatized companies performance who can match 

the results of  middle income with low-income economies.  

The available studies have concluded that several middle income countries are capable for 

successful privatization of SoEs enterprises and their results are also positive especially in 

financing investments where governments cannot afford. Still, we can’t say that privatization 

itself is good or bad. So many issues like macroeconomic stability, strengthening the 

financial system, liberalization, improved governance and deregulation which serve as an 

important base for its success especially in low-income countries, a prerequisite for 

successful privatization is to generate a facilitating environment in which the private sector 

can effectively work.  

Many researchers have been conducted their studies and they are of the view that change in 

ownership creates a positive impact in overall micro and macro level environment of the 

country fiscal balances, foreign direct investment and employment but here must discuss the 

other supplementary affects and implications of privatization which impact the firm level and 

the collectively at national level.   

The privatization program provided an almost controlled experiment on the economic effects 

of a change in ownership. Thirty-one of the 62 mills in the sector were privatized, with the 

rest remaining in the state sector, the mills which had belonged to Bangladeshi nationals at 

the time of nationalization were returned to their former owners, (Bhaskar, & Khan, 1995). 

 

 

 

 

 

 

3.7. Upside of Privatization 
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Out of economic issues of the twenty- first century, privatization is a major issue. We cannot 

say that the privatization is the only solution of the problems. Privatization has much 

betterment but on the other hand, it may cause some crude results. The economic thinkers are 

divided into two groups; one supports the privatization and the other negates it. One can say 

that present regime is of the privatization and loudly speaking supporters are in majority, 

therefore, it is prevailing. Here we are mentioning some authorities summarily which 

described the plus points of the privatization. 

People who are in favour of privatization give lots of arguments like the high operational cost 

of government run industries cost due to its bureaucracy when government operates an 

industry the choices for the consumers are very few as compared to a private sector in a 

competitive market which gives the large range of products to a lower prices. It is also 

suggested that the role of the government must be as a regulator but governments must not 

directly control the firms of goods and services because it indirectly gives them control over 

people.6 

We are agreeing with the thought of Megginson, and Netter, (2001) that welfare achieves its 

maximum efficiency level in competitive markets therefore; we can say that privatization 

endorses competition in the markets and more significantly can increase the efficiency level. 

As anticipated, it can be better explained that the usefulness and efficiency of privatization 

programs and markets themselves are concurrently determined. Particularly in transition 

economies the growth and effectiveness of privatization depends on the forces of the markets 

in that economies, and vice versa. 

As (Shleifer, 1998) concluded the existing empirical work that "a good government that 

needs to add `social goals' would hardly ever own producers to assemble its objectives”.  

Starr (1988) argues that governments may also hurry to privatize to push their political 

agenda, which besides others, may create a class of rent seekers who benefit from this 

hurried approach. Starr calls use of privatization to help political allies as locus classicus of 

political payoff. Selling to employees and managers is one example where it may lead to 

some enrichment of current employees who later on sell their share in open market at much 

higher prices to make a quick buck and in the process throwing to winds the avowed 

objectives of governments of employee empowerment and growing a new entrepreneurial 

                                                            
6 For further detail visit  < http://www.wisegeek.com/what_is_privatization.htm > 
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class singing the hymns of capitalism. Privatization is said to be cutting the public 

expenditure, sales, and by changing debt to equity, countries can get better on the whole its 

financial structure of tier economies and decrease stress for still less pleasant graveness 

process. The privatization of Engro is a case in point in Pakistan. 

Dyck (1997) suggests in his paper that German privatization program is the best example of 

management's role in the organizational restructuring, in addition to that the market 

breakdowns in the managerial labour market also. He explain an adverse selection model 

which is stands  on the  benefits of information for private owners and shows the increase in 

quality and numeral of western managers in eastern enterprises. But we can improve all these 

benefits with transition size. Privatization programs that allow for management change and 

are open to foreign purchasers can improve and boosting a firm’s performance. Outside of 

the German context, research becomes an argument for direct foreign investment or joint 

ventures with established western firms. The advantage of foreign investment from this 

perspective is the ability of foreign owners to introduce western managerial know-how at a 

lower cost than the government could achieve, at a higher average productivity level, and the 

possibility of introducing more managers.   

Normally users have gained immensely from lesser prices, approach to the high quality 

product and services. Wider access to higher quality services, greater competition, and 

variety of products due to privatization. Those countries that have privatized their utilities 

like electricity, gas, and water, their performance, pricing and quality of services have 

enhanced. There is evidence of gender-specific impacts from privatization, for example, 

particularly in transition economies. According to the Megginson (2000) in the very 

beginning the privatization program of Eastern Europe. One study shows the women turn off 

an unequal share of the layoffs that effect a lot and moreover they also bear the disadvantage 

of the public sector services for the benefits of women like child care, housing, health 

benefits which is lacking in private sector due to their profit maximization objective as 

compared to public sectors welfare orientations.  

According to Khan (2003) despite the fact that the community welfare impact of 

privatization has large implications, but decrease in employment is most important issue for 

discussion and many other researches for instances (Birdsall & Nellis, 2002; Khan, 2003), 

whenever discuss the consequences of privatization, they limit themselves to the employment 

level only but it is not the only effect of privatization but obviously very important but it is 
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also a bitter reality that all these issues like decrease in wages and deterioration working 

situation are not that sensitive as compared to the loss of employment, who is one of the most 

important source of poverty in the country (Azam, 1994). This is the fact that most of the 

earlier studies mainly discuss the social impact of privatization as Kikeri, (1997) limit his 

study on the impact of privatization on employment characteristic merely. Readily available 

different studies and literature are having harmony amongst that privatization has 

connotations for the employees and their working environment. On the other hand, there is a 

variety of belief and views on the character and degree of the impact of privatization. Cook 

& Kirkpatrick (1998) also mention the effects privatization on employment. They further 

argued and that will communicate the relative significance of public enterprise sector in the 

national economy in addition to its share in proper employment. Gupta, Schiller, &. Ma 

(1999) discovers an opposite association among retrenchment and competition. Even if it is 

usually supposed that privatization show the ways to a drop the employment and wages as a 

minimum in the short period, the literature review carried out by Cook, Paul, and Colin 

Kirkpatrick (1998) demonstrates not necessarily it become always true. Gupta, Schiller, &. 

Ma (1999); Boubakri & Cosset, (1998); Megginson, Nash, & Randenborgh (1994); Kikeri 

(1997); Ramanadham (1989) and Estrin & Svejnar (1998), along with others, explain another 

dimension that privatization can still boost employment but subject to the condition of as a 

whole growth economy then privatized firms will be stimulated to invest more to expand 

their businesses which inject the new employment along with the investment. Similarly most 

of the studies conducted under World Bank and its bracket together are also with the opinion 

of optimistic correlation among privatization and economic growth. Galal, Jones, Tandon, & 

Vogelsang (1994); Plane, (1997); Barnett, (2000); Davis, Ossowski, Richardson, & Barnett 

(2000); Cook & Kirkpatrick (1998) quote many other motives to strengthen these 

observations. Their major ideology behind it is that the private ownership most of the time go 

on merit and did not put up with selection favouritism.  

There are some other finding extracted from the literature, firstly it is most common thinking 

that the private owners prime objective is to earn profit so they prefer to buy those enterprises 

who are more profitable in order to achieve their targets. Another finding is that many times 

it happens that the government gives the surety to the employees for their job for a specific 

time period even after the privatization which leads towards the delay in increasing the rate 

of unemployment till the time period of those guarantees. at last, the increase in employment 
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and productivity may offsets the declining contractual circumstances of those workers who 

stay in employment in post privatization era. 

Goodhue, Gordon & Simon (1998) concluded in their research that privatization and market 

liberalization are extensively well thought-out to be balancing reforms in transition 

economies. Privatization can also slow down the changeover process subsequent 

liberalization. But when we make a comparison of grown-up market, with those markets that 

are in a change over process, are considered by larger indecision concerning market 

situations, along with the equilibrium prices and quantities. Economic performer must 

increase information of about these situations through their contribution in the market 

procedures.  

And Chua, (1995) believe that many of the developing countries of Latin America and 

Southeast Asia currently privatizing have, since independence, looked to private-enterprise 

regimes as a cure for their social and economic problems, only to lurch back to 

nationalization in a burst of nationalist, and often ethnically charged, reaction. Moreover, 

Latin America and Southeast Asia are not the only regions likely to be subject to the 

privatization-nationalization cycle. Two overarching forces seem to drive this phenomenon: 

markets and ethnicity. Ultimately, the point of this article is that these two powerful forces 

may be in deep tension with each another.  

What will be the last fate of privatization? We should wait for its final results. 

Barberis, Boycko, Shleifer & Tsukanova, (1996) survey 452 Russian shops and say that 

before privatization the traditional Soviet shops were famous for their inefficiency. They 

stocked very few and very low quality goods, used much more space than they needed, 

provided horrible service, closed early and hardly ever upgraded their appearance. For this 

reason, the Russian shops present a good laboratory for testing theories of how privatization 

works. Because after privatization his analysis showed that privatization endorses 

reformations. Restructuring / reformations is calculated as major renewal, which includes a 

change in suppliers, a rise working hours, and discharge of workers. It is foremost evident 

that normally the new private owners and management most probably increase restructuring. 

Quite the reverse; it is not guaranteed that the old management raised restructuring. With this 

comparison of old and new management we can concluded that the new ownership and 

human capital become a source of economic transformation. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  75 

But in Bangla Desh, the major reasons for privatization are development of the governments' 

fiscal condition which becomes the source of reduction in fiscal deficit, enhancement in 

enterprise efficiency after privatization; similarly it also  mobilize the greater domestic as 

well as foreign investments for elevated expansion in the medium-term (Ahmed, 1999). 

Jelic, Briston & Aussenegg, (2003) explain based on their study a positive connection among 

foreign ownership with the financial performance of privatized companies. 

Similarly, Stiglitz & Greenwald (2006) have shown that the presumed efficiency of the 

market is highly compromised by the existence of externalities, imperfect information, and 

imperfect markets.  

According to the Lieberman & Fergusson, (1998) if we design a cautiously structured and 

well-formulated program in order to privatize state owned enterprises and major entities, 

united through endeavours to found a appropriate regulatory and legislative structure, it will 

certainly increase the stock market and provide a most attractive platform for the local as 

well foreign investors for the state.  So the increase in performance of accounting, economic, 

political and social grounds we can defensible the act of transferring of SoEs in the private 

sector but subject to the condition of the change in management as well.    

3.8. Downside of Privatization 

At the empirical level there is now substantial evidence that the presumed efficiency and 

growth benefits of privatization have not been forthcoming, and that in general, privatization, 

more often than not, has tended to result in increasing unemployment and inequitable access 

to key assets and social services.  

Relating to the function of the state, various studies regarding the roles undertaken by 

government in many nations, particularly in East Asia, have shown that government 

involvement in the economy has yielded major long-term social and economic benefits in 

these countries.  

Mark Thoma (2005)7 argued that privatization has, actually, been the standard, not the 

exclusion, some times in a country it become obvious due to some time failure of private 

                                                            
7 For further details see < http://economistsview.typepad.com/economistsview/2005/05/_the_troubled_h.html > 
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sector or market conditions the government feel the need to interfere and take the control of 

the firms. 

Goyal (1999) articulates his study in India, and concluded that it is perceived that downsizing 

of labour is repeatedly measured as a prerequisite to privatization of state firms but the 

positive side of this scenario should also be considered which happened when due to 

privatization the contractual workers are shifted on permanent and well paid jobs and the 

redundant and unorganized labour is fired out.   

Typical point of view given by people in opposition to privatization is that the private owners 

mainly concerned with the profit maximization they may intend to charge high prices and 

want to earn more profit in a monopoly or monopolistic competition markets unless the 

government regulate them and persuade them to charge moderate of low price.   Although the 

high competition may indulge them to adopt unfavourable and hostile practices in order to be 

successful in the market.  

Another aspect of privatization is to confine the people to get their access in some of the 

industries which they can’t afford. A further issue was also raised that when government 

transfer its ownership to private sector against money then obviously it losses its control in 

the management and it may happen that due to the differentiation in the priorities and 

directions of their decisions, the public sector may be affected negatively. 

But besides all these are not those kind of issues which can’t be controlled at its maximum 

possible level. 

 

3.8.1. Problems associated with privatization8 

Most of the times it is argued that why to privatize growing and profit making healthy 

organizations when they are already working very well because all the benefits which are 

claimed after privatization can be achieved in profit making enterprises. They are of the view 

that if we motivate the workers and hire a improved and added specialized management, it 

will also give us similar results as we can achieve through privatization. The prime cause of 

failure of the public sector which forces the government to   privatize these enterprises is that 

                                                            
8 For more detail visit < http:/science.jrank.org/pages/Privatization-Critics-Privatization.html > 
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the government must not involve itself in running the business which is not its expertise; 

rather its main role it to regulate the business in the form of unbiased mediator. In this role, 

the government   should form the major rules for business sector, monitor them in their 

operations and competition, punish the guilty people when proved and solve the issues 

among competing business firms. So when the government become the part of the market, 

then the other business community and market players loose their trust on the government. 

Due this situation, the market is converted into disorganized, uncontrollable and disruptive 

because no impartial `person' is there who can monitor and enforce the rules. But it creates an 

adverse effect on the market system in different functions like the output, sale and 

distribution channels for goods and services. This can be exemplifying with the disagreement 

among the PIA and private airlines. Here government support its own enterprise can’t be 

neutral with the competitors of own firm which resulted the exit of their competitor from the 

market and they wind up their business.  The impacts of these types of situation are paid in 

the form of reduction in growth and non existence of competitions in the market.   

La Porta & Lopez- de-Silanes (1999) has collected data on to a large extent all non financial 

organizations in which are privatized during 1983-1999 in Mexico concluded that the success 

of privatization and the growth of private sector companies appears at the cost of society. 

Their study emphasis on the major issues of social cost: i) As the company’s basic objective 

is to earn profit not the social welfare so privatized companies increase prices and which 

ultimately increase their profit and ii) Layoffs and lower wages of workers.   

Shapiro & Willig (1990) discuss the social cost and argue that state enterprises are a key 

player to serve as a remedial measure through the adoption of pricing polices which could be 

more suitable and consider the social marginal cost. Quite the opposite of that, further 

contemporary economic narrative and studies believe and give most favourable comments 

that the benefits of privatization are much more as compared to its cost.    

As Brada (1986) says that some of the ideological opposition directly come up from the      

workers and managers of state-owned enterprises because they are the persons who straight-

line bear the failure of income and authority. further mostly, the outcome of privatization 

strengthen their fear like reduction in redundant workers and cutting down some major social 

benefits-like housing, health and nursery care, and recreation, sports and vacation facilities 

which were provided by SoEs. Although it is not always true. The privatization of a part of 

WAPDA in the form of KEPCO gave much more facilities to their worker then they ever 
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have in their previous status of SoEs. As in case of Pakarab fertilizers in Pakistan the 

company lay off unskilled labour and gave maximum benefits to the remaining workers.  

They also mention some of the incredibly practical difficulties which lead the resistance 

towards privatization. The very fundamental problem is the valuation of firms and it is 

difficult because of the type and position of capital markets, worthless accounting results, 

profits and sales. No body can trust on them because they can’t guide anymore. As shown in 

most of the cases which is against privatization commission. As in Pakistan so many 

companies have disputed with privatization commission for the amount and excessive 

valuation of property. Families in some circumstance not have adequate resources in order to 

buy big organizations and if in some cases they have money but they did not prefer to invest 

in SoEs due to suspicious viability of these firms as     uncertain investments. As far as the 

financial sector is concerned it creates doubts and risk on public loans.   

Joshi (1999) was of the view that regulatory reforms are the prerequisite for privatization that 

it could not be started unless we have sufficient reforms and regulatory framework for the 

dealings of private and public sectors. But these reforms can only be fruitful in case the 

government stop its interference in management after privatization but it does not mean that 

the regulatory job should be stopped. The best example for these types of situation can be 

given in the relationship among India and Telecommunication Regulatory Authority of India 

(TRAI), in which the government was unwilling to give authority to TRAI. One more sector 

example which is also enduring these types of misunderstanding is air transport.  Systems of 

regulatory reforms for all sectors were lacking especially within developing countries like 

India, Pakistan, etc. So it is necessary that all these reforms must be crystal clear, 

accountable, and absolute.  He discussed the regulatory reforms main levels are its 

formulation for sub sectors, designing statutory mandate and assigning the task to a 

regulatory body. 

 

3.8.2. Reasons for the Failure of Privatization Program  

The particular leading determinant for the failure of privatization program is the insecurity 

concerning government's promises due to the fact that before privatization in the process of 

restructuring the managers don’t have any motivation to reorganize the privatized firms, 

Perotti (1995) and Jones, Megginson, Nash & Netter, (1999).  D’Souza, Megginson & Nash, 
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(2001 and Perotti (1995) argues that the government should signal the managers and 

convince them to avoid misappropriation in profits and value maximization and it is 

important for the economic gains of privatization to take initiatives. He was of the view that 

governments can realistically indicate its dedication with the start of privatizing small firms. 

This will confined the state to tolerate outstanding hazards and keep away from 

manipulations of profits all the way through policy changes. Conversely, Paudyal, Saadouni, 

& Briston, (1998) are of the view that if the government privatizes the small firms only, there 

is a chance that it can start the process of nationalization again. D’Souza, Megginson, & 

Nash (2001) and Boycko, Shleifer, & Vishny (1996) forecasted that the performance 

improvement of privatized firms is conditioned with the transfer of control to the private 

sector from the government sector. Likewise, Claessens, Djankov, & Pohl (1997) strengthen 

the above arguments that, unless the authority and control is not shifted to private sector, the 

enterprise can’t   hold-up restructuring and sustain unnecessary employment in it. So in 

nutshell, this is not the government interference, rather control of private owners under the 

checks and balances of government institutions will result in greater improvement in the 

performance of the privatized companies.  

 

3.8.3. Special problems of Privatization  

Jelic, Briston &  Aussenegg, (2003); Grossman, & Hart (1986);  Laffont, & Tirole, (1993); 

and Boycko, Shleifer, & Vishny, 1994) discussed  that in spite of several well-documented 

market failures, it is generally believed that a system based on private ownership and clearly 

defined property rights provides better incentives for efficient, well organized and resource 

full decision-making than one based on central planning. Privatization programs therefore 

became one of the major central parts of the economic and political reforms in Central and 

Eastern European Countries (CEEC) initiated in the late eighties.  

On the other hand it is also true that besides a number of researches neither academics nor 

policy makers were certain how to design and conduct large-scale privatization programs in 

the absence of a well functioning financial infrastructure (Lipton & Sachs, 1990; Bolton & 

Roland, 1992; Frydman, Earle & Rapaczynski, 1994; Brada, 1996; Cornelli & Li, 1997; and 

Estrin & Svejnar, 1998).  
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Even though from last many years there are some sectors such as banking, 

telecommunication and utilities that enjoy a monopoly position in transition economies. 

