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9. Is the state ownership of enterprises gaining in
Importance in a modern economy?

Grzegorz Kwiatkowski

Despite the ongoing privatization, state-owned mgmises (SOESs) still play an important
role in many countries. Moreover, some scholarsuarghat today we are dealing with a
possible of return of state-owned enterprises i@ ¢fiobal economy. This paper reviews
available data on SOEs in the context of the alogationed thesis. First we review data on
the current scope, structure and importance ofsfa¢ée-owned enterprise sector in a modern
economy. It can be concluded that the SOEs plagréfisant role in a modern economy.
Primarily this statement can be applied to devaigpcountries. However, in developed
countries SOEs constitute an important part oféghenomy as well. Next we review data on
changing importance of SOEs. For this purpose wamixe the Fortune Global 500 list,
Product Market Regulation (PMR) indicator data atme list of the largest Polish compa-
nies. Subsequently we try to explain those ongtemgs. We could say that SOEs play a
significant role in a modern economy and thereoimie evidence that they are gaining in im-
portance. Among the factors responsible for thissfiae increase of the importance of SOEs
in the world economy are:

- The changes in the balance of power in the globahemy, especially due to the rise
of China and other BRIC countries, where governnemership plays a relatively
large role in comparison with OECD countries.

- Issues related to the control over natural resosrce

- The increase in government activity in many arefathe economy as a result of the
financial crisis.

However this process is not leading to a returth® number of SOEs that we saw in
the 20th century, but what we see is a changedm#lly in which SOEs are used by the state
owner. Governments are attempting to maintain thietrol and simultaneously to improve
the efficiency of SOEs through better governanaa gneater reliance on market mecha-
nisms.
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1. Introduction

Despite the ongoing privatization, state-owned mgmiges (SOES) still play an im-
portant role in many countries. Moreover, some krkoargue that today we are
dealing with some kind of return of state-ownedegntises in the global economy
(Flores-Macias—Musacchio 2009, Bremmer 2010, ThenBmist 2012, Florio
2014). This paper reviews available data on SOERdrcontext of the above men-
tioned thesis. However, some difficulties due toomplete or incompatible data
available should be noticed. These problems argsa fhe nature of the category of
the state-owned enterprise because this can inelvdéde range of items. They can
differ in the legal basis (joint-stock companiesstatutory companies), by the level
of the state’s share in ownership (some reportg mlude enterprises where the
ownership is higher than 50%, but many enterpréseseffectively controlled by
governments with a much lower stake) and by thellef/state (central government,
federal or local).

2. How important are SOEs in a modern economy?

These objections, though important, should not @néthe estimation of the cur-
rent status of state ownership. First, we exantieeQECD report entitledihe Size
and Composition of the SOEs Sector in OECD Cousytviich includes 27 of the
34 OECD countries. The data contained in the reipdrom the years 2008-2009.
The aggregate results indicate that state-ownestmiges in OECD countries (de-
fined as one hundred percent or majority stateettwdding) employ a total of over 6
million people, and its value is close to 2 triflidollars. If these figures were to take
into account the companies in which the state hasmarity stake, but sufficient to
exercise effective control, these numbers shouldnbeeased by about 3 million
people and 1 trillion dollars. The study has alsangined the structure of SOEs by
sector. Half of them can be classified into netwimdkustries (mainly transport and
energy) and a large part (one quarter) are finhmesditutions. It is worth noting
that these sectors are very important to othespsrthe economy. To describe the
importance of state-owned enterprises only twocaimirs — due to incomplete data
— have been used: the value of assets held bymtaied enterprises in relation to
the GDP of the country and employment in state-al\er@erprises in relation to the
overall level of employment in the economy. For fhet indicator the leader is
Mexica', where the ratio exceeds 100%, next are courstieb as the Czech Re-

! Mostly due to hydrocarbons company PEMEX.
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public, Poland, Finland and Norway, where the tegtd between 20 and 30%. The
average for all countries surveyed is 15%. In thgecof employment the report in-
dicates Norway as the country with the highest priopn of people employed in
SOEs. Closer examination of the report shows thegecertain problems that indi-
cate data and conclusions contained in the reponld be used with considerable
caution. As the authors themselves admit, the tyualisupplied data by individual
countries is quite varied, in some economies tha @anot complete (e.g. Poland)
and state-owned enterprise definitions vary fromnty to country. The report also
lacks statistics from important economies suchhasU.S. or Japan (Christiansen
2011, pp. 3-5.).