Examples are the banking sector in the Czech Republic, and the Polish telecommunication 

sector, where the government has only recently allowed competition and where high 

monopoly rents are expected. 

 

3.8.4. Responsibility of Government 

The concept of privatization has to be seen in the overall context of the respective roles of the 

state and markets. Government must have a powerful direct excess of the market to   manage 

with market breakdowns. This is a misconception that the role of the government is reduced 

after privatization. Infact the government now provide more critical functions. Which is to 

gives a facilitating atmosphere for fair expansion and growth and generates essential 

environment for development all the way through the investment in human resource 

development and creating supportive infrastructure. This function of the government is more 

helpful and effective in regulating and observing the market which will give them the 

strength and endorse vigorous competition and keep away from the manipulation of the 

market by a hardly any. For the efficient and effective allocation and consumption of 

resources markets are the most excellent identified means which decide the very common 

questions about the goods and services related like what to produce, how much should we 

produce. In this way the best possible business will be done by private sector but not the 

public.  This new dimension, dissection and reclassification of the government role will 

ultimately cut down the dishonesty, fraud and corruption in the country which is foremost for 

the permanent, persistent and even-handed growth in the country.  

3.8.5. Country characteristics 

According to Cuervo & Villalonga (2000); Barberis, Boycko, Shleifer & Tsukanova, (1996) 

in transition economies the absence of a stable legal framework for property rights and 

bankruptcy causes the occurrence of voucher privatization with its associated problems, the 

absence of capital markets with an effective control capacity, and the inefficiency of many 

input and output markets raise doubts about the applicability of major privatization theories 

to this context. 
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DeCastro & Uhlenbruck (1997) show that the country characteristics of privatized firms from 

former communist, less developed, and developed countries significantly affected 

privatization policies and, in turn, firm strategy and performance. 

3.9. Consequences and cost of Privatization 

Nevertheless, France and Italy has eradicated the role of SoEs from the economic life of their 

countries but not as a whole while other than that the countries like Spain, Portugal and the 

United Kingdom have confiscated the functionality of public sector from their economies. 

But in this process several countries governments sometimes retain minority or majority 

share of major sectors companies e.g. few West European government privatize 

telecommunication and large number of utility firms like electricity and gas stay behind 

government ownership. The governments should stay on the most significant and politically 

responsive sectors with it but privatize big companies in different parts so that the countries’ 

capital market can easily adjust this equity trade. 

  

3.9.1. Performance Evaluation 

The same is strengthening by Jelic, Briston & Aussenegg, (2003). They also believe that in 

some transition economies the state did not transfer all the shares to the new owners even 

after the have privatized their enterprises but some other issues however, arise with this kind 

of actions of government. To begin with, if state wants to achieve its objectives and increase 

the efficiency of SoEs this practice should be removed because the if the government will not 

stop its  intervention in management, the private sector could not achieve its targets and fact 

problems in restructuring and reorganizing. Furthermore it is obvious that the private sectors 

performance is far better then public as well as mixed management and it has been proved 

with this research and many others. Jelic & Briston (1999) discuss the commitment problem 

in communist countries represents a government's unwillingness or inability to create and 

adhere to an optimal operating plan and it is well documented in the economic literature 

Kornai, (1993); and Frydman, Earle & Rapaczynski, (1994). The lack of commitment and the 

resultant repeated bargaining process create opportunities for managers in SOEs to enhance 

their power by spending in excess of their budgets and by seeking control on as many 
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resources as possible and get benefits from government weaknesses. Consequently, managers 

consider low investment, high cost production and shirking as ways to maximize future rents.  

Boycko, Shleifer, & Vishny, (1996) offer a different explanation, they believe that firms 

which are in public sectors are used and mismanaged by the politicians to achieve their 

government target in contrast to companies objectives and gave evidence that they give 

economic benefits to the people who support them with so many ways such as more 

employment, distribution of investments, and giving government demand orders to their 

favourite suppliers. According to the property rights and agency theories the way to impose 

real budget constraints and to remove corruption and inefficiency is to privatize SoEs. In 

Central and East European Countries (CEECs) privatization was, therefore, seen as the major 

component of market reforms. 

La Porta, Lopez-de-Silanes, &. Shleifer, (1999) highlighted argument against privatization 

which cannot be ignored is that the burden of restructuring fall on the shoulders of workers 

who has to bear it through layoffs and wage cuts.  Recently published economic literature has 

taken more flattering view of privatization then that of SoEs. All these studies mention the 

agency conflicts which are considered as the basis of the inefficiency of SoEs (agency view). 

Two strong dimensions of the literature are available to solve the puzzle that whether agency 

conflict is with the manager or with the politician. One which is leaded by Vickers, & 

Wright, (1988) presented a managerial view argues that the managers of SoEs cant observe 

their workers and staff more efficiently and as well as they are not highly motivated towards 

the success due to lack of incentives. On the other hand, Shleifer and Vishny (1994) identify 

that the cost of  political interference of the government is too high and resulted impact of 

government involvement are redundant employment, poor selection of product and location, 

lack of investments, and indefinable rewards for managers (political view). In short, the 

academic literature highlighted large number of positive aspects of privatization-especially 

higher profitability and the expected cost to the society as well.  These are: 

 Social  Costs 

 Unemployment 

 Lower wages  

 Longer working hours 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  83 

Besides these there are some other impacts as well like the outcome of the share trading in 

the secondary market is the threat of takeover, more disciplined labour market and the 

rewards are given on the basis of performance so a good and fruitful work base 

compensational plans can be implemented so in returns when shares are offered for sale in 

the capital markets, the management is more concerned and put their maximum efforts to 

provide managerial effort and responsibility. Although enough studies are not available on 

this issue who directly discuss the compensation polices and its impact after privatization ,  

both Wolfram (1998) and Cragg & Dyck, (1999) mentioned considerable increases in total 

rewards for managers of privatized British firms in there documents. But in Pakistan some 

companies increase their mangers remuneration after privatization. 

Although enough material is available on the cost of privatization but it does not mean that 

privatization is not fruitful and can’t be used.  

3.9.2. Management control after privatization 

Cragg & Dyck, (1999) further argue that this problem is yet to be resolved that what the 

reasons are or what is the philosophy behind  the success  of private ownership in contrast to 

public ownership. Not only this rather it is also observed that private ownership is more 

efficient and effective in resolving the agency issues as compared to public. Moreover large 

scale firms faced almost same types of agency issues even if they are public or private in 

respect of ownership. But where ever the firms are transferred or ownership shifted towards 

worker, it is generally observed that this change in management is not directly and 

significantly observed in the behaviour of managers when they become the owners.  They 

further analyzed that due to privatizations large number of firm’s layoffs their workers and 

this also change the financial performance of the privatized companies. Similarly those 

companies who are incurring losses persistently at least 3 to 4 years, their workers resign that 

company as they feel insecure in this situation where as in public sector workers felt job 

security even in loss situations. When the company’s managerial performance and its 

discipline become poor then the market for corporate control come out for its role in 

reinstating existing managers but if we go to the qualitative analysis, it seems to be a good 

implementation of accountability. We can’t say that it is only due to the shift from political to 

financial objectives. Privatization emerged an activity only one of its kind. But normally 

government’s main concern is to boost the financial performance of firms. When we use the 
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accounting measures we see that the financial performance of the firms has direct link with 

the turnover of the firms in the beginning of privatization.  

Bortolotti & Faccio, (2007) findings shows that the government did not transfer the complete 

control to the privatized firms in OECD countries. Goyal (1999) discussed that different 

forms of privatization has diverse effects on labour, consumer and economy.  In general 

when companies are privatized then immediately there is less adverse impact on management 

control due to the elimination of entrance hurdles and this will encourage more funds and 

investments which lead towards more employment opening.  

It has, however, been noted that privatizations in transition economies are different from 

those in the West. Firstly, the size of privatization programs is much bigger. Laban, & Wolf, 

(1993) explain the difference between privatization programs in transition economies and 

those in the OECD by reference to the `critical mass' effect in transitional economies due to 

the spill over effect of mass privatization. In other words, the returns from individual sales 

are positively correlated with the overall success of the privatization programs (Jelic & 

Briston, 1999). 

Manandhar & Bajracharya 1999) explained consequences of privatisation in Nepal. He is of 

the view that the functions of foreigners will be increased when Nepalese government sell the 

public units to foreign investors and moreover when a small number of business community 

invest in private sector this lead towards the concentration of economic power  in hands of 

few people. It is the prediction of the government that the shift of capital and management 

from public sector to private sector, will condensed the government investment in business 

and construct a more competitive environment in the country which will ultimately be an 

advantage for the economy. And this all happen with the induction of private sector who play 

a very active role in the economic development of the country.  

Observably in comparison of so many advantages a crowd of restrictions and limitation is 

also create blockage in the growth of privatization in Bangladesh. Major types of hurdles are 

lack of direct and transparent policy for privatization for all stake holders, lack of supportive 

institutional infrastructure, sufficient support from regulations and law, lack of precision in 

actions, unions and workers resistance, weakening law and order circumstances and 

insufficient prospective buyers' concern, etc. (Ahmed, 1999). 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  85 

Levi-Faur (2003) analyzed two sectors in thirty two European and Latin American countries 

and observed relations connecting politics and learning which disseminate the liberalization. 

He explains lots of aspects and conditions with the help of which these two things work 

together and cooperate in order to maintain cross-national and cross-sectoral differences for 

the expansion of liberalization.   

3.10. Conditions of Success 

Privatization is not the only reason of expansion in the private sector, it has grown 

immensely due to the start of many new and different kinds of businesses and this happened 

with the help of local and foreign entrepreneurs. Most of the new-innovative entrepreneurs 

and small firms comprise of those businesses which are poorly recognized and documented. 

Majority of the countries don’t have any proper statistical data which can explain the detail 

and segregate the reasons of expansion that whether this  improvement in private sector is 

due to the commencement of new businesses, expansion of old businesses or privatization . 

According to Brada (1996) the purposes behind the creation of small firms which are often 

know as "phantom" and proprietorships are formed  is to avoid tax and permit individuals to 

set aside their regular expenses against unrealistic business activities, but fail to comprise 

many lucrative entrepreneurs who are dodging taxes. 

Privatization has diverse consequences as well but mainly it depends on the nature and 

objectives of the owner as well. Especially the decisions of privatization of SoEs to internal 

or external people as owners of the privatized firms effects more, such as the the outside 

owners effects the performance more significantly and they normally boost the revenues but 

not reduce the cost. Another effect of outside owners is that they normally layoffs the 

employees in post privatization reorganization and restructuring  

The evidence in published literature suggests that the effects of privatization on corporate 

performance are somewhat influential, but these effects are not same and nor even 

mechanical across dissimilar forms of firms or diverse recital methods.  

According to the research on transitional economies of Central Europe, those firms who are 

privatized to the outsiders show outer performance as compared to insiders.  We can say that 

the same experiences can be implemented to the other countries as well but it is foremost 

sure that post privatization performance is different due to the different nature and kind of 
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owners and this observation might effect differently to the privatized units and analysis in 

generalized terms. 

Dornbusch (1992) also observed that effectiveness of privatization affects differently to the 

firm's revenue and cost performance a difference that is more usually considered to be of 

potential importance for the understanding the nature of private property. Boutchkova & 

Megginson (2000) discuss the rise of global capital markets due to privatization. 

It is not erroneous to assert that if privatization is done only for the sake of privatization, it 

can have harmful consequences. Many global economic institutions (such as the World Bank 

and the IMF) time and again have put pressures to privatize SOEs in debt-ridden emerging 

economies (Vernon, Wells & Rangan, 1996).  

There are countless developed economies and financial systems that have acted as the 

cohorts and advocates of privatization. They deem that in emerging economies Privatization 

can help to augment the prosperity of developing states. Although these efforts might be well 

intentioned, they are often ill advised, for many of the sources sponsoring privatization are 

not fully cognizant of the governance limitations within these economies (Wolfensohn, 

1998).  

The next set of factors articulate about the present-day literature and prose on the magnitude 

or the significance of corporate governance at a country's level and supremacy alongside with 

the institutional progress. Moreover, this comprises of a chief distinction among different 

types of countries (developed and developing) and more practically in developing countries 

the process of goverence is comparatively weaker and pathetic.  

Undeniably, quite a few instigators in recent times highlighted the significance broad range 

country's level institutional development effects. They believe that it also make a strong 

impact on the privatized firms as a determinant of the failure or success, Ramamurti, (2000); 

Dyck, (2001); Shirley, (2001); Boubakri, Cosset, & Guedhami, (2005). 
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3.10.1. Trade Liberalization  

Similarly, Dornbusch, (1992) spotlights trade liberalization. And in his research so many 

benefits of trade reforms through the different ways which are mentioned such as enhanced 

allocation of resources, better contest and easiness of contact to recent technologies, inputs 

and mediator supplies. Consequently it is not wrong to conclude that privatization is not the 

only way of performance improvement of the new private sector firms, rather it can also be 

enhanced all the way through trade liberalization. 

Barberis, Boycko, Shleifer & Tsukanova, (1996) developed a representation or we may term 

it as a form of privatization that elucidates the relative incompetence of state-owned 

enterprises as well as their progress after privatization due to change in control and 

management. It is completely observed that this improvement is due to the improved change 

in management. 

Dyck, (2000); Shirley, (2001) and Pagano, and Roell (1998) squabble that a market with a 

stronger fortification of shareholder rights decreases the agency outlay and improves the 

competence to the scrutinize managers. Therefore, we look forward that the companies who 

operate in those countries where share holder rights are not properly protected gave more 

efficient and fruit full performance results after privatization as compared to those who have 

good legislation system and proper rules and regulations are implemented. 

In turn, privatization usually induces revolutions at the firm, industry, and country levels, and 

it is the combined effect of these reforms that changes the performance of the above 

mentioned three niches. The first two factors promote privatization, whereas the third usually 

is an obstacle to privatization, especially in intermediary economies.  

The smooth performance of private firms and markets presumes the existence of a variety of 

institutions, including laws (company, contract, bankruptcy, antitrust laws, and so on), 

specialized professions (auditors, accountants, financial analysts, management specialists, 

financial press, and so forth), and governmental agencies (capital market regulators, industry-

specific regulators, independent courts, and so on).' And it is not wrong to claim that such 

bodies are far better developed in industrialized countries.  
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In the upshot, countries' predisposition to privatize is shaped by the quality of their market-

supporting institutions-that is, the sophistication of the public and private institutions that 

underpin any market economy.  

The performance of the firms operating in imperfect competitive markets can be improved by 

implementing strategic reforms which introduce more competition or boast up regulatory 

incentives for example: by introducing new franchisees, standard competition, or the price-

cap method. Maximum development in the performance can be obtained by developing 

strong bond among ownership , competition and regulatory reforms because it will lead to 

positive interaction between ownership and competition between ownership and regulatory 

reform plus a few other things for more detail see (Ramamurti, 2000; Ramamurti, Lesley, 

Kathryn, & Catherine, 2005). 

The positive association between privatization and country performance is suggested in many 

studies of mixed economies, (Sheshinski, & Lopez-Calva, 1999), It has been claimed that 

privatization lowers the government's budget deficit and facilitates to accelerate GDP growth 

World Bank (1995: 45) and that it helps in building up the local capital market, as seen the 

growth in stock market capitalization (McLindon, 1996). 

International institutions as the World Bank and the IMF, did not pay sufficient attention to 

escalation market-supporting institutions in shifting economies, believing that unleashing 

market forces (e.g., freeing prices) and privatizing ownership would by themselves produce 

dramatic performance improvement, (Nellis, 1999). 

Ramamurti, (1992); (1998); (2000) clarifies the reasons for some countries that have been 

further successful than others at implementing privatization. They quote that "success" is 

defined as completing the privatization transaction, not as improving the performance of 

firms after privatization. The nucleus of the book consists of case studies of the privatization 

of telecommunication sectors in Argentina, Brazil, Chile, and Uruguay. A strength of the 

book is that it looks at both successful and unsuccessful privatizations, including the 

attention-grabbing case of Argentina, where the telephone company's privatization was 

derailed under one president but completed promptly under the next only three years later.  

Molano's goal is to explain these variations in upshots. His theoretical framework is diverse 

and commonsensical, and for the very same grounds it is also refreshing, contrasting 

numerous studies that  fall short as a reason of their authors' narrow specialization. (Molano, 
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1998)'s expounding variables embrace of micro factors, such as the performance of the state 

enterprise at the time of privatization; and macro factors, such as the country's inflation, debt, 

growth rate, and fiscal situation. These features are expected to establish the potential gains 

from privatization, the assumption being that the worse these indicators are, the more likely a 

country is to privatize. In addition, he deems the political state of affairs at the time of 

privatization. His postulation is that privatization will not be implemented unless it is both 

first-class policy and good politics. Again, not a startling idea, but one that economists have 

so often forgotten; witness the World Bank's many unsuccessful attempts at imposing 

privatization on foot-dragging developing economies. 

The cases showed that the function of macroeconomic factors proved a more significant part 

and were establish to be more important than microeconomic factor in determining 

privatization outcomes. Indeed, the case materials showed that fiscal deficits played an 

important role in motivating the countries to consider privatization policies. Study materials 

showed that the power of the national executive, as measured by the percentage of the 

legislative body that held a similar political affiliation, indicated the government's ability to 

implement privatization policies.  

Some final observations 

Historically, State-owned enterprises (SOEs), with all of its efforts directly (through R&D 

investments and facilities) and indirectly, with the assistance of their procurement strategies 

participated in major and vital position in most of the countries in directing, developing, 

qualifying and implementing the development of innovation systems (Nelson, 1993). But if 

we study in broader spectrum the role of the government is continuously decreasing because 

of the expansion of privatization and now government is not serving as a major participant an 

performer in the economic and business sector over the two decades (Bortolotti, Fantini & 

Siniscalco, 2003; Bortolotti & Faccio, 2004; Bortolotti & Siniscalco, 2004). The general 

experiences exposed by the preceding researchers related to privatization strongly 

emphasised that transformation in ownership from public to private, the firms switching on 

towards improved and better performance in its productive efficiency level and profitability 

level. Other than, no suitable and significant thought has been specified to know that how the 

ground-breaking and innovative performance of the firm is shaped and affected by 

privatization? Generally, as Parker, (1998); Martin & Parker, (1997) Martin & Parker (1995) 

indicate, effervescent competence gains connected to privatization, regarding investments, 
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R&D. but on the other hand more innovation have been mainly deserted not given proper 

consideration both in theory and practice while the people who are in the favour of 

privatization believe reverse. Many researches discuss the boundaries, limitations and the 

failure causes related to privatization. Moreover, according to Quiggin, (2002) some major 

understandable suggestion is that as a minimum a number of privatized enterprises have to be 

renationalized, leftovers unthinkable for any. Up till now, denationalization has occurred 

primarily as an emergency response to the failure of private firms providing essential 

services. As examples of this types of collapse is the idea that privatization seems to 

irrevocable and irreversible, it may be possible to undertake a more organized and rational 

modification and reconsiderations of the appropriate roles of the public and private sectors. 
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CHAPTER 4 

Meta Data 

 

The process of privatization in Pakistan started in 1988 with minority shares of Pakistan 

International Airlines Corporation and to organize this process, the Privatization Commission 

was formed on January 22, 1991. Furthermore, in the start the privatizations of industrial 

concerns was the prime objective but later on in 1993 other sectors such as financial, 

engineering, automobile, energy, cement, ghee, fertilizer and chemical were also included in 

its scope. 

Sixty six privatization transactions were carried out from 1991 to 1994, which reached to 92 

by end of 1997, 106 by end of 2000 and 129 till 2005. 

The data collection for this research started in 2004 for all the firms which were   working 

under the control of Ministry of Production (MoP)9 and Ministry of Finance (MoF)10 before 

their privatization. 

The pre-privatization data of industries for year, 1990-2005 was mostly available with Expert 

Advisory Cell (EAC). Experts Advisory Cell is a source of all the information on operational, 

financial and profile about the performance of public sector industries under Ministry of 

Industries & Production, whereas data of Ghee industry was collected through Ghee 

Corporation (GC) and Securities and Exchange Commission of Pakistan (SECP)11. The post 

privatization data on the performance and resource generation by disinvested/privatized 

entities was collected from respective corporations, individual units, SECP, AKD 

                                                            
9 For more information about Ministry of production of Pakistan visit < http://www.moip.gov.pk/ > 
10 For more information about Ministry of Finance visit: < http://www.finance.gov.pk/ > 
11 For additional details about Security Exchange Commission of Pakistan visit:  

< http://www.secp.gov.pk/annual_reports.asp > 
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Securities12, and Karachi Stock Exchange (KSE)13 etc. It was a challenging task to retrieve 

performance results, especially sales and tax related information from the disinvested firms 

and it were worsened after the current surveys on tax by the government. However, every 

possible effort was made to acquire maximum information from maximum number of 

disinvested industries.  

In order to access the post privatization financial data regarding the  organizations we 

collected their annual reports from the library and record room of Karachi Stock Exchange 

(KSE) but here we found the data of those companies which were listed in KSE collect some 

of the data from the websites of the sample companies as well.  

The library of State Bank of Pakistan was rich enough in financial sector data which they 

made available for the research.  

This dissertation aims to study the use of privatization program in a strategic context by GoP 

to uplift the economic growth performance. This study starts to compare the pre- and post 

privatization data of 129 companies from 8 sectors in Pakistan, but we limit our sample to the 

companies whose ownership has been transferred (government shifts ownership if 26% 

shares are privatized). Only 33 companies complete data was available to conduct this 

research out of total 129 units which were privatized during the above mentioned period 

whereas; 86 companies were excluded from study, as five companies were reported in heavy 

losses thus considered as outlier, 51 units were closed after privatization and data of 20 

companies was unavailable.  

The pre-privatization data of 10 companies was available but post-privatization data was not 

there. Similarly, post-privatization data of two companies was available but pre-privatization 

data was missing. Three companies merged and were renamed so their parent companies are 

included in analysis. The closed down disinvested units have also been discussed to measure 

their impact on economy. Thus sample consists of thirty three companies from 8 sectors.  

Three companies merged and were renamed so their parent companies are included in 

analysis. The closed down disinvested units have also been discussed to measure their impact 

on economy.  

Thus sample consists of thirty three companies from 8 sectors.  

                                                            
12 See details about AKD Securities < http://www.akdsecurities.net/ > 
13 For More information about Karachi Stock Exchange visit: < http://www.kse.com.pk/> 
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Table 4.1 Details of sample companies 

Description No. 

Complete and included in analysis 33 

Deleted due to heavy losses: outlier    5 

26 % ownership is not transferred 5 

Data is unavailable  20 

Not included; closed after privatization 51 

Post-privatization not available 10 

Pre privatization data unavailable 2 

Merged and renamed 3 

Total 129 

 

Our research disqualified 20 firms from this analysis which are like newspaper, roti plants, 

and utility stores firms etc. because of the non availability of the data. We also exclude 51 

units which closed after privatization. 

Three companies merged in others. Some of the elimination is based was made only due to 

the reason that data (pre or post privatization) was unavailable in spite of of countless efforts. 

Moreover, five companies were partially privatized as 26 % shares were not transferred.  

Our study sample consist of 33 units out of 129 in total companies and this is approximately  

more than 42 % of total transaction  if we exclude the closed. 

  

4.1. Methodology and Testable Predictions  

This study entails comparison of financial and operating results in respect of disinvested 

units during pre and post privatization period. This study measures pre and post-privatization 

accounting performance of privatized company during 1990 to 2005. The total time period 

for the analysis is at least seven years data for each firm is included in the study.  

At the first stage, all empirical proxies for each company were calculated for a period of 

seven-year which include three years before and three years after privatization and obviously 

the one year of privatization as well. Then the means of each variable for the pre-

privatization (years -3 to -1) and post-privatization (years + 1 to +3) periods were computed 
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but only those companies with observations from at least year -3 to year +3 were included in 

this study we compute different ratios for pre and post privatization data and work out the 

difference in ratios to analyze the performance of companies and sectors.  First, we calculate 

the mean and median values of the each company for the three-year periods prior and 

following to privatization. Secondly, we calculate the mean and median change in the 

proxy’s value in the same pattern (after versus before privatization). Thirdly, a test of 

significance like t-test for the change in mean values is applied to ensure whether the results 

are as which we have predicated or not.  

Finally, in sales efficiency apply inflation-adjusted sales and GDP deflator adjusted sales and 

compute these two figures by dividing these two adjusted sales to the number of employees 

each year so in this way net income efficiency and real sales are computed in same manner. 

When we use t-test modelling on data ,  the year of the privatization, was excluded from the 

analysis as it include both the public and private ownership phases of the firm.  The date on 

which government sold a certain amount of shares for the first time is considered the date of 

privatization. 

In our analysis for some hypothesis 1,2,3,4 and 6 we use more then one proxies and where 

ever in all cases we use two or more proxies, the proxy which is listed first are considered the 

one to be considered our preferred and most reliable empirical variable because it uses a 

current measure in either the numerator or the denominator, or both.  

When we use t-test modelling on data, the year of the privatization, was excluded from the 

analysis as it include both the public and private ownership phase s of the firm.  The date on 

which government sold a certain amount of shares for the first time is considered the date of 

privatization and for the purpose of t-test model the year of privatization which is mentioned 

as year 0 is excluded. Then t-test was applied on mean value to determine the significance of 

analysis after considering the p-value that tells whether the impact of privatization on SoE is 

significant or not and the level of intensity as well. 

 

Megginson, et al. (1994); D´Souza, & Megginson, (1999); Boubakri, & Cosset, 

(1998); Wei, et a.l (2003); D’Souza, et al. (2001); Bortolotti, Fantini, & Scarpa (2000) 

have used almost same methodology in their researches. 
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The study covered eight sectors of Pakistan economy i.e. financial, automobile, cement, 

chemical, energy, engineering, fertilizer and ghee and the analysis was carried on three levels 

1) Overall country performance 

2) Sector  performance and 

3) Individual firm performance 

Firstly, all proxies are mentioned in Appendix-A , table 1 which consist of overall analysis of the 

data, then table 2-9 are related to sectoral performance and individual firms computations are 

available in the forms of individual proxies. 

4.2. Hypotheses 

It is generally expected that privatization will increase profitability, operating efficiency, capital 

expenditure and output,   increase or decrease the level of employment, and leverage and improve 

the payout to the share holders. Our hypotheses in this research are privatization will: 

1. Increases a firm's profitability 

2. Increases its operating efficiency 

3. Increases its Capital expenditures   

4. Increases its output 

5. Decreases employment   

6. Decreases leverage 

7. Increases dividend payouts 

Two symbols, A for after privatization and B for before privatization is are used in the 

study as used by other researchers to calculate the mean and median for different time 

periods.  

In Appendix-A, Table 1 presents the overall results of the whole sample , table 2 the 

financial sector, table 3  automobiles, table 4  cement, table 5  chemical, table 6  energy, 

table 7 engineering, table 8  fertilizer and table 9   shows results of ghee industry/sector, 

whereas,  table 10  shows sector analysis in which data is presented according to different 

proxies. 

 The detail of the proxies and their analysis criteria is managed as follows: 
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1) Profitability has been measured by three proxies. Normally three major ratios 

which are used to measures and check the profitability of a firm are return on sales 

(RoS) before and after tax, return on assets (RoA) before and after tax, and return 

on equity (RoE) before and after tax. This refers to earnings before interest and 

tax divided by sales, assets and equity, and net earnings divided by sales, assets 

and equity, respectively.  

2) Operating efficiency has been determined by two variables: sales efficiency 

(SALEFF) and income efficiency (INEFF), which refer to sales per employee and 

earnings before taxes EBT per employee, respectively.  

3)  Investment strength has been calculated by using two proxies, capital 

expenditures divided by sales (CESA) and capital expenditures divided by total 

assets (CETA).  

4) Output proxy has been computed by using the normalization method after 

deflating sales for inflation and GDP deflator.  Real earnings before tax (EBT), 

which refers to deflating EBT, have been calculated by using the appropriate 

consumer price index (CPI) values, and GDP deflator.  

5) Employment has been measured as the total number of employees (EMPL) during 

the study period.  

6) Leverage, has been computed by using total debt to total assets (TDTA). Some 

other ratios can also compute the leverage like debt to equity etc. but this ration is 

preferred for analysis  

7) Dividend payouts have been measured as total dividend paid to the share holders 

in different years to sales (DIVSAL) and used in results.  
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CHAPTER 5 

Empirical Results 

 

A number of empirical studies show significant positive results for the firms after 

privatization like Megginson, Nash, & Randenborgh, (1994) did empirical analysis about 

comparison of the pre and post privatization performance of 61 companies from 18 countries 

which include both developed and underdeveloped, belong to 32 different industries. They found 

persuasive evidence that the mean and median profitability, real sales, operating efficiency, and 

capital investment spending of sample firms had increased significantly in their analysis and this 

change occurred in both statistical and economic terms) after privatization according to their 

study. In addition, they documented significantly lower leverage ratios and higher dividend 

payments of firms after privatization. However, they observed no fall in the employment level 

after privatization, rather they have proven an increase in mean (median). Another 

comprehensive research on the same issue is examined by Boubakri, & Cosset, (1998) who 

studied the same change in the financial and operating performance of seventy nine 

companies from twenty one developing countries that practiced complete or partial privatiza-

tion for the period starting from 1980 to 1992 and have tested accounting performance mea-

sures. Their results are same as previous research motioned above and show significant 

increases in profitability, operating efficiency, capital investment spending, output, 

employment level, and dividends and their results strengthen the previous study done by 

Megginson, Nash, & Randenborgh, (1994). A further study conducted by D'Souza, & 

Megginson, (1999) gives valuable insights into the possible methodological and ideological 

changes that should be considered for future perspectives. This empirical work also compares 

the same financial and operating performance of privatized and includes the huge data from 

twenty eight industrialized countries’ eighty five companies which were privatized through 

public share offerings and their findings strongly recommend that privatization capitulates 

significant improvements in the performance, profitability, operating efficiency, capital 
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expenditures, output, and dividend payments of the firms but it decreases employment 

and leverage insignificantly.  

Wei, Varela, D'Souza, Hassan (2003) conducted the same study in China and analysed  two 

hundred and eight companies’ pre and post privatization financial and operating performance 

during the study period 1990-97 and their findings show momentous progress in real output, 

real assets, and sales efficiency, and significant declines in leverage in those firms who were 

following privatization but no significant change in profitability. Similarly, different 

empirical evidences from China suggest that reorientation of the contents of property 

allocation is the main determinant of enterprise restructuring that can capitulate substantial 

benefits even without putting thrust on privatization. Thus, economic reforms along with 

privatization will yield significant performance improvement. Hardly any study signifies to 

answer this question and perhaps most surprisingly it would not be so easy to develop such 

evidence but, in fact, the private sector is effective in solving the problem of externalities 

though costless bargaining driven by individual incentives.  

Several of the other researches observed the different issues related to China's privatized 

firms like Gul (1999) studied and concluded that how SoEs behaviour is positively related to 

growth opportunities to be negatively related to debt financing and dividend policy and Qi, 

Wu, and Zhang (2000) documented that after privatization, the return on equity positively 

related to institutional ownership and negatively related to state ownership but as compared 

to this Wei and Varela (2003) tested a negative relationship between Tobin's q and state 

equity ownership and their study was also related to the China's newly privatized firms. 

The main difficulty with constructing empirical study of privatization on economic 

growth is the tangled effect of myriad variables simultaneously on economic growth. 

Egypt also initiated a privatization program in 1991 and used it as a part of its economic 

reform program; Omran (2004) examined fifty four divested firms with a matching number 

of SOEs, and concluded that both types of firms experience significant improvements in 

profitability and efficiency, and significant declines in employment and debt after 

privatization.  

La Porta, & Lopez- de- Silanes (1999) did another study by using data   firms privatized in 

Mexico for during the period starting from 1983 till 1991 and found convincing evidence that 

profitability, real sales, operating efficiency, and capital investment spending of sample firms 
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increases significantly after privatization. According to their analysis they also documented 

significantly lower leverage ratios and higher dividend payments of firms after divesture. 

Furthermore, they also analyzed to what extent the increase in profits after privatization 

comes from better incentives and from the political position of privatization, and how much 

increase in profit comes at the cost of the society. This concept is a part of the social view of 

privatization.  

There are a number of firms who have great improvements in profits, but this is not due to 

increase in efficiency rather due to increase in prices. For example, Pak Arab Fertilizers in 

Pakistan earned huge profits due to layoffs and increase in prices of fertilizers but efficiency 

is least concerned regarding the case in point. This gives us important social losses.   

A supplementary study documented by Bhaskar & Khan (1995), who use firm-level data 

from jute mills from Bangladesh and analyze the effects of privatization upon employment 

and output and their findings evident that privatization has reduced employment 

significantly, while the reduction in output is statistically insignificant. The breakdown of 

employment reduction by category of employee is particularly noteworthy. They also 

observed that normally the reduction in employment was primarily directed toward clerical 

and managerial employees and define the category of workers like white-collar workers and 

manual workers and prove that in privatized firms the reduction in number of employees is to 

a lesser extents towards permanent manual workers.  

Here we explain preferred and alternative empirical proxies of profitability, operating 

efficiency, capital expenditure, and changes in output, employment, leverages, and changes 

in dividend payments and the preferred proxy is listed first and the alternative, if any, is 

listed later in the tables of analysis and we call them preferred proxy because their result is 

more reliable. 

Several studies as mentioned above such as Megginson, et al. (1994), D'Souza, &  

Megginson, (1999), Boubakri, & Cosset, (1998), Wei, Varela, D'Souza, Hassan, (2003) and 

D'Souza, Megginson, & Nash, (2001) have used the same proxies for analysis  which we 

have adopted in this dissertation and bring to a close almost similar findings. 

In order to examine our hypothesis, first of all we calculate empirical proxies for each company 

for a seven-year period which consists of three years pre-privatization and three years’  

post-privatization. We then calculate the mean of each variable for each firm over the pre- and 
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post-privatization here we mean pre-privatization: years –3 to –1 and post-privatization: years +1 

to +3. For all firms, the year of privatization (year 0) includes both the public and private 

ownership phase of the enterprise. We therefore exclude year 0 from our t-test from mean 

calculations. The condition for any company to be included in the sample is that it must have at 

least two observations, available for each window and the government must have transferred 

26% shares of that company. 

We use mini tab software to calculate mean, median and apply t-test on the data, and for 

the purpose of segregation in pre and post privatization data we use two symbols, same as 

used the one by Megginson, Nash, & Randenborgh, (1994),  in the predicted relation column 

A and B which stand for after and before respectively. 

5.1. Profitability 

The profitability analysis of the sample companies based on three ratios: 

 Return on sales (RoS) 

 Return on assets (RoA) 

 Return on equity (RoE)  

Two variations (mean and median) of each of the three ratios is calculated first by dividing 

earnings before interest & taxes by sales, assets and equity respectively and then by dividing 

net earnings by sales, assets and equity respectively because our analysis covers the above 

mentioned three ratios for both. Almost all researches on this topic, as described in Ch.3, 

conclude that the profitability of the firm is positively correlated with privatization. It is 

evident after many empirical analysis that as the governments expected, profitability 

increases significantly after privatization according to RoS, RoE and RoA. In our results we 

primarily rely on RoS (our benchmark) which is the strongest of all and while discussing the 

results, we choose to focus on the first proxy (RoS) as it is less sensitive to inflation and 

accounting conventions than the two other profitability ratios. The following proxies are used 

in analysis: 
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Table 5.1 

Characteristics 

 P (1) 
Proxies Predicted 

Relationship 

Profitability Return on Sales (RoS) = EBIT ÷ Sales RoSA > RoSB 

-do- Return on Sales (RoS) = Net Income ÷ Sales RoSA > RoSB 

-do- Return on Assets (RoA) = EBIT÷ Total Assets RoAA > RoAB 

-do- Return on Assets (RoA) = Net Income÷ Total Assets RoAA > RoAB 

-do- Return on Equity (RoE) = EBIT ÷ Equity RoEA > RoEB 

-do- Return on Equity (RoE) = Net Income ÷ Equity RoEA > RoEB 

 

In Appendix-A, Table 1 include the  performance measures of our overall 100% sample 

which includes the eight sectors data of 33 companies after excluding the five outliers. Six 

profitability ratios, that is return on sales (RoS) before and after tax and return on assets 

(RoA) before and after tax increase significantly after privatization but increase in return 

on equity (RoE) is less significant.  

As far as the mean (median) of RoS, it improves significantly from 0.0733 (0.0522) before 

privatization to 0.1509 (0.0791) after privatization. The same trend can be seen when we 

use the denominator earnings after tax. So we can say that privatization increases the 

profitability which is evident from the results. The mean (median) RoA before tax 

increases significantly from 0.02113 (0.0948) before privatization to 0.3263 (0.0938) after 

privatization while RoE changes positive after privatization but is not very much 

significant i-e from -2.52 (0.029) before privatization to 0.86 (0.029) after privatization 

which showed improvement in post privatization performance of the firms.  

However, in our detail analysis, we conclude that different sectors behaviour is different in 

the first hypothesis which is not similar to overall results. Now a detailed and 

comprehensive sector wise analysis is at hand.  

In Appendix-A, Table 2 we explain the analysis of financial sector and here it is necessary 

to know that the pre supremacy of the public sector in banking and non banking financial 

institutions together along with tool of direct monetary control was contributing towards 
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financial repression, financial sector inefficiency, crowding out of private sector and 

weakening quality of assets in public sector but at the beginning of the 90s, the banking 

sector in Pakistan was dominated by the public sector banks which were characterized by: 

 High Intermediation Costs, 

 Over-Staffing and Over-branching, 

 Huge Portfolio of Nonperforming Loans, 

 Poor Customer Services, 

 Undercapitalization, 

 Mismanagement, 

 Disinclination Lending to SMEs /Housing & Other Segments, 

 Excessive Interference in Lending, 

 Poor Loan Recovery & Human Resources Malpractices. 

 

Table 2 reports the data analysis of the financial sector. Six banks are included in the 

analysis as Habib Credit & Exchange (HC&E) was renamed after privatization as Bank 

Alfalah so its pre-privatization data is available with the name of (HC&E) and after 

privatization as Bank Alfalah. Financial sectors data was 100% accessible and included in 

analysis. The mean (median) of RoS increases significantly from 0.0851 (0.0879) before 

privatization to 0.2741 (0.1807) after privatization. The same trend we can see when we 

use earnings after tax which is from 0.0117 (0.0507) before privatization to 0.1833 

(0.2359) after privatization. An improvement in profitability is achieved after privatization. 

The mean (median) RoA before tax increases significantly from 0.00776 (0.00649) before 

privatization to 0.01443 (0.1486) after privatization on the other hand ROA after tax is also 

increases significantly from 0.00149 (0.0341) before privatization to 0.00973 (0.1051) after 

privatization RoE changes positive after privatization but not very much significant and i-e 

from -.17 (0.15) before privatization to 0.493 (0.0261) after privatization. So it is evident 

that privatization improve the financial sector. 

The privatization initiative in banking sector was singled out for its success. The major 

benefits resulted from privatization are: 

 More efficient banking services,  

 Lower transaction costs, 
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 A wide range of corporate and consumer services,  

 Removal of the additional equity requirement,  

 Reduction in political lending, 

 Improved regulations and 

 Competent management. 

Hence privatization has shaped significant improvements in the financial sector of Pakistan. 

The automobile sector is presented in table 3. A total of seven companies were privatized 

during research period out of which 5 are included in the analysis. National Motors data is 

excluded from this sector analysis as an outlier and Naya Daur Motors was closed after 

privatization. The mean (median) of RoS increases significantly but not very high as it 

changes from 0.061 (0.0367) before privatization to 0.62 (0.0425) after privatization. The 

same results can be observed when we use earnings after tax which is from 0.0218 (0.0234) 

before privatization to 0.0426 (0.0273) after privatization. An average improvement in 

profitability is achieved after privatization. The mean (median) RoA before tax increases 

significantly from 0.0492 (0.0388) before privatization to 0.067 (0.0815) after 

privatization. On the other hand RoA after tax also increases significantly from 0.0218 

(0.0212) before privatization to 0.0422 (0.0416) after privatization. The RoE changes 

negative after privatization but insignificant, which was from 0.137 (0.228) before 

privatization to -0.64 (0.026) after privatization. Although privatization increase 

profitability in automobile sector but not very much significant. 

Table: 4 present the cement sector analysis. 14 companies were privatized till 2005 which 

were previously included in STATE CEMENT CORPORATION OF PAKISTAN out of 

which 2 companies named White cement and Pak cement were merged in Maple Leaf 

cement. So these two companies’ pre privatization data was merged in Maple Leaf Cement 

and Wah cement’s data deleted as outlier. The overall profitability trend in cement sector is 

positive. The mean (median) of RoS before tax increases significantly as it changes from 

0.0476 (0.0481) before privatization to 0.1847 (0.2116) after privatization and the same 

trend is presented in RoS after tax. The net increase in RoS before tax increase from 

0.1371(.1635) which evens more than after tax mean (median) is 0.1239(0.132). The same 

increasing trend can be observed in remaining two proxies RoA and RoE. The net increase 

in mean (median), RoA and the RoE before tax is 0.0906 (0.0897), and after privatization is 

0.0679 (0.0648), we can witness a similar outcome   after sale as well (Table 4). 
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Thirteen companies were privatized in the chemical sector but post privatization data was 

available only for 4 companies and out of which 3 are included in analysis which are 

presented in table 5. Pak PVC Ltd’s data is excluded from this analysis as an outlier but 

still a negative trend is observed in chemical sector’s all 6 proxies i-e RoS, RoA and RoE 

before and after privatization. The mean (median) change in RoS, RoA and RoE before tax 

is -0.0574(-0.0457), -0.0502 (-0.0494) and -0.1257 (-0.1539) respectively. A similar trend 

is observed in after tax results in post privatization performance. 

In the energy sector 6 companies were privatized during the study period. Kot Addu 

Power Company is registered in KSE but its pre privatization data was unavailable as 3 

years post privatization data was necessary to compare company’s performance. 

Similarly data of Karachi Electric Supply Corporation (KESC) was also unavailable so 

we include 4 companies’ data in our analysis. In RoS before tax (BT) the mean 

(median) changed from 0.1873(0.0843) to 0.2146(0.1336) and after tax were 0.1272 

(0.0734) to 0.1638 (0.1077) showing a positive increase. The other two proxies also 

show the same trend, as in RoA and RoE the increase in results can be observed in 

0.1039(0.0473) to 0.1248(0.069) and 0.3213(0.2383) to 0.3667(0.2924) respectively 

and similar trend is analyzed in after tax data.  

In table 7, engineering sector’s results are presented where overall increase in post 

privatization can be observed. A total of 7 companies were privatized in this sector and 

only two company’s 100% data was gathered for analysis, out of which one company, 

Metropolitan Steel Mills Ltd. was declared as outlier so only one company Quality Steel 

was included in this analysis. The RoS and RoA increased significantly but not RoE. 

Table 8 shows the fertilizer data. Three companies were privatized and out of which Pak 

Saudi Fertilizers Limited’s data was unavailable, so two company’s data is included in this 

analysis. The first two proxies, which is RoS before and after taxes are showing a positive 

change and increase in profitability after privatization but the remaining 4 RoA and RoE 

before and after tax were negative. As mentioned previously, where there is more then one 

proxy in any analysis, the first one is considered preferable. Hence, RoS provide more 

realist results. 

Twenty four companies were privatized in the ghee sector, most of which are closed. Only 

five companies post privatization data was available with due efforts. Fazal Vegetable 

Ghee data was considered as an outlier company and the remaining 4 are included in the 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  105 

analysis. The whole ghee sector’s post privatization decreased in the sample period. All the 

six proxies show the decline in profitability after privatization. 

Finally we can say out of 8 sectors, only ghee and chemical sectors did not perform well 

after privatization but financial, automobile, cement, energy, fertilizer, engineering and 

fertilizers’ post privatization performance has significantly improved. 

 

5.2. Profile Analysis of All Sectors for Profitability 

Figure 5.1 

 

Figure 5.2 
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Figure 5.3 

 

 

 

5.3. Operating efficiency  

Normally government privatize SoEs with the hope that when the company will enter market 

competition, it will employ their human, financial, and technological resources more 

efficiently and it is necessary for their survival as well. This change creates a positive impact 

in the efficiency of the firm and the shareholders (including employees) in a private company 

take most of the benefits of efficiency improvements, but they may suffer if the efficiency is 

stagnant.  

Operating efficiency can be judged by two variables: sales efficiency (SALEFF) and income 

efficiency (INEFF). It explains the sales per employee and earning before interest and taxes 

(EBIT) per employee respectively and normally sales efficiency is more preferred to compute 

the operating efficiency of the firms.  

In order to calculate the efficiency of the firms we did not employ inflation-adjusted 

sales, we use inflation adjusted sales in output analysis only which shows imperative 

increases in the firms after privatization. Following proxies are used in the analysis: 
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Table 5.2 

 

Characteristics 
P(2) 

Proxies 
Predicted 

Relationship 

Operating Efficiency 
Sales Efficiency (SALEFF)  

=  
Sales ÷ Number of Employees 

SALEFFA > SALEFFB 

-do- 
Net Income Efficiency (NIEFF)  

=  
Net Income ÷ Number of Employees 

NIEFFA > NIEFFB 

 

The two proxies for efficiency, namely sales efficiency and net income efficiency (net 

income per employee (NIEFF)) as mentioned in table 1 show a highly significant 

improvement (at 5 percentile level). For example, SALEFF increases mean (median) from 

2954(1017) to 7500(1983) after privatization and NIEFF -1415 (404) to 36(123). The 

overall results suggest that privatization significantly improves their operating efficiency in 

Pakistan which accomplishes the government objectives of starting privatization program 

in country.  In SALEFF, t-test value is -2.75 and P-value is .0011 and in NIEFF it is -1.99 

and 0.049. 

Financial sector’s performance also improves when we calculate the mean and it is from 

719 to 1755 in SALEFF and 55.9 to 342 in NIEFF and improves significantly as its t-value 

is -.0.06 and -.2.88 respectively. The median values, however shows a decrease in sales 

SALEFF but increase in NIEFF. But overall, the financial sectors operating performance 

have augmented after privatization.  

The operating performance of the automobile sector also significantly improved in post 

privatization results. The data shows the net increase in mean (median) of SALEFF is 

2170(1383) which comes from the pre privatization results 1630 (1616) to 3737 (2999)  

post-privatization. And the same significant trend can be observed in NIEFF data presented 

in Table 3. 

Similarly, the cement sector also shows a net increase in progress after privatization and 

the results of this sector are also highly significant. There is an increasing trend in mean 

(median) of SALEFF from 626.7 (538) to 9323 (1428) after privatization. Same increased 

performance results can be observed in NIEFF data in table 4 which is given in Appendix-A. 
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The chemical sector show significant increase in operating performance after privatization 

as mentioned in table 5. But in this sector SALEFF shows highly significant results as 

compared to NIEFF. Because in NIEFF proxy, the mean shows improved performance but 

median shows declining results. The mean (median) improve from 642.7(620) to 1044 (981) 

in SALEFF and 49.5(37.6) to 35.1 (52.4). But as in our analysis our preferred proxy is the 

first one so we can say that the overall operating performance of privatized firms has 

increased.  

Energy sector’ operating performance change is highly significant in NIEFF but moderate 

in SALEFF. As data in table 7 present the positive change in mean and median. The t-test 

value from mean is -1.79 in NIEFF and -1.32 in SALEFF which shows .092 and .21 

significance at 5% confidence level. 

In engineering, fertilizer and ghee sector operating performance of privatized firm is 

insignificant as predicted from t-test of mean. Although there is an increase in the firms 

operating performance after privatization in all the above mentioned sectors in Pakistan but 

that change is not much significant.  

So we can conclude that the operating performance of privatized firms significantly 

increased in overall, financial, automobile, cement, chemical and energy but insignificant 

in engineering, fertilizer and ghee sectors. 

 

5.4. Profile Analysis of All Sectors for Operating Efficiency  

Figure 5.4 
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Figure 5.5 

 

 

 

5.5. Capital expenditures  

Boycko, Shleifer, and Vishny (1994) argued that in order to increase employment and 

social objectives in the country, the government must use all its resources to mobilize 

high output goods companies for example weaponry of doubtful economic value and 

subsidize their inefficiencies. 

 It is the general perception that SoEs can invest more than private firms, because nationalized 

companies provide the government an investment vehicle, the government has the resources 

and borrowing power from their institutions.  

On the other hand, there are so many reasons that why people expect that privatization will 

improve the companies spending (capital expenditure) after privatization. First, companies 

following privatization have better option to use private debt and particularly equity markets as 

compared to most of the SoEs. Because then they become registered in the stock exchange.  

Another view of the picture is that if privatization occurs along with the deregulation and the 

starting of new market, then these firms will have to invest more in the businesses in order to 

enter in the competitive markets as a private company. So privatizations will very large 

investment spending needs in order to become competitive with other private firms.  



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  110 

SOEs are normally labor intensive in their production processes. The power of politicians, 

labor unions, and other interest groups leads towards SoEs employees wealthy and the capital 

reduced. Besides this, the need of finance often leads firms to cut their routine maintenance 

which must be improved after privatization. 

Another aspect is that the when a SoEs is privatized then the government’s power towards that 

company is reduced and its ability to bribe or pressurize mangers for excessive production of 

attractive but low quality goods. 

Now, after privatization, due to the open market competition, the firms have to struggle 

extraordinary and forced to produce quality products for their survival such as introduction new 

products and services, new markets, and follow acquisitions both at home and abroad. The 

resources freed up in this way can be reallocated to higher valued uses. Privatization promotes 

entrepreneurship. 

In order to judge the investment intensity we compute two proxies, capital expenditures divided 

by sales (CESA) and capital expenditures divided by total assets (CETA).  

 

Table 5.3 

Characteristics  
P(3) Proxies 

Predicted 
Relationship 

Capital investment 
Capital Expenditures to Sales (CESA) 

= Capital Expenditures ÷ Sales 
CESAA > CESAB 

 -do- 
Capital Expenditures to Assets (CETA)  

= Capital Expenditures ÷ Total Assets 
CETAA > CETAB 

 

The above mentioned two proxies, specifically, capital expenditures to sales (CESA) and capital 

expenditures to total assets (CETA), explain an imperative increase in all firms empirically 

evident from the data. The mean (median) change in full sample is increased from 3.07(0.03) 

to10.32 (0.05) in CESA and 0.256 (0.029) to 0.814 (0.036) in CETA which show net change 

7.25(0.02) -1.28 and -1.29 t-test values at 5 % confidence level. 
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But if we analyze the trend in individual sectors, financial, automobile, energy, engineering, 

fertilizer and ghee sectors although has improved their capital expenditure after privatization but 

the improvement in cement sector is highly significant. 

 

5.6. Profile Analysis of All Sectors for Capital Expenditure  

Figure 5.6 

 

 

Figure 5.7 
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5.7. Changes in Output 

One of the reasons for privatization is the expectation by the governments and other people that 

due to improved incentives, more flexible financing opportunities, improved competition, and 

better range for entrepreneurial scheme, real sales will increase after privatization.  

 

Alternatively, Boycko, Shleifer, and Vishny (1994) concluded that successful privatization will 

lead to a reduction in output, since the government can no longer persuade managers (through 

subsidies) to keep incompetently high production levels. In order to test these predictions and to 

check our hypothesis we compute average inflation-adjusted sales and GDP deflated sales. 

 

Table 5.4 

 

Characteristics 
 P(4) 

Proxies 
Predicted 

Relationship 

Output 

Real Sales (SAL)  

= Nominal Sales ÷ Consumer Price Index 
(CPI) 

SALA > SALB 

-do- 
Real Sales (SAL) = Nominal Sales ÷ GDP 

Deflator 
 SALA > SALB6 

 

In this analysis real sale refers to deflating sales using the appropriate consumer price index (CPI) 

values, and then normalizing them to equal 1.00 in years. Each year we divide nominal sale to 

CPI and GDP deflator and see the trend of data after privatization. Because it happens for some 

companies that after privatization one reason or other their product prices increases sharply as in 

case of Pak Arab Fertilizer in Pakistan. The major contributions in profits were due to increase in 

prices as compared to increase in sales volume. So, the level of real sales is improved after 

privatization significantly. 

Different researches presented by Megginson, Nash, & Randenborgh, (1994), D'Souza, & 

Megginson, (1999), Boubakri, & Cosset, (1998), Wei, Varela, D'Souza, Hassan, (2003) and 

D'Souza, &  Megginson, & Nash, (2001) have used this proxy in order to measure  real sale 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  113 

(Sale / CPI) but in our analysis we consider the real sale after eliminating the impact of 

inflation as well as GDP Deflator. But both have almost similar findings. Therefore, in 

overall analysis the net increase in mean (median) of real sale (Inflation) is 105220(19365) 

and in real sale (GDP Deflator) is 233780 (29422) but the results is insignificant when we 

consider t-test and P-value. 

If we analyze the full sample results these are insignificant although the mean and median has 

increased in real term after privatization in full sample analysis, automobile, chemical, energy, 

engineering, fertilizer and ghee sectors it results are insignificant but have increasing trend while 

financial sector’s performance of output decline after privatization and cement sector shows 

highly significant results with improved performance. 

 

5.8. Profile Analysis of All Sectors for Capital Expenditure for 

Changes in Output 

 
Figure 5.8 
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Figure 5.9 

 

 

 

5.9. Changes in Employment 

It is the normal fear of all governments contemplating privatization programs, that 

efficiency and profitability will be improved and targets can be achieved only at the 

cost of large-scale job losses. In this regard it is perhaps our most surprising and 

important results. 

We find that employment actually increases by an average (median) after privatization. 

Given our results that employment does not, on average, decline after privatization, we 

have often been asked to explain why union leaders around the world almost always 

vehemently oppose denationalization programs, while we cannot, of course, completely 

answer this question. Three possible reasons for union opposition are suggested 

normally:  

First, there are several real examples of large-scale job losses in the firms following 

privatization. As examples, BT, British Gas, St. Gobain, and NTT all lost at least 5,000 

workers after privatization.  

Finally, where privatization coincides with industry deregulation the result is frequently 

to put severe competitive cost pressures on corporate managements, who respond by 

pressuring their work force either for wage concessions, or work rule changes, or both. 
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Another very important incident occurred when Argentina's national rail company fired its 

approximately seventy nine percent workers arguing that it is the part of their restructuring 

of railroad.  An additional study in Mexico was conducted which examine the behaviour of 

two hundred privatized companies and documented that half of all workers lost their jobs in 

the divested firms. Besides all these some of the researches documented unchanged 

employment in privatized firms, (Megginson, 2000). 

Table 5.5 

Characteristics  
P(5) 

Proxies Predicted 
Relationship 

Employment 

Total Employment (EMPL)  

= Total Number of Employees 
EMPLA < EMPLB 

 

Boycko, Shleifer & Vishny, (1996) analysis gives arguments against the previous documented 

researches that state owned enterprises produce more due to political pressure but Megginson 

et al. (1994) gave one argument that the increase in production in the firms after privatization is 

often because of better incentives and greater financing opportunities. However,  D'Souza & 

Megginson (1999) documented that the decrease in employment of firms which are privatized 

during 1990s are insignificant which is opposite to the La Porta and Lopez-de-Silanes (1999) 

who mentioned a decrease in the employment level after privatization significantly in  their 

sample of Mexican NPFs. 
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5.10. Profile Analysis of All Sectors for Capital Expenditure for 

Employment 

Figure 5.10 

 

 

5.11. Changes in Leverages 

Mainly the governments do not put much emphasis for the improvement of financial 

strength and soundness for the firms following privatization but expect that the firms 

leverage will decrease after privatization For one thing, in past SOEs were experienced 

greater debt, due to their inability to get equity from the market. Some times it was 

strongly required to get capital from the government or retained earnings but this 

deficiency is covered through the debt.   

Leverage changes also appear to be persistent across my samples. We documented a significant 

decline in LEV for every one of our sub samples, though in several cases-for non-competitive 

industry firms, for control privatizations, and for OECD countries-the decline is relatively small. 
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Table 5.6 

 

Characteristics  
P(6) 

Proxies 
Predicted 

Relationship 

Leverage 
Debt to Assets (LEV) = Total Debt ÷ Total 

Assets 
LEVA < LEVB 

 
Long-Term Debt to Equity (LEV2) = Long ÷ 

Tem Debt - Equity 
LEV2A < LEV2B

 

 

The empirical results shows a decrease in leverage in overall results but this is insignificant 

although the mean (median) has decreased in real term from 17.96(0.75) to 17.26(0.73) which 

give us an idea about net change in mean (median) -0.7(-0.02) after privatization. The 0.13  

T-Test value and 0.89 p-values make it insignificant. The full sample analysis make our 

hypothesis correct. 

But the in full sample analysis, automobile, cement, chemical, sectors change in mean (median) 

is -0.0881 (-0.0663), -0.035 (0.0225), -0.035 (0.0225), its results are insignificant but have an 

increasing trend while the increase in leverage in financial, energy, engineering, fertilizer and 

ghee sector’s in mean(median) change are .00239(.01128), 0.007 (-0.0236), 0.556 (0.6092), 

0.0647 (0.0694), and 0.3972 (0.3737), respectively but the results are insignificant when we 

consider the t-test and p-value after privatization . 
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5.12. Profile Analysis of All Sectors for Capital Expenditure for 

Changes in Leverages 

Figure 5.11 

 

 

5.13. Changes in Dividend Payments 

We observe whether dividend payouts, measured as total dividend payments divided by net 

income (PAYOUT) and dividends divided by sales (DIVSAL), increase following privatization. 

This very strong evidence of dividend increases after privatization is also found in our sub 

samples. Without exception, DIVSAL increases substantially and significantly after divestiture 

regardless of industry structure, privatization method, or stage of national development. Clearly, 

becoming a private but publicly traded company implies a sharp increase (or initiation) in cash 

dividend payments.  

Table 5.7 

 

Characteristics  
P(7) 

Proxies 
Predicted 

Relationship 

 
Dividends to Sales (DIVSAL)  

= Cash Dividends ÷ Sales 
DIVSALA > DIVSALB
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For the hypothesis of changes in dividend payments, the overall analysis shows an 

improvement DIVSAL in mean (median) from 0.669 (0.013) to 1.282 (0.006) with net 

change 0.613 (-0.007) and t- value is -1.11 with p-value 0.27. This shows an increasing 

trend in post privatization results but again the results are not very much significant. 

While considering the sectors analysis the trend which can be observed from empirical 

results are in financial sector the mean (median) from 0.01458 (0) to 0.0495 (0.0495) with 

net change 0.613 (-0.007) shows significant increase in this sector. 

Engineering, automobile and ghee sector shows significant decrease in their proxies,   and 

rather results of ghee sector is highly significant after privatization. 

Nevertheless, cement, chemical, fertilizer and energy show increase in dividend to sale 

ratio but their results are insignificant. 

  

5.14. Profile Analysis of All Sectors for Capital Expenditure for Changes 

in Dividend Payments 

Figure 5.12 

 

 

A large number of privatized firms which are transferred to the employees like Milliat 

Tractors Ltd. and Allied Bank Limited proved good results and successful transactions. With 

the introduction of improved management training, management practises, productivity and 
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welfare of the workers, these companies have been very successful. Similarly, some of the 

privatized units progressed very well because management gave lots of benefits to the 

workers like increase in salary and improved working atmosphere i.e. Kot Addu Power 

Company and MCB. On the other side, where the management was unqualified, 

inexperienced and having no expertise to run that organization, workers have suffered a lot.  
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Conclusion  

 

Combined with results from previous, directly similar researches, our findings    recommend 

that privatization capitulate significant increase in performance and this is empirically 

evident through Overall country performance, sector performance and majority of the 

individual firm performance. 

So we can say that government should focuses on good governance, policy making, 

guideline, provide supportive  environment that provide incentives for the private sector to 

invest in providing goods and services efficiently and effectively. The prime responsibility of 

the government is to work for the welfare of the society and country not the business and 

privatization helps the government to achieve its objectives and support to put business into 

the right hands while releasing the government to focus on such matters as ensuring law and 

order and assuring that facilitating the framework which is favourable to investment while 

being fair to consumers and the taxpayers. 

Simultaneously, in order to improve the political condition of the country and create the 

positive environment which will be ultimately fruitful for privatization, the government 

needs more new investment injections, introduction of better management, introduction of 

new and improving the technology, increase in competitiveness, and thus leaving more funds 

with the company. All these measures automatically enhance the employment opportunity in 

the country. Simultaneously government should take some important steps and develop 

dynamic policies to increase the confidence of the foreign as well as local investors in 

Pakistan. And all this is possible only and only if the government proves itself consistent and 

committed in following its policies and ensuring reforms and continuing in development 

positive environment for the investors in Pakistan.  

The very fundamental and foremost thing for the successful privatization is that the country 

should be deregulated and the government should eliminate unnecessary restrictions and 

lengthy documentation procedures form the industrial enterprises. In this way privatization 

should consequently be part of a process to strengthen private sector through handing over it 

assets as well as improving and establishing regulatory arrangement and better infrastructure 

for their operation. Because if the government transfers the ownership to the private sector 
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but to keep it throttled by massive regulations then privatization would not improve the 

operational efficiency and effectiveness of the organizations.  

Consequently, the transfer of SoEs should be spread over a period of time. There should be a 

particular pre defined order for privatization. To privatize the SoEs, normally the government 

should offered for sale the loss making units first  and then the less profitable and finally the 

more profitable but it is also possible that a combination of loss making and profitable units 

is offered for sale collectively as a bunch. In conclusion, it must be ensured by the 

government that the company which is buying the industrial as well as consumer unit must 

be serious to run that organization instead of selling its assets and using the factory for some 

other businesses as this has happened in majority closed units in Pakistan and this, therefore 

cause a severe loss of production, employment and taxes to the national economy.  

At the end, a new room for future researchers is to go for a detail analysis of privatized firms 

more than seven years is available because only three years may not show the reliable trend 

of the data. 

Privatization cannot be fruitful until and unless the support of all the stakeholders is not 

achieved. These include different government agencies, government and other departments 

and organizations and for the most part and very important the people of Pakistan, without 

whose constant support and understanding this process cannot be undertaken successfully. 

 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  123 

References 

Ahmed, M., (1999). Privatization in Bangladesh. Paper presented at Sub regional Meeting on 
Privatization in South Asia, Kathmandu. 

Anderson, C., Makhija A., & Spiro, M. (1997). Foreign Ownership in the Privatization Process: 
Empirical Evidence from Czech Privatization (Working Paper). University of Missouri and 
University of Pittsburgh. 

Arbomeit, H. (1986). Privatization in Great Britain. Annals of Public and Cooperative 
Economics, 57, 153-179. 

Asher, B. (1996). The development of a global security market. In Oditah, F. (Ed.), The 
Future for the global securities market. Oxford: Clarendon Press. 

Aylen, J. (1987). Privatization in Developing Countries. Lloyds Bank Review, 163, 15-
30. 

Azam, J. (1994). Recent Developments in the Developed-Country Literature on 
Labour Markets and the Implications for Developing Countries. In Horton, S., 
Kanbur, R. & Mazumdar, D. (Eds.), Labor Markets in an Era of Adjustment (Vol. 1, 
Chap. 1, pp- 61-103). Washington DC: EDI Development Studies, World Bank 
Publications. 

Babai, D. (1988). The World Bank and the IMF: Rolling Back the State or Backing its 
Role? In Vernon, R. (Ed.), The Promise of Privatization (pp. 254-85). New York: 
The Council on Foreign Relations. 

Barberis, N., Boycko, M., Shleifer, A., & Tsukanova, N. (1996). How Does 
Privatization Work? Evidence from the Russian Shops. Journal of Political 
Economy, 104, 764-90. 

Barnett, S. (2000). Evidence on the Fiscal and Macroeconomic Impact of Privatization 
(Working paper 2000-130). Washington, DC: International Monetary Fund. 

Beck, T., Demirgüç-Kunt, A., & Levine, R. (2000). A New Database on the Structure 
and Development of the Financial Sector. The World Bank Economic Review, 14, 
597-605. 

Bennedsen, M. (2000). Political Ownership. Journal of Public Economics, 76, 559-
581. 

Berglof, E. & Gerard R. (1998). Soft Budget Constraints and Banking in Transition 
Economies. Journal of Comparative Economics, 26, 18-40. 

Bhaskar, V., & Khan, M. (1995). Privatization and Employment: A Study of the Jute 
Industry in Bangladesh, American Economic Review, 85(1), 267-273. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  124 

Biais, B. & Perotti, E.C. (2002). Machiavellian privatization. American Economic Review, 
92, 240-58. 

Birdsall, N. & Nellis, J. (2002). Winners and Losers: Assessing the distributional impact of 
privatization. American Economic Review, 92(1), 240-258. 

Blanchard, O., & Aghion, P. (1996). Ex-state Firms in Privatization: On Insider 
Privatization. European Economic Review, 40,759-766. 

Bolton, P. & Roland, G. (1992). The Economics of Mass Privatization: 
Czechoslovakia, East Germany, Hungary and Poland (Financial Markets Group 
Discussion paper, 155). London School of Economics. 

Börner, K. (2004). The Political Economy of Privatization: Why Do Governments 
Want Reforms? (Munich Discussion Paper). 

Bortolotti B., & Faccio, M. (2004). Reluctant privatization (Working paper 2004-40). 
Center for Economic Institutions, Institute of Economic Research, Hitotsubashi 
University. 

Bortolotti B., & Pinotti, P. (2003). The political economy of privatization (Working 
papers 45). Fondazione Eni Enrico Mattei. 

Bortolotti, B., Fantini, M. & Siniscalco, D. (1999). Regulation and privatization: The 
case of electricity (Working paper). Milan: Fondazione ENI-Enrico Mattei 
(FEEM). 

Bortolotti, B., Fantini, M., & Scarpa, C. (2000). Why Do Governments Privatize 
Abroad? International Review of Finance, 3, 131-161. 

Bortolotti, B., D’Souza, J., Fantini, M., & Megginson, W.L. (2001). Sources of 
Performance Improvement in Privatized Firms: A Clinical Study of the Global 
Telecommunications Sector. Mimeo, University of Oklahoma. 

Bortolotti, B., Fantini, M., & Siniscalco, D. (2003). Privatization around the world: Evidence 
from panel data. Journal of Public Economics, 88, 305-32. 

Bortolotti B., & Siniscalco, D. (2004). The challenges of privatization: an 
international analysis. Oxford: Oxford University Press. 

Bortolotti, B., & Faccio, M. (2007). Government Control of Privatized Firms (ECGI - 
Finance Working paper 2006-113). 

Boubakri, N., & Cosset J.C. (1998). The financial and operating performance of newly 
privatised firms: evidence from developing countries. Journal of Finance, 53(3), 
1081-1110. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  125 

Boubakri, N., Cosset, J.C., & Guedhami, O. (2005). Post privatization corporate 
governance: The role of ownership structure and investor protection. Journal of 
Financial Economics, 76, 369-399. 

Boutchkova, M.K., & Megginson, W.L. (2000). Privatization and the Rise of Global 
Capital Markets. Financial Management, 29, 31–76. 

Boycko, M., Shleifer, A., & Vishny, R.W. (1994). Voucher Privatization. Journal of 
Financial Economics, 35, 249-66. 

Boycko, M., Shleifer, A., & Vishny, R.W. (1996). A theory of privatization. Economic 
Journal, 106, 309-319. 

Brada, J. C. (1986). The Variability of Crop Production in Private and Socialized 
Agriculture: Evidence from Eastern Europe. Journal of Political Economy, 
University of Chicago Press, 94(3), 545-63, June. 

Brada, J.C. (1996). Privatization in Transition – or is it? Journa l  o f  Economics 
Perspectives, 10, 67–86. 

Bruno, M. (1996). Deep crises and reform: What have we learned? Washington, DC: 
World Bank. 

Burton, J. (1987). Privatization: The Thatcher Case. Managerial and Decision 
Economics, 1, 21-29. 

Cao, Y., Qian, Y. & Weingast, B. (1999). From federalism, Chinese style to privatization, 
Chinese style. Economics of Transition, 7, 103-31. 

Castanias, R. P. & Helfat, C. E. (1991). Managerial resources and rents. Journal of 
Management, 17(1), 155-171. 

Christopher, A. Cavendish, W., & Mistry, P. S.  (1992). Adjusting Privatization: Case Studies 
from Developing Countries. London: James Currey Ltd. 

Chua, A. L. (1995). The Privatization-Nationalization Cycle: The Link between Markets and 
Ethnicity in Developing Countries. Columbia Law Review, 95(2), 256. 

Claessens S., Djankov, S., & Pohl, G. (1997). Ownership and Corporate Governance: 
Evidence from the Czech Republic (Working paper 1997-31). World Bank Private 
Sector Development, Washington DC. 

Claessens, S., Djankov, S., & Lang, L. H. P. (2000). The separation of ownership and 
control in East Asian corporations. Journal of Financial Economics, 58, 81-112. 

Cook, P., & Kirkpatrick, C. (1998). Privatization, Employment and Social Protection 
in Developing Countries. In Cook, P., Kirkpatrick. C., & Nixson, F. (Eds.), 
Privatization, Entrepreneurship and Economic Reform. London: Edward Elgar 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  126 

Cornelli, F. & Li, D.D. (1997). Large Shareholders, Private Benefits of Control, and 
Optimal Schemes of Privatization. RAND Journal of Economics, 28, 585–604. 

Cragg, M. I., & Dyck, I. J. A. (1999). Management Control and Privatization in the 
United Kingdom. RAND Journal of Economics, The RAND Corporation, 30(3), 
475-497. 

Cuervo, A. & Villalonga, B. (2000). Explaining the Variance in the Performance Effects of 
Privatization. Academy of Management Review, 25(3). 581-590. 

Cuervo, A. (1997). La privatization de la empresa. Madrid: Ediciones Encuentro. 

D’Souza, J., & Megginson, W.L. (1999) The financial and operating performance of 
newly privatized firms during the 1990s. Journal of Finance, 54(4), 1397-1438. 

D’Souza, J., Megginson, W.L., & Nash R.C. (2001). Determinants of Performance 
Improvements in Privatized Firms: The Role of Restructuring and Corporate 
Governance (Working paper). University of Oklahoma. 

Davis, J. M., Ossowski, R., Richardson, T.J., & Barnett, S. (2000) Fiscal and 
Macroeconomic Impact of Privatization (Occasional paper 194). Washington, DC: 
International Monetary Fund. 

De Luca, L. (1997). Labour and Social Dimensions of Privatization and Restructuring 
- Public Utilities Water, Gas, Electricity. Geneva: International Labor 
Organization. 

DeCastro, J., & Uhlenbruck, K. (1997). Characteristics of privatization: Evidence 
from developed, less-developed, and former communist countries. Journal of 
International Business Studies, 28, 123-143. 

Dewenter, K. L., & Malatesta, P. H. (2001). State-Owned and Privately-Owned Firms: 
An Empirical Analysis of Profitability, Leverage, and Labour Intensity. 
American Economic Review 91, 320-334. 

Dharwadkar R., George G., & Brandes, P. (2000). Privatization in Emerging 
Economies: An Agency Theory Perspective. Academy of Management Review, 
25(3), 650-669. 

Dilger, J.R., Moffett, R.R., & Struyk, L. (1997). Privatization of Municipal Services in 
America's Largest Cities. Public Administration Review, 57(1), 21-26. 

Dornbusch, R., (1992). The Case of Trade Liberalization in Developing Countries. 
Journal of Economic Perspectives, 6, 69-85. 

Dyck, I. J. A. (September, 1997). Privatization in Eastern Germany: Management 
Selection and Economic Transition. American Economic Review, 87(4), 565-97. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  127 

Dyck, I. J. A. (2000). Ownership Structure, Legal Protections and Corporate 
Governance (Working Paper). Harvard Business School. 

Dyck, I. J. A. (2001). Privatization and Corporate Governance: Principles, evidence 
and Future Challenges. The World Bank Research Observer 16 (Spring), 59-84. 

Easterly, W. (2001). The Elusive Quest for Growth. Cambridge, Massachusetts: The MIT 
Press. 

Eckel, C., Eckel, D., & Singal, V. (1997). Privatization and efficiency: Industry effects of 
the sale of British Airways. Journal of Financial Economics, 43, 275-298. 

Eisenhardt, K. M. (1989). Agency theory: An assessment and review. Academy of 
Management Review, 14, 57-74. 

Estrin, S., & Perotin, V. (1991). Does Ownership Always Matter? International 
Journal of Industrial Organization, 9, 55-72. 

Estrin, S., & Svejnar, J. (1998). The Effects of Output, Ownership, and Legal Form on 
Employment and Wages in Central European Firms. In Commander, S. (Ed.) 
Enterprise Restructuring and Unemployment in Models of Transition. 
Washington, DC: World Bank. 

Faccio, M., & Lang, L. H. P. (2002. The ultimate ownership of western European 
corporations. Journal of Financial Economics, 65, 365-395. 

Fama, E. F. (1980). Agency problems and the theory of the firm. Journal of Political 
Economy, 88, 288-307. 

Feigenbaum, B.H., & Henig, R.J. (1994). The Political Underpinnings of 
Privatization: A Typology. World Politics, 46(2) 185-208. 

Filatotchev, I., Buck, T., & Zhukov, V (2000). Downsizing in Privatized Firms in 
Russia, Ukraine, and Belarus. Academy of Management Journal, 43(3), 286-304. 

Frydman, R., Earle, J. S., & Rapaczynski, A. (1994). The Privatization Process in Central 
Europe. Central European University, Privatization Reports, 1, Budapest. 

Frydman, R., Gray, C., Marek H., & Rapaczynski, A. (1999). When Does Privatization 
Work? The Impact of Private Ownership on Corporate Performance in Transition 
Economies. Quarterly Journal of Economics, 114, 1153-1191. 

Frydman, R., Marek H., & Rapaczynski, A. (2000). Why Ownership Matters: 
Entrepreneurship and the Restructuring of Enterprises in Central Europe (Working 
paper). New York, United States: New York University, Department of Economics, 
C. V. Starr Center for Applied Economics. 

Galal, A., Jones, L., Tandon, P., & Vogelsang, I. (1994). Welfare Consequences of Selling 
Public Enterprises. New York: Oxford University Press. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  128 

Garnaut, R., Song, L. Tenev, S. & Yao, Y. (2003). A Study of Firm Restructuring in China, 
manuscript. Washington, DC: The World Bank. 

Gedajlovic, E. R., & Shapiro, D. M. (1998). Management and ownership effects: Evidence 
from five countries. Strategic Management Journal, 19, 533-553. 

Gibbon, H. (1997). A Seller's Manual: Guidelines for Selling State-Owned 
Enterprises. Privatisation Yearbook, Privatization Int. (pp. 1626). 

Goodhue, R. E., Rausser, G. C., & Simon, L. K. (1998). Privatization, Market Liberalization 
and Learning in Transition Economies (Working paper 1998-05). University of 
Western Ontario, Department of Economics. 

Goyal S.K. (1999) Privatization in India. Paper presented at Sub regional meeting on 
Privatization in South Asia, Kathmandu. 

Grossman, S., & Hart, O. (1986). The Cost and Benefits of Ownership: A Theory of 
Vertical and Lateral Integration. Journal of Political Economy, 94, 691–719. 

Gul, F.A. (1999).  Government Share Ownership, Investment Opportunity Set and 
Corporate Policy Choices in China. Pacific-Basin Finance Journal, 7, 157-172. 

Gupta, S., Schiller, C. & Ma, H. (1999). Privatization, Social Impact, and Social 
Safety Nets (Working Paper No. 1999-68). Washington, DC: International 
Monetary Fund. 

Hannan, M. T, & Freeman, J. (1984). Structural inertia and organizational change. 
American Sociological Review, 49, 149-164. 

Hasan, A. K. (2003). Is Privatization in Pakistan Purposeful? Journal of Pakistan 
Institute of Development Economics. 

Husain, I. (2005). Why privatization is necessary for economic growth in Pakistan?  

Jelic, R., & Briston, R.J. (1999). Hungarian Privatization Strategy and Financial 
Performance of Privatised Companies. Journal of Business Finance & 
Accounting, 26(9) & (10), 0306-686X. 

Jelic, R., Briston, R.J., & Aussenegg, W. (2003). The Choice of Privatization Method 
and the Financial Performance of Newly Privatized Firms in Transition 
Economies. Journal of Business Finance & Accounting, 30(7) & (8), 0306-686X. 

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, 
agency costs, and ownership structure. Journal of Financial Economics, 3, 305-
360. 

Jones, L.P., & Mason, E.S. (1982). Role of economic factors in determining the size 
and structure of the public enterprise sector in less-developed countries with 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  129 

mixed economies. In Jones, L. P. (Ed.), Public enterprise in less developed 
countries (pp. 17-48). Cambridge: Cambridge University Press. 

Jones, S.L., Megginson, W.L., Nash, R.C., & Netter, J.M. (1999). Share Issue 
Privatizations as Financial Means to Political Ends. Journal of Financial 
Economics. 53, 217-253. 

Joshi, G. (1999). Overview of Privatization in South Asia. Paper presented at Sub 
regional Meeting on Privatization in South Asia, Kathmandu. 

Kai G., & Yao, Y. (2005). Causes of privatization in China, Economics of Transition 
(Vol. 13 (2), pp. 211-238). Oxford, UK and Malden, MA, USA: Blackwell 
Publishing. 

Kemal, A.R.  (1999). Privatization in Pakistan. Paper presented at Sub regional Meeting 
on Privatization in South Asia, Kathmandu. 

Khan, I. A. (2003). Impact of Privatisation on Employment and Output in Pakistan. 
Pakistan Development Review, 42(4), 513-535. 

Kikeri, S, Nellis, J., & Shirley, M., (1994). Privatization: lessons from market economies. 
World Bank Research Observer, 9, 241-272. 

Kikeri, S. (1997). Privatization and Labor: What Happens to Workers When Governments 
Divest? (Technical paper 396). Washington, DC: World Bank. 

Kikeri, S., Nellis, J., & Shirley, M., (1992). Privatization: the Lessons of Experience. 
Washington, DC: World Bank. 

Kornai, J. (1980). The economics of shortage. (vols. A & B). Amsterdam: North Holland. 

Kornai, J. (1988). Individual Freedom and Reform of the Socialist Economy. European 
Economic Review, 32, 233-67. 

Kornai, J. (1993). The Evolution of Financial Discipline under the Post socialist 
System. Kyklos 46(3), 315-36. 

Kornai, J. (April, 2000). Ten Years after The Road to a Free Economy: The Author's Self 
Evaluation. Paper presented for the World Bank in Annual Bank Conference on 
Development Economics. Washington D.C., United States. 

La Porta, Rafael, & Florencio Lopez-de-Silanes, (1999). Benefits of privatization: 
Evidence from Mexico. Quarterly Journal of Economics, 114, 1193-1242. 

La Porta, R., Lopez-de-Silanes, F., & Shleifer, A. (1999). Corporate ownership around 
the world. Journal of Finance, 54, 471-518. 

La Porta, R., Lopez-de-Silanes, F., & Shleifer, A. (2002). Government ownership of 
banks. Journal of Finance, 57, 265-301. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  130 

Laban, R., & Wolf, H. (1993). Large Scale Privatization in Transition Economies. 
American Economic Review, 83, 1199-1210. 

Laffont, J.J., & Tirole, J. (1991). Privatization and Incentives. Journal of Law, 
Economics, and Organization, 7, 84-105. 

Laffont, J.J., & Tirole, J. (1993). A Theory of Incentives in Procurement and Regulation. 
Cambridge. MA: MIT Press. 

Lesley, D., Kathryn, W., & Catherine, W. (2005). Experience of Privatization, Regulation 
and Competition: Lessons for Governments (CCP Working Paper 2005-5). 

Levi-Faur, D. (2003). The Politics of Liberalization: Privatization and regulation-for-
competition in Europe's and Latin America's Telecoms and Electricity industries. 
European Journal of Political Research, 42(5), 705-740. 

Levine, R. (1991). Stock Markets, Growth and Tax Policy. Journal of Finance, 46, 1445-65. 

Liebenstein, H. (1966), Allocative efficiency vs X-efficiency. American Economic 
Review, 56, 392–45. 

Lieberman, I., & Fergusson, R. (1998). Overview of privatization and emerging equity mar-
kets. In Lieberman, I., & Kirkness, C. (Eds.), Privatization and Emerging Equity 
Markets. Washington, DC: World Bank. 

Lin, Y. & Zhu, T. (2001). Ownership restructuring in Chinese state industry: An analysis of 
evidence on initial organizational changes. China Quarterly, 0 (166), 305-41. 

Lipton, D., & Sachs, J. (1990). Privatization in Eastern Europe: The Case of Poland. 
Brooking Papers of Economic Activity, 2, 293–341. 

Lopez-de-Silanes, F., Shleifer, A., & Vishny, R.W. (1997). Privatization in the United States. 
RAND Journal of Economics, 28, pp. 447-71. 

Lulfesmann, C. (2002). Monitoring and Productive Efficiency in Public and Private 
Firms. FinanzArchiv, 58(2), 167-187 

Manandhar, N. & Bajracharya, P. (November, 1999). Privatization in Nepal: Social 
Effects and Restructuring. Paper presented at Sub-regional Meeting on 
Privatization in South Asia, Kathmandu. 

Mankiw, N. G. (2001). The Essentials of Economics, (2nd ed.). United States. 

Martin, S., & Parker, D. (1995), Privatization and Economic Performance throughout 
the UK Business Cycle. Managerial and Decision Economics, 16(3), 225-237. 

Martin, S., & Parker, D. (1997). The Impact of Privatization: Ownership and Corporate 
Performance in the UK. London & NY: Routledge. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  131 

McLindon, M. (1996). Privatization and Capital Market Development: Strategies to 
Promote Economic Growth. Westport, CT: Praeger Publishers. 

Megginson, W.L., Nash, R.C. & Randenborgh, M.V. (1994). The financial and operating 
performance of newly privatized firms: An international empirical analysis. Journal of 
Finance, 49(2), 403-452. 

Megginson, W. L. (2000). Privatization. Foreign Policy, 118, 14-27. 

Megginson, W.L., & Netter, J.M. (2001). From State to Market: A Survey of 
Empirical Studies on Privatization. Journal of Economic Literature, 39, 321-389. 

Megginson, W.L., Nash, R.C., Netter, J.M., & Poulsen, A.B. (2004). The choice of 
private versus public capital markets: evidence from privatizations. Journal of 
Finance, 59(6), 2835–2870. 

Mihalyi, P. (1994). Privatization in Hungary: An Overview. In United Nations Conference on 
Trade and Development, Privatization in the Transition Process: Recent Experiences in 
Eastern Europe (pp. 363-385). Geneva: United Nations. 

Mohan, T. T. R. (2007). Privatization In India: Issues and Evidence (A doctoral dissertation 
proposal). Visiting Faculty, Finance and Accounting Area, Indian Institute of 
Management, Ahmedabad, India. 

Molano, W. (1998). The Logic of Privatization: The Case of Telecommunications in 
the Southern Cone of Latin America. Journal of Inter American Studies and 
World Affairs, 40(3), 133-136. 

Morehead, A., Steele, M., Alexander, M., Stephen, K., & Duffin, L. (1997). Changes 
at Work: the 1995 Australian Workplace Industrial Relations Survey. Longman, 
Melbourne. 

Munari, F., & Oriani, R. (2002). Privatization and R&D Performance: An Empirical Analysis 
Based on Tobin's q (FEEM Working paper 2002-63). University of Bologna - 
Department of Management Luiss Guido Carli University. 

Nellis, J. (1999). Time to rethink privatization in Transition Economies? (Working 
paper 38). World Bank - International Finance Corporation. 

Nelson R. R. (1993). National Innovation Systems. A Comparative Anal. Oxford: 
Oxford University Press. 

Newbery, D., & Pollitt, M. (1997). The Restructuring and Privatization of Britain’s CEGB: 
Was It Worth It? Journal of Industrial Economics, 45, 269-303. 

Nickell, S. J. (1996). Competition and Corporate Performance. Journal of Political 
Economy, University of Chicago Press, 104(4), 724-46. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  132 

North, D. C. (1993). Epilogue: Economic performance through time. Nobel Prize 
presentation speech, Nobel Foundation. In Alston, L. J., Eggertsson, T., & North, 
D. (Eds.). 1996. Empirical studies in institutional change (pp. 342-355). 
Cambridge: Cambridge University Press. 

Ogden, S., Watson, R. (1999). Corporate Performance and Stakeholder Management: 
Balancing Shareholder and Customer Interests in the U.K. Privatized Water 
Industry, Special Research Forum on Stakeholders, Social Responsibility, and 
Performance. The Academy of Management Journal, 42(5), 526-538. 

Omran, M. (2004). The Performance of State-Owned Enterprises and Newly 
Privatized Firms: Does Privatization Really Matter? World Development, 
Elsevier, 32(6), 1019-1041. 

Pagano, M., & Roell, A. (1998). The Choice of Stock Ownership Structure: Agency Costs, 
Monitoring, and the Decision to Go Public. Quarterly Journal of Economics, 113, 
187-225. 

Parker, D. (1998). Privatization in the European Union: An Overview. In Parker, D. 
(Ed.), Privatization in the European Union.Theory and Policy Perspectives. New 
York: Routledge. 

Parrino, J., College, B., & Harris, R. (1999). Takeovers, management replacement, and post-
acquisition operating performance: Some evidence from the 1980s. Journal of Applied 
Corporate Finance, 2, 88-97. 

Paudyal, K., Saadouni, B., & Briston, R.J. (1998). Privatization Initial Public 
Offerings in Malaysia: Initial Premium and Long-Term Performance. Pacific-
Basin Finance Journal, 6, 427-51. 

Paula, N. (1994). Pakistan under Banazir Bhutto. Foreign Policy, 95, 161-174. 

Perotti, E. C, van Oijen, P. (2001). Privatization, Political Risk and Stock Market 
Development in Emerging Economies. Journal of International Money and 
Finance.20, 44-69. 

Perotti, E.C. (1995). Credible privatization. American Economic Review, 85(4), 847-
859. 

Plane, P. (1997). Privatization and Economic Growth: An Empirical Investigation 
from a Sample of Developing Market Economies. Applied Economics, 29, 161–
178. 

Poole, R. W. (1996). Privatization for Economic Development. In Terry L. A., & Peter J. H. 
(Eds.), The Privatization Process (pp. 1-18). United States of America: Rowman & 
Littlefield Publishers. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  133 

Pryor, F. (1976). Public ownership: Some quantitative dimensions. In Shepherd, W. G. 
(Ed.), Public enterprise: Economic analysis of theory and practice. Lexington, 
MA: Lexington Books. 

Qi, D., Wu, W., & Zhang, H. (2000). Shareholding Structure and Corporate 
Performance of Partially Privatized Firms: Evidence from Listed Chinese 
Companies. Pacific-Basin Finance Journal, 8, 587-610. 

Qian Sun, Wilson H. S. Tong & Ding Tong. (2002). How Does Government Ownership 
Affect Firm Performance? Evidence from China's Privatization Experience. Journal 
of Business Finance & Accounting, 29(1) & (2), 0306-686X. 

Quiggin, J. (2002). Privatization and nationalization in the 21st century. Growth, 50, 66–73. 

Rajagopalan, N., & Spreitzer, G. M. (1997). Toward a theory of strategic change: A multi-lens 
perspective and integrative framework. Academy of Management Review, 22, 48-79. 

Ramamurti, R. (1992). Why are Developing Countries Privatizing? Journal of International 
Business Studies, 23(2), 225-249. 

Ramamurti, R. (1997). Testing the limits of privatization: Argentine railroads. World 
Development, 25: 1972-1993. 

Ramamurti, R. (1998). Review on The Logic of Privatization: The Case of 
Telecommunications in the Southern Cone of Latin America by Walter Molano. 
Journal of Interamerican Studies and World Affairs, 40, (3), 133-136. 

Ramamurti R. (2000). A Multilevel Model of Privatization in Emerging Economies. Academy 
of Management Review, 25(3), 525-550. 

Ramamurti R., Lesley, D., Kathryn, W., & Catherine, W. (2005). Experience of Privatization, 
Regulation and Competition: Lessons for Governments (CCP Working paper 2005-5). 

Ramanadham, V. V. (1989). Privatization: The UK Experience and Developing Nations. In 
Ramanadham, V. V.  (Ed.) Privatization in Developing Countries. London: Routledge. 

Richardson, J. (Ed.) (1990). Privatization and deregulation in Canada and Britain. 
Aldershot: Dartmouth. 

Salih, R. (November, 1999). Privatization in Sri Lanka: Social Effects and Restructuring. 
Paper presented at Sub regional Meeting on Privatization in South Asia, Kathmandu. 

Schmidt, K. M. (1996). The Costs and Benefits of Privatization: An Incomplete 
Contracts Approach. Journal of Law, Economics, and Organization, 12(1), 1-24. 

Schmidt, K. M., & Schnitzer, M. (1993). Privatization and Management Incentives in 
the Transition Period in Eastern Europe. Journal of Comparative Economics, 
17(2), 264-287. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  134 

Shapiro, C. & Willig, D. (1990). On the Antitrust Treatment of Production Joint 
Venture. Journal of Economic Perspectives, 4, 113-30. 

Sharp, D. J., & Salter, S. B. (1997). Project escalation and sunk costs: A test of the 
international generalizability of agency and prospect theories. Journal of 
International Business Studies, 28, 101-121. 

Sheshinski, E., & Lopez-Calva, L. (1999). Privatization and its benefits: Theory and 
evidence. Cambridge, MA: Harvard Institute for International Development. 

Shirley, M. (2001). Experience with Privatization: A New Institutional Economics 
Perspective. Journal of African Economies. 

Shirley, M., & Walsh, P. (2000). Public Private Ownership: The Current State of the 
Debate (Working paper 2420). World Bank. 

Shleifer, A. (1998). State versus Private Ownership. Jo ur n a l  o f  Economics 
Perspectives, 12, 133-50. 

Shleifer, A., & Vishny R. (1994). Politicians and firms. Journal of Economics, 109(4), 
995-1025. 

Shleifer, A., & Vishny R. (1997). A survey of corporate governance. Journal of Finance, 
52, 737-783. 

Smith, S., Vodopivec, M. & Cin, B. C. (1997). Privatization Incidence, Ownership Forms and 
Firm Performance: Evidence from Slovenia. Journal of Comparative Economics, 25, 
158-179. 

Soto, H. D. (1996). The Missing Ingredient: What Poor Countries Will Need to Make Their 
Markets Work. In Terry L. A., & Peter J. H. (Eds.), The Privatization Process (pp. 19-
24). United States of America: Rowman & Littlefield Publishers. 

Starr, P. (1988). The Meaning of Privatization. Yale Law and Policy Review, 6, 6-41. 

Stiglitz, J. (1997).  The Role of Government in Economic Development.  In Bruno, M., & 
Pleskovic, B. (Eds.), Annual World Bank Conference on Development Economics (pp. 
11-23). Washington DC: World Bank. 

Stiglitz, J. & Greenwald, B. (2006), Helping Infant Economies Grow: Foundations of 
Trade Policies for Developing Countries. American Economic Review, 96(2), 
141-146. 

Stirbock, C. (2001). Success of Privatization in CEE Countries. The New Capital Markets in 
Central and Eastern Europe (pp. 21-38). Berlin: Springer. 

Subrahmanyam, A. & Titman, S. (1999). The going public decision and the 
development of financial markets. Journal of Finance, 54, 1045-1082. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  135 

Tariq, H., & Azfar, A. (2000). Privatization in Pakistan. Liberal Times, 8(2), 28-35. 

Thoma, M. (2005, May 09). The Troubled History of Privatization Efforts for City Services 
Message posted to 
http://economistsview.typepad.com/economistsview/2005/05/_the_troubled_h.html. 

Uhlenbruck, K., & De Castro, J. O. (2000), Foreign Acquisitions in Central and 
Eastern Europe: Outcomes of Privatization in Transitional Economies. Academy of 
Management Journal, 43(3), 381-402. 

Vernon, R. (1988). Introduction: The promise and the challenge. In Vernon, R. (Ed.), The 
promise of privatization. New York: The Council on Foreign Relations. 

Vernon, R., Wells, L., & Rangan, S. (1996). The manager in the international 
economy. Englewood Cliffs, NJ: Prentice Hall. 

Vickers, J., & Yarrow, G. (1991). Economic Perspectives on Privatization. J ou r na l  o f  
Economics Perspectives, 5, 111-32. 

Vickers, J., & Wright, V. (1988), The politics of industrial privatization in Western Europe. 
London: Cass. 

Vickers, J., & Yarrow, G. (1988). Privatization: An economic analysis. Cambridge, 
MA: MIT Press. 

Villalonga, B. (2000). Privatization and efficiency: Differentiating ownership effects 
from political, organizational, and dynamic effects. Journal of Economic 
Behavior and Organization, 42, 43–74. 

Vuylsteke, C. (1983). Techniques of privatization of state owned enterprises. Volume 
I: Methods and Implementation (Technical paper 1983-88). Washington, DC: 
World Bank. 

Walsh, J. P., & Seward, J. K. (1990). On the efficiency of internal and external corporate 
control mechanisms. Academy of Management Review, 15. 421-458. 

Wei, Z. & Varela, O. (2003). State Equity Ownership and Firm Market Performance: 
Evidence from China's Newly Privatized Firms. Global Finance Journal, 14, 65-
82. 

Wei, Z., Varela, O., D'Souza, J., & Hassan, M. Kabir. (2003). The financial and 
operating performance of China's newly privatized firms. Financial 
Management, 32(2).  

Wolfensohn, J. (1998). A battle for corporate honesty. The world in 1999. London: 
The Economist Group. 

Wolfram, C. D. (1998). Increases in Executive Pay Following Privatization. Journal of 
Economics & Management. 7(3), 327-61. 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  136 

World Bank (1995). Bureaucrats in business. Oxford: Oxford University Press. 

Yergin, D., & Stanislaw, J. (1998). The Commanding Heights: The Battle between 
Government and the Marketplace That Is Remaking the Modern World. NY: 
Simon & Schuster. 

Young, P. (1987). Privatization around the world. NCPA Policy Report, 120. Dallas: National 
Centre for Policy Analysis. 

 



Financial and Operating Performance of Privatized firms: A case study of Pakistan for Doctoral Research  137 

Appendix – A 

 

Overall (Table I) 

Summary of Results from Tests of Predictions for the Full Sample of All Sector’s all 

Privatized Firms 

This table presents empirical results  for our  full sample of privatized  firms. The table presents,  for 

each empirical proxy, the number of useable observations, the mean and median values of the proxy 

for the three‐year periods prior and following to privatization, the mean and median change  in the 

proxy’s  value  after  versus before privatization,  and  a  test of  significance  for  the  change  in mean 

values. The final two columns detail the t‐test from mean, whether the results are as which we have 

predicated, as well as a test of significance. In all cases with two or more proxies listed, we consider 

the one listed first to be our preferred and most reliable empirical variable because it uses a current 

measure in either the numerator or the denominator, or both. Finally, sales efficiency uses inflation‐

adjusted  sales and GDP deflator adjusted  sales  figures divided by  the number of employees each 

year.   Net income efficiency and real sales are computed similarly.   

Variables N 
Mean 
Before 
(Median) 

Mean 
After 
(Median) 

Mean 
Change 
(Median) 

T-test P-Value 

Profitability 

Return on Sales BT 
99 

(97) 
0.0733 

(0.0522) 
0.1509 

(0.0791) 
0.0776 

(0.0269) 
-3.23 a 0.0015 

Return on Sales AT 
99 

(97) 
0.484 

(0.036) 
4.046 

(0.077) 
3.562 

(0.041) 
-2.91 0.0041 

Return on Asset BT 
99 

(97) 
0.2113 

(0.0948) 
0.3263 

(0.0938) 
0.115 

(-0.001) 
-1.23 0.22 

Return on Asset AT 
99 

(97) 
0.0631 

(0.0445) 
0.2227 

(0.0586) 
0.1596 

(0.0141) 
-2.24 0.026 

Return on Equity BT 
99 

(97) 
-2.52 
(0.29) 

8.66 
(0.29) 

11.18 
(0) 

-1.46 0.15 

Return on Equity AT 
99 

(97) 
-6.49 
(0.18) 

5.15 
(0.19) 

11.64 
(0.01) 

-1.31 0.19 

Efficiency 

Sales Efficiency 
96 

(94) 
2954 

(1017) 
7500 

(1983) 
4546 
(750) -2.57 0.011 

Net income Efficiency 
96 

(94) 
-1415 
(36) 

404 
(123) 

1891 
(87) -1.99 0.049 

Investment 

capital expenditure to sales 
99 

(97) 
3.07 

(0.03) 
10.32 
(0.05) 

7.25 
(0.02) 

-1.28 0.2 

capital expenditure to asset 
99 

(97) 
0.256 

(0.029) 
0.814 

(0.036) 
0.558 

(0.007) 
-1.29 0.2 
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Output 

Real sales (sale/GDP deflator) 
99 

(97) 
698302 
(91520) 

803522 
(110885) 

105220 
(19365) 

-0.38 0.7 

Real sales (sale/CPI) 
99 

(97) 
664331 
(86023) 

898111 
(115445) 

233780 
(29422) 

-0.87 0.38 

Employment 

Total employment 
96 

(94) 
2404 
(807) 

2162 
(665) 

-242 
(-142) 

0.39 0.7 

Leverage 

Debt to asset 
99 

(97) 
17.96 
(0.75) 

17.26 
(0.73) 

-0.7 
(-0.02) 

0.13 0.89 

Dividend  

Dividend to sales   
99 

(97) 
0.669 

(0.013) 
1.282 

(0.006) 
0.613 

(-0.007) 
-1.11 0.27 

 

a. Level of significance at 5%
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(Table 2) 

Summary of Results from Tests of Predictions for the all Firms in Financial Sector 

This  table  presents  empirical  results  for  sample  of  financial  sector  of  privatized  firms.  The  table 

presents,  for  each  empirical  proxy,  the  number  of  useable  observations,  the mean  and median 

values of  the proxy  for  the  three‐year periods prior and  following  to privatization,  the mean and 

median change  in the proxy’s value after versus before privatization, and a  test of significance  for 

the change in mean values.     

Variables N 
Mean  
Before 
(Median) 

Mean  
After 
(Median) 

Mean  
Change 
(Median) 

T-
test 

P-
Value 

Profitability 

Return on Sales BT 
18 
(17) 

0.0851 
(0.0879) 

0.2741 
(0.1807) 

0.189 
(0.0928) -2.98 

0.005
 

Return on Sales AT 
18 
(17) 

0.0117 
(0.0507) 

0.1833 
(0.2359) 

0.1716 
(0.1852) -3.29 

0.0024
 

Return on Asset BT 
18 
(17) 

0.00776 
(0.00649) 

0.01443 
(0.01486) 

0.00667 
(0.00837) -1.66 

0.11
 

Return on Asset AT 
18 
(17) 

0.00149 
(0.00341) 

0.00973 
(0.01015) 

0.00824 
(0.00674) -2.41 

0.023
 

Return on Equity BT 
18 
(17) 

-0.17 
(0.15) 

0.493 
(0.261) 

0.663 
(0.111) -1.58 

0.13
 

Return on Equity AT 
18 
(17) 

-0.388 
(0.087) 

0.296 
(0.169) 

0.684 
(0.082) -1.39 

0.18
 

Efficiency 

Sales Efficiency 
18 
(17) 

1719 
(1197) 

1755 
(1015) 

36 
(-182) -0.06 

0.95
 

Net income 
Efficiency 

18 
(17) 

55.9 
(38.4) 

342.8 
(299) 

286.9 
(260.6) -2.88 

0.0074
 

Investment 
capital expenditure 
to sales 

18 
(17) 

0.1664 
(0.022) 

0.585 
(0.068) 

0.4186 
(0.046) -1.4 

0.18
 

capital expenditure 
to asset 

18 
(17) 

0.01216 
(0.0016) 

0.0438 
(0.0031) 

0.03164 
(0.0015) -1.36 

0.19
 

Output 
Real sales 
(sale/GDP deflator) 

18 
(17) 

1759188 
(291857) 

1309253 
(560995) 

-449935 
(269138) 0.56 

0.58
 

Real sales (sale/CPI) 
18 
(17) 

1667821 
(306970) 

1432965 
(534533) 

-234856 
(227563) 0.33 

0.74
 

Employment 

Total employment 
18 
(17) 

8835 
(8274) 

8467 
(8815) 

-368 
(541) 

0.16 0.87

Leverage 

Debt to asset 
18 
(17) 

0.95521 
(0.95857) 

0.95282 
(0.94729) 

-0.00239 
(-0.01128) 

0.26 
 

0.8
 

Dividend 

Dividend to sales   
18 
(17) 

0.01458 
(0) 

0.0495 
(0.0495) 

0.03492 
(0.0495) 

-1.75 
 

0.094
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(Table 3) 

Summary of Results from Tests of Predictions for the all Privatized 

Firms in Automobile Sector 

This table presents empirical results  for sample of Automobile sector of privatized  firms. The table 

presents,  for  each  empirical  proxy,  the  number  of  useable  observations,  the mean  and median 

values of  the proxy  for  the  three‐year periods prior and  following  to privatization,  the mean and 

median change  in the proxy’s value after versus before privatization, and a  test of significance  for 

the change in mean values.     

Variables N 
Mean 
Before 
(Median)

Mean 
After 
(Median)

Mean 
Change 
(Median)

T-test P-Value 

Profitability 

Return on Sales BT 15 
(15) 

0.061
(0.0367)

0.062
(0.0425)

0.001 
(0.0058) 0.03 0.98

Return on Sales AT 15 
(15) 

0.0218
(0.0234)

0.0426
(0.0273)

0.0208 
(0.0039) -0.63 0.53

Return on Asset BT 15 
(15) 

0.0492
(0.0388)

0.067
(0.0815)

0.0178 
(0.0427) -0.55 0.59

Return on Asset AT 15 
(15) 

0.0218
(0.0212)

0.0422
(0.046)

0.0204 
(0.0248) -0.77 0.45

Return on Equity BT 15 
(15) 

0.137
(0.228)

-0.64
(0.26)

-0.777 
(0.032) 0.58 0.57

Return on Equity AT 15 
(15) 

-0.076
(0.17)

-0.82
(0.15)

-0.744 
(-0.02) 0.53 0.61

Efficiency 

Sales Efficiency 15 
(15) 

1630
(1616)

3737
(2999)

2107 
(1383) -1.88 0.078

Net income Efficiency 15 
(15) 

8.6
(29.2)

109.2
(85.6)

100.6 
(56.4) -1.17 0.26

Investment 

capital expenditure to sales 15 
(15) 

0.0427
(0.0281)

0.02463
(0.01139)

-0.01807 
(-0.01671) 1.09 0.29

capital expenditure to asset 15 
(15) 

0.0454
(0.0292)

0.0189
(0.01754)

-0.0265 
(-0.01166) 1.69 0.11

Output 
Real sales (sale/GDP 
deflator) 

15 
(15) 

197764
(115251)

181688
(140277)

-16076 
(25026) 0.21 0.83

Real sales (sale/CPI) 15 
(15)

197851
(136452)

182488
(154801)

-15363 
(18349) 0.2 0.84

Employment 

Total employment 15 
(15) 

767
(691)

468.2 
(540)

-298.8 
(-151) 2.28 0.035

Leverage 

Debt to asset 15 
(15) 

0.8248
(0.8293)

0.7367
(0.763)

-0.0881 
(-0.0663) 1.72 0.1

Dividend 

Dividend to sales   15 
(15) 

2.52
(0.81)

2.49
(0)

-0.03 
(-0.81) 0.01 0.99
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(Table 4) 

Summary of Results from Tests of Predictions for the all Privatized 

Firms in Cement Sector 

This  table  presents  empirical  results  for  sample  of  Cement  sector  of  privatized  firms.  The  table 

presents,  for  each  empirical  proxy,  the  number  of  useable  observations,  the mean  and median 

values of  the proxy  for  the  three‐year periods prior and  following  to privatization,  the mean and 

median change  in the proxy’s value after versus before privatization, and a  test of significance  for 

the change in mean values.     

Variables N

Mean 
Before 

(Median)

Mean 
After 

(Median)

Mean  
Change 

(Median) T-test P-Value

Profitability 

Return on Sales BT 24(24)
0.0476

(0.0481)
0.1847

(0.2116)
0.1371 

(0.1635) -2.95 0.0051

Return on Sales AT 24(24)
0.0259

(0.0294)
0.1498

(0.1614)
0.1239 
(0.132) -3.13 0.003

Return on Asset BT 24(24)
0.0484

(0.0453)
0.139

(0.135)
0.0906 

(0.0897) -2.23 0.031

Return on Asset AT 24(24)
0.026

(0.0293)
0.1047

(0.0667)
0.0787 

(0.0374) -2.2 0.034

Return on Equity BT 24(24)
0.2221

(0.1642)
0.29

(0.229)
0.0679 

(0.0648) -0.72 0.48

Return on Equity AT 24(24)
0.1491

(0.1285)
0.2326

(0.1804)
0.0835 

(0.0519) -1 0.32

Efficiency 

Sales Efficiency 24(24)
626.7
(538)

9323
(1428)

8696.3 
(890) -2.04 0.053

Net income Efficiency 24(24)
-6302

(17)
403

(233)
6705 
(216) -1.83 0.078

Investment 

capital expenditure to sales 24(24)
0.02708

(0.01929)
0.1392

(0.0762)
0.11212 

(0.05691) -3.36 0.0026

capital expenditure to asset 24(24)
0.03055

(0.01536)
0.0889

(0.0593)
0.05835 

(0.04394) -2.67 0.012

Output 
Real sales (sale/GDP 
deflator) 24(24)

65347
(58422)

94508
(95977)

29161 
(37555) -2.42 0.02

Real sales (sale/CPI) 24(24)
64790

(63301)
96491

(99035)
31701 

(35734) -2.8 0.0075

Employment 

Total employment 24(24)

782.3
(825.5)

673
(753)

-109.3 
(-72.5) 0.9 0.37

Leverage 

Debt to asset 24(24)
0.921
(0.69)

0.5649
(0.5562)

-0.3561 
(-0.1338) 2.8 0.0093

Dividend  

Dividend to sales   24(24)
0.02921

(0.02222)
0.0606

(0.0191)
0.03139 

(-0.00312) -1.52 0.14
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(Table 5) 

Summary of Results from Tests of Predictions for the all Privatized 

Firms in Chemical Sector  

This  table  presents  empirical  results  for  sample  of Chemical  sector of  privatized  firms.  The  table 

presents,  for  each  empirical  proxy,  the  number  of  useable  observations,  the mean  and median 

values of  the proxy  for  the  three‐year periods prior and  following  to privatization,  the mean and 

median change  in the proxy’s value after versus before privatization, and a  test of significance  for 

the change in mean values.     

Variables N 
Mean 
Before 
(Median)

Mean 
After 
(Median)

Mean 
Change 
(Median) 

T-test 
P-
Value

Profitability 

Return on Sales BT 9 
(9) 

0.1149
(0.1142)

0.0575
(0.0685)

-0.0574 
(-0.0457) 1.88 0.08

Return on Sales AT 9 
(9) 

0.0639
(0.0668)

0.0332
(0.0477)

-0.0307 
(-0.0191) 1.2 0.25

Return on Asset BT 9 
(9) 

0.1239
(0.1296)

0.0737 
(0.0802)

-0.0502 
(-0.0494) 1.7 0.11

Return on Asset AT 9 
(9) 

0.0693
(0.077)

0.0484
(0.0572)

-0.0209 
(-0.0198) 0.69 0.5

Return on Equity BT 9 
(9) 

0.3023
(0.3066)

0.1766
(0.1527)

-0.1257 
(-0.1539) 1.8 0.093

Return on Equity AT 9 
(9) 

0.1583
(0.1886)

0.1176 
(0.1243)

-0.0407 
(-0.0643) 0.66 0.52

Efficiency 

Sales Efficiency 9 
(9) 

642.7
(620)

1044
(981)

401.3 
(361) -2.89 0.011

Net income Efficiency 9 
(9) 

49.5
(37.6)

35.1
(52.4)

-14.4 
(14.8) 0.6 0.56

Investment  

capital expenditure to sales 9 
(9) 

0.0677
(0.032)

0.1842
(0.0582)

0.1165 
(0.0262) -1.19 0.27

capital expenditure to asset 9 
(9) 

0.0862
(0.0364)

0.1119
(0.096)

0.0257 
(0.0596) -0.48 0.64

Output 
Real sales (sale/GDP 
deflator) 

9 
(9) 

69963
(67788)

74704
(66796)

4741 
(-992) -0.26 0.8

Real sales (sale/CPI) 9 
(9)

68224
(69923)

70912
(74199)

2688 
(4276) -0.16 0.87

Employment 

Total employment 9 
(9) 

988
(892)

713.8
(665)

-274.2 
(-227) 2.71 0.019

Leverage 

Debt to asset 9 
(9) 

0.5583
(0.5025)

0.5233
(0.525)

-0.035 
(0.0225) 0.54 0.6

Dividend 

Dividend to sales   9 
(9) 

0.00944
(0)

0.02141
(0)

0.01197 
(0) -1.19 0.25
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              (Table 6) 

Summary of Results from Tests of Predictions for the all Privatized 

Firms in Energy Sector 

This  table  presents  empirical  results  for  sample  of  energy  sector  of  privatized  firms.  The  table 

presents,  for  each  empirical  proxy,  the  number  of  useable  observations,  the mean  and median 

values of  the proxy  for  the  three‐year periods prior and  following  to privatization,  the mean and 

median change  in the proxy’s value after versus before privatization, and a  test of significance  for 

the change in mean values.     

Variables N 
Mean 
Before 
(Median)

Mean 
After 
(Median)

Mean  
Change 
(Median) 

T-test 
P-
Value 

Profitability 

Return on Sales BT 12 
(12) 

0.1873
(0.0843)

0.2146
(0.1336)

0.0273 
(0.0493) -0.34 0.74

Return on Sales AT 12 
(12) 

0.1272
(0.0734)

0.1638
(0.1077)

0.0366 
(0.0343) -0.63 0.54

Return on Asset BT 12 
(12) 

0.1039 
(0.0473)

0.1248 
(0.069)

0.363 
(0.084) -0.44 0.66

Return on Asset AT 12 
(12) 

0.071
(0.0389)

0.0885
(0.0532)

0.0175 
(0.0143) -0.51 0.62

Return on Equity BT 12 
(12) 

0.3213
(0.2383)

0.3667
(0.2924)

0.0454 
(0.0541) -0.48 0.64

Return on Equity AT 12 
(12) 

0.2002
(0.1345)

0.2434
(0.2562)

0.0432 
(0.1217) -0.68 0.51

Efficiency 

Sales Efficiency 12 
(12) 

9438
(2937)

20348
(7905)

10910 
(4968) -1.32 0.21

Net income Efficiency 12 
(12) 

578
(271)

1448
(755)

870 
(484) -1.79 0.092

Investment 

capital expenditure to sales 12 
(12) 

0.231
(0.109)

0.1089
(0.0572)

-0.1221 
(-0.0518) 0.98 0.35

capital expenditure to asset 12 
(12) 

0.0797
(0.0566)

0.0486
(0.0418)

-0.0311 
(-0.0148) 1.22 0.24

Output 
Real sales (sale/GDP 
deflator) 

12 
(12) 

2214026
(1256500)

3874768
(2372760)

1660742 
(1116260) -1.08 0.29

Real sales (sale/CPI) 12 
(12)

2120315
(1239903)

4383321
(3284134)

2263006 
(2044231) -1.59 0.13

Employment 

Total employment 12 
(12) 

1815
(812)

1820
(737)

5 
(-75) -0.01 1

Leverage 

Debt to asset 12 
(12) 

0.6729
(0.7514)

0.6799
(0.7278)

0.007 
(-0.0236) -0.08 0.93

Dividend 

Dividend to sales   12 
(12) 

0.0822
(0.0436)

0.0869
(0.0634)

0.0047 
(0) -0.14 0.89
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 (Table 7) 

Summary of Results from Tests of Predictions for the all Privatized 

Firms in Engineering Sector 

This table presents empirical results for sample of engineering sector of privatized firms. The table 

presents,  for  each  empirical  proxy,  the  number  of  useable  observations,  the mean  and median 

values of  the proxy  for  the  three‐year periods prior and  following  to privatization,  the mean and 

median change  in the proxy’s value after versus before privatization, and a  test of significance  for 

the change in mean values.     

Variables N 
Mean
Before 
(Median)

Mean
After 
(Median)

Mean
Change 
(Median) 

T-
test 

P-
Value 

Profitability 

Return on Sales BT 3 (3) 
-0.108
(-0.01)

0.239
(0.069)

0.347 
(0.079) -1.3 0.28

Return on Sales AT 3 (3) 
-0.116

(-0.016)
0.247

(0.068)
0.363 

(0.084) -1.33 0.28

Return on Asset BT 3 (3) 
-0.0564

(-0.0081)
0.0601

(0.0167)
0.1165 

(0.0248) -1.04 0.37

Return on Asset AT 3 (3) 
-0.0664 

(-0.0137)
0.0619 

(0.0164)
0.1283 

(0.0301) -1.19 0.32

Return on Equity BT 3 (3) 
1.45

(0.27)
-0.137

(-0.039)
-1.587 

(-0.309) 1.18 0.36

Return on Equity AT 3 (3) 
1.39

(0.17)
-0.142

(-0.038)
-1.532 

(-0.208) 1.13 0.38

Efficiency 

Sales Efficiency 3 (3) 
342.2

(358.4)
613

(389)
270.8 
(30.6) 1.15 0.37

Net income Efficiency 3 (3) 
-34.9
(-5.9)

78.4
(26.3)

113.3 
(32.2) -1.09 0.39

Investment 

capital expenditure to sales 3 (3) 
0.0239
(0.03)

0.01087
(0.00207)

-0.01303 
(-0.02793) 0.9 0.44

capital expenditure to asset 3 (3) 
0.0255

(0.0252)
0.00291
(0.0005)

-0.02259 
(-0.0247) 1.62 0.25

Output 
Real sales (sale/GDP 
deflator) 3 (3) 

25590
(18047)

14006
(8797)

-11584 
(-9250) 1.18 0.32

Real sales (sale/CPI) 3 (3)
26420

(18272)
12412
(9708)

-14008 
(-8564) 1.47 0.28

Employment 

Total employment 
3 (3) 

658.3
(637)

250
(250)

-408.3 
(-387) 8.11 0.0039

Leverage 

Debt to asset 3 (3) 
0.8702

(0.8177)
1.4262

(1.4269)
0.556 

(0.6092) -5.78 0.029

Dividend 

Dividend to sales   3 (3) 
0.00558

(0)
0

(0)
-0.00558 

(0) 0 0
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  (Table 8) 

Summary of Results from Tests of Predictions for the all Privatized 

Firms in Fertilizer Sector 

This  table  presents  empirical  results  for  sample  of  Fertilizer  sector  of  privatized  firms.  The  table 

presents,  for  each  empirical  proxy,  the  number  of  useable  observations,  the mean  and median 

values of  the proxy  for  the  three‐year periods prior and  following  to privatization,  the mean and 

median change  in the proxy’s value after versus before privatization, and a  test of significance  for 

the change in mean values.     

Variables 
N

Mean 
Before 

(Median)

Mean 
After 

(Median)

Mean  
Change 

(Median) T-test P-Value

Profitability 

Return on Sales BT  6 (5)
0.0704

(0.0856)
0.1543

(0.1343)
0.0839 

(0.0487) -0.83 0.43

Return on Sales AT  6 (5)
3.99

(4.92)
14.73

(14.93)
10.74 

(10.01) -1.75 0.12

Return on Asset BT  6 (5)
0.181

(0.123)
0.0538

(0.0451)
-0.1272 

(-0.0779) 0.98 0.37

Return on Asset AT  6 (5)
0.0722

(0.0405)
0.0507
(0.054)

-0.0215 
(0.0135) 0.26 0.8

Return on Equity BT  6 (5)
0.496

(0.541)
0.1749

(0.1626)
-0.3211 

(-0.3784) 0.99 0.37

Return on Equity AT  6 (5)
0.196

(0.231)
0.1668

(0.1923)
-0.0292 

(-0.0387) 0.15 0.89

Efficiency 

Sales Efficiency  6 (5)
1842

(1697)
4297

(6363)
2455 

(4666) -1.46 0.2

Net income Efficiency  6 (5)
211

(150)
846

(1026)
635 

(876) -1.67 0.17

Investment 

capital expenditure to sales  6 (5)
0.00584

(0.00367)
0.0252

(0.0152)
0.01936 

(0.01153) -1.14 0.32

capital expenditure to asset  6 (5)
0.01056

(0.00482)
0.00881

(0.00511)
-0.00175 

(0.00029) 0.2 0.85

Output 
Real sales (sale/GDP 
deflator)  6 (5)

633283
(395337)

512933
(637198)

-120350 
(241861) 0.32 0.76

Real sales (sale/CPI) 6 (5)
699146

(655127)
600888

(860748)
-98258 

(205621) 0.26 0.8

Employment 

Total employment 
 6 (5)

1177
(1175)

1121
(1231)

-56 
(56) 0.3 0.78

Leverage 

Debt to asset  6 (5)
0.3262

(0.3186)
0.3909
(0.388)

0.0647 
(0.0694) -0.65 0.54

Dividend  

Dividend to sales    6 (5)
0.0488

(0.0468)
0.0464

(0)
0.3972 

(0.3737) 0.05 0.96
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              (Table 9) 

Summary of Results from Tests of Predictions for the all Privatized 

Firms in Ghee Sector 

This  table  presents  empirical  results  for  sample  of  Ghee  sector  of  privatized  firms.  The  table 

presents,  for  each  empirical  proxy,  the  number  of  useable  observations,  the mean  and median 

values of  the proxy  for  the  three‐year periods prior and  following  to privatization,  the mean and 

median change  in the proxy’s value after versus before privatization, and a  test of significance  for 

the change in mean values.     

Variables N 
Mean 
Before 
(Median)

Mean 
After 
(Median)

Mean  
Change 
(Median) 

T-
test 

P-
Value 

Profitability 

Return on Sales BT 12 
(12) 

0.024
(0.0354)

0.00239 
(0.00915)

-0.02161 
(-0.02625) 1.62 0.12

Return on Sales AT 12 
(12) 

0.0095
(0.02137)

-0.00123
(-0.00258)

-0.01073 
(-0.02395) 0.89 0.39

Return on Asset BT 12 
(12) 

0.1485
(0.2147)

0.0138
(0.0333)

-0.1347 
(-0.1814) 2.59 0.02

Return on Asset AT 12 
(12) 

0.0754
(0.1187)

-0.0022
(0.0064)

-0.0776 
(-0.1123) 1.94 0.066

Return on Equity BT 12 
(12) 

3.01
(0.36)

-0.16
(0.086)

-3.17 
(-0.274) 1.16 0.27

Return on Equity AT 12 
(12) 

3.73
(0.21)

-0.114
(0.031)

-3.844 
(-0.179) 1.08 0.3

Efficiency 

Sales Efficiency 12 
(12) 

7570  
(7299)

11747
(8594)

4177 
(1295) 

1.29 
 

0.22

Net income Efficiency 12 
(12) 

124.4
(104.6)

-8.7
(9.3)

-133.1 
(-95.3) 

1.28 
 

0.21

Investment 

capital expenditure to sales 12 
(12) 

0.00233
(0.00121)

0.01272
(0.00426)

0.01039 
(0.00305) -1.42 0.18

capital expenditure to asset 12 
(12) 

0.0139
(0.00387)

0.0336
(0.0161)

0.0197 
(0.01223) -1.15 0.27

Output 
Real sales (sale/GDP 
deflator) 

12 
(12) 

77957
(77385)

126331
(95617)

48374 
(18232) -1.41 0.18

Real sales (sale/CPI) 12 
(12)

75448
(71890)

118518
(97949)

43070 
(26059) -1.66 0.12

Employment 

Total employment 12 
(12) 

193.1
(82)

167
(105)

-26.1 
(23) 0.34 0.74

Leverage 

Debt to asset 12 
(12) 

0.521
(0.55)

0.9182
(0.9237)

0.3972 
(0.3737) -3.35 0.0044

Dividend  

Dividend to sales   12 
(12) 

0.00852
(0.01041)

0.00104
(0)

-0.00748 
(-0.01041) 3.95 0.0017
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Appendix – B 

Detail of Column 

Name of Column  Column Title  Detail 

A  Sector  Sector 

B  Company  Company 

C  Year  Year

D  Pre Post  Pre Post 

E  TSale  Total Sale 

F  NIBT  Net Income Before Tax 

G  NIAT  Net Income After tax 

H  TAST  Total Assets

I  TEQTY  Total Equity 

J  TEMPL  Total Employee

K  TDEBT  Total Debt 

L  DIVDNT  Dividend 

M  CAPEXP Capital Expenditure

N  GDP Def  GDP Deflator 

O  CPI  Consumer Price Index, Inflation Rate 

P  ROSBT  Return on Sale before tax 

Q  ROSAT  Return on Sale After tax 

R  ROABT  Return on Asset before tax 

S  ROAAT  Return on Asset After tax 

T  ROEBT  Return on Equity before tax

U  ROEAT  Return on Equity After tax 

V  SALEFF  Sales Efficiency

W  NIEFF  Net Income Efficiency 
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X  CESA  Capital Expenditure to Sale

Y  CETA  Capital Expenditure total Asset 

Z  SalGDP  Real Sale with GDP deflator 

AA  SALCPI  Real Sale with Inflation 

AB   EMPL   Total Employees 

AC  TDTA  Total Debt to Total Asset

AD  DIVSAL  Dividend to Sale 
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Appendix – C 

Detail of all privatized companies of study period from 1990 – 2005 

Sr No  Sector  Sample   Status 

1  Financial  Allied Bank  Complete 

2     MCB  Complete 

3     Bankers Equity Ltd  Complete 

4    
Bank Alflah 

(formerly HC&E) 
Complete 

5     Habib Bank Ltd  Complete 

6     UBL  Complete 

7  Automobile  Al‐Ghazi Tractors Ltd Complete

8     Millat Tractors Ltd  Complete 

9     Baluchistan Wheels Ltd Complete

10     Pak Suzuki Co. Ltd  Complete 

11     Bolan Castings  Complete 

12  Cement  Maple Leaf Cement  Complete 

13     D.G Khan Cement  Complete 

14     Dandot Cement Complete

15     Garibwal Cement  Complete 

16     Zeal Pak Cement Complete

17     Kohat Cement  Complete 

18     Thatta Cement   Complete 

19  Chemical  National Fibres Ltd Complete

20     Sind Alkalis Ltd  Complete 

21     Ittehad Chemicals Complete

22     Quality Steel  Complete 
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Sr No  Sector  Sample   Status

23  Fertilizer 
Pak China Fertilizers Company 

Limited 
Complete 

24    
Pak Arab Fertilizers (Pvt) Ltd. 

(94.8%) 
Complete 

25     Associated Industries  Complete 

26     Kakakhel Industries Complete

27     Wazir Ali Industries  Complete 

28     Punjab Veg. Ghee Complete

29     Mustehkam Cement  Limited  Complete 

30  Energy  Mari Gas (20%)  Complete 

31     SSGC LPG business  Complete 

32     Pakistan Oil Fields Limited  Complete 

33     Attock Refinery Ltd Complete

34     Republic Motors (Plot)  Data is not available  

35     Pak Saudi Fertilizers Ltd Data is not available 

36     Sh Fazal Rehman  Data is not available  

37     Haripur Vegetable Oil  Data is not available  

38     Bara Ghee Mills Data is not available 

39     Hydari Industries  Data is not available  

40     Chiltan Ghee Mills Data is not available 

41     Asaf Industries (Pvt) Ltd  Data is not available  

42     Khyber Vegetable  Data is not available  

43    
Suraj Vegetable Ghee 

Industries 
Data is not available  

44    
Crescent Factories Vegetable 

Ghee Mills 
Data is not available  

45     Bengal Vegetable   Data is not available  
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46     A & B Oil Industries Ltd  Data is not available  

47     Burma Oil   Data is not available  

48     E&M Oil Mills  Data is not available  

49     Maqbool Oil Company Ltd  Data is not available  

50     Cecil's Hotel Data is not available 

51     Makerwal Collieries  Data is not available  

52     Bolan Textile Mills  Data is not available  

53     Carrier Telephone Industries  Data is not available  

54  Ghee  Fazal Vegetable Ghee  Deleted due to heavy losses 

55     Wah Cement Deleted due to heavy losses 

56     Metropolitan Steel Mills Ltd  Deleted due to heavy losses 

57     Pak PVC Ltd Deleted due to heavy losses 

58     National Motors Ltd    Deleted due to heavy losses 

59     Pak Cement   Merged in Maple leaf 

60     White Cement  Merged in Maple leaf 

61    
Habib Credit and Exchange 

(HC&E) 

Merged in Bank Alflah  

(formerly HC&E) 

62  Engineering  Karachi Pipe Mills   Not included,  Closed after privatization 

63  Rice  Sheikhupura  Not included,  Closed after privatization 

64     Faizabad  Not included,  Closed after privatization 

65     Siranwali  Not included,  Closed after privatization

66     Hafizabad  Not included,  Closed after privatization 

67     Eminabad  Not included,  Closed after privatization

68     Dhaunkel  Not included,  Closed after privatization 

69     Mabarikpur  Not included,  Closed after privatization 

70     Shikarpur  Not included,  Closed after privatization
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71  Roti Plants  Gulberg, Lahore  Not included,  Closed after privatization 

72     Peshawar  Not included,  Closed after privatization 

73     Head Office, Lahore  Not included,  Closed after privatization 

74     Hyderabad  Not included,  Closed after privatization 

75     Faisalabad  Not included,  Closed after privatization

76     Bahawalpur  Not included,  Closed after privatization 

77     Multan  Not included,  Closed after privatization 

78     Quetta  Not included,  Closed after privatization 

79     Islamabad  Not included,  Closed after privatization 

80     Taimuria, Karachi Not included,  Closed after privatization

81     SITE, Karachi  Not included,  Closed after privatization 

82     Multan Road, Lahore Not included,  Closed after privatization

83     Korangi, Karachi  Not included,  Closed after privatization 

84     Mughalpura, Lahore  Not included,  Closed after privatization 

85     Gulshan‐e‐Iqbal, Karachi  Not included,  Closed after privatization 

86  Textile  Quaidabad Woollen Mills  Not included,  Closed after privatization 

87     Cotton Ginning Factory Not included,  Closed after privatization

88     ICP lot A  Not included,  Closed after privatization 

89     ICP lot B  Not included,  Closed after privatization

90     ICP SEMP  Not included,  Closed after privatization 

91     N.P.T Building  Not included,  Closed after privatization 

92     Mashriq – Peshawar Not included,  Closed after privatization

93     Mashriq – Quetta  Not included,  Closed after privatization 

94     Progressive Papers Ltd Not included,  Closed after privatization

95     Mashriq – Karachi  Not included,  Closed after privatization 
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96     Federal Lodges (1‐4)  Not included,  Closed after privatization 

97     Dean's Hotel  Not included,  Closed after privatization 

98     Falleti's Hotel Lahore  Not included,  Closed after privatization 

99     United Industries Limited  Not included,  Closed after privatization 

100  Miscellaneous 
National Tubewell Const. 

Corp. 
Not included,  Closed after privatization 

101     Duty Free Shops  Not included,  Closed after privatization 

102     Al Haroon Building Karachi  Not included,  Closed after privatization 

103    
International Advertising (Pvt) 

Ltd 
Not included,  Closed after privatization 

104     General Refractories Ltd  Not included,  Closed after privatization 

105     Kohinoor Oil Mills  Not included,  Closed after privatization 

106    
Dandot Works ‐ National 

Cement 
Not included,  Closed after privatization 

107     Antibiotics (Pvt) Ltd  Not included,  Closed after privatization 

108     Nowshera PVC Co. Ltd  Not included,  Closed after privatization 

109     Nowshera Chemicals Not included,  Closed after privatization

110     Pakistan Switchgear  Not included,  Closed after privatization 

111     Textile Machinery Co Not included,  Closed after privatization

112     Naya Daur Motors Ltd.  Not included,  Closed after privatization 

113     Kurram Chemicals 
pri‐privatization data is available and  

post‐privatization not available 

114     Swat Elutriation 
pri‐privatization data is available and 

post‐privatization not available 

115     Swat Ceramics (Pvt) Limited 
pri‐privatization data is available and  

post‐privatization not available 

116     Pak Hye Oils   pri‐privatization data is available  
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and post‐privatization not available 

117     Ravi Engineering Limited 
pri‐privatization data is available  

and post‐privatization not available 

118     National Petrocarbon 
pri‐privatization data is available  

and post‐privatization not available 

119     Pioneer Steel 
pri‐privatization data is available  

and post‐privatization not available 

120     Indus Steel Pipe 
pri‐privatization data is available  

and post‐privatization not available 

121     United Industries 
pri‐privatization data is available  

and post‐privatization not available 

122    
Dargai Vegetable Ghee 

Industries 

pri‐privatization data is available  

and post‐privatization not available 

123    
Kot Addu Power Company

(26%) 
pri‐privatization data is not available 

124     KESC (73% GOP shares) pri‐privatization data is not available

125    OGDCL 5%  26% owner ship is not transferred 

126    PTCL (10%) 26% owner ship is not transferred 

127    PIA 5.8% shares SPO  26% owner ship is not transferred 

128   
PPL 15% IPO  

(102,875,000 shares) 
26% owner ship is not transferred 

129    NBP 10% shares   26% owner ship is not transferred 
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Appendix – D 

Yearly Inflation Rates of Pakistan 

Period GDP Deflator Inflation

1988 9.61 6.29

1989 8.59 10.39

1990 6.45 6.04

1991 13.1 12.66

1992 10.07 10.58

1993 8.89 9.83

1994 12.47 11.27

1995 13.78 13.02

1996 8.28 10.79

1997 14.63 11.8

1998 6.55 7.81

1999 5.85 5.74

2000 2.78 3.58

2001 6.72 4.41

2002 2.49 3.54

2003 4.42 3.1

2004 7.74 4.57

2005 7.02 9.28

2006 10.49 7.92

2007 7.70 7.77

2008 16.21 12.00  
 

Source: Federal Bureau of Statistics 

http://www.statpak.gov.pk/depts/fbs/statistics/yearly_inflation/yearly_inflation.html 
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Appendix – E 

 

Profile Analysis of Financial Sector 
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Profile Analysis of Automobile Sector 
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Profile Analysis of Cement Sector 
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Profile Analysis of Chemical Sector 
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Profile Analysis of Energy Sector 
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Profile Analysis of Engineering Sector 
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Profile Analysis of Fertilizer Sector 
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Profile Analysis of Ghee Sector 
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