Another recent report based on an analysis of corepan the Forbes Global
2000 list, estimates that state-owned enterprisesuat for about 10% of the fea-
tured corporations (Kowalski et al. 2013, p. 6lprie (2014, p. 14.) used this data
to conclude that SOEs would represent between Iidd 6% of total sale, profits,
assets, market value of the Forbes Global 200Ceggte.

In terms of geographical distribution it is wortbtimg the following facts:

- of the 1,500 companies from OECD countries 41 amsidered as SOEs,
which gives 3%. For the BRIC countries — this raid 16 to 234 (i.e. almost
50%);

- among the OECD countries, a relatively large nundfeSOEs on the list
come from Poland (6), Switzerland (6), France (&) South Korea (4);

- 3 companies are from the USA;

- from non-OECD countries the largest number of capons are from China
(70), India (30), Russia (9), Brazil (7) and Indsiae(6).

Sectors where the share of SOEs is high includempang, land transport,
transport via pipelines, oil extraction, electgcand gas, telecommunications, fi-
nancial institutions, engineering, warehousing, wfiacturing and air transport
(Kowalski et al. 2013, pp. 6-7.). However, care trus taken when analyzing the
Forbes list because it contains only companiesdish the stock exchange.

According to the data contained in the RobinettO&@®. 1) report, the im-
portance of state-owned enterprises in emergingaues is conditioned by their
presence in key sectors of the economy. They atecparly present in industries
such as rail and air transport, electricity, wated gas, utilities, mining of natural
resources, telecommunications, banking and inseralfte share of the state-owned
enterprises in the economies of these countriearied. According to Lazzarini and
Musacchio (2012) contribution to GDP (excluding fimancial sector) ranges from
approximately 30% (China, Brazil, Vietnam) throutgharound 13% (Singapore,
India, Turkey) and to 2-3% (Indonesia and Mexico).
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Summarizing the above presented data it can bdudettthat the SOEs play
a significant role in a modern economy. Primarliststatement can be applied to
developing countries. However, in developed coastthey constitute an important
part of the economy as well.

3. Are state-owned enterprises really gaining in iortance?

Flores-Macias and Musacchio (2009) put the théws tboday we are dealing with
some kind of return of state-owned enterprisefiénglobal economy. According to
these researchers the importance of SOEs in rgeans has grown and will con-
tinue to grow in the future. A similar statemenpegrs in (Bremmer 2010) and
(Florio 2014).

One of the measures of the importance of SOEseimibdern economy could
be their share in the list of the largest compaimiehe world? For this purpose an
analysis of the Fortune Global 500 list for the rge2005 to 2012 was conducted.
The number of state-owned enterprises over the ieeghperiod continued to grow.
In 2005, the list included 49 SOEs, and in 2012ehgere 95 of them. Share by
quantity grew from 10% to 19%. When looking at eoyphent in companies on the
Fortune Global 500 list, in 2005 18.4% were emptbyy SOEs and this figure
grew to almost 30% in 2012. Revenues of SOEs otigha 2005 reached a value
of $1.3 trillion (8% of the total), while in 2012 was $5.8 trillion (19.6% of the to-
tal).

Table 1.Shares of SOEs on Fortune Global 500 list accorttingrious criteria, %

Share by Share by Share by  Share by Share Share by total

Year uantit employment revenues rofits by shareholders’
q y ploy P assets equity
2005 9,8 18,4 8 8,2 8,9 9,2
2006 10,8 19,9 8,8 9,9 9,2 11,3
2007 11 19,7 9,2 10,4 8,8 12,3
2008 11,4 19,9 10,3 12 9,1 13,8
2009 13,8 23,6 14,5 11,9 15,7 16,5
2010 15 24,8 15,3 9,3 18,8 17,7
2011 17,2 27,7 17,8 16,9 22,2 19,2
2012 19 29,8 19,6 22,2 19,3 21,1

Source:Own calculations based on data from the Fortureb&I500 list (2013)

2 This part draws from Augustynowicz and Kwiatkowgk013).
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To explain the cause of the increase of the shastate-owned enterprises on
the Fortune Global 500 list we should analyze ith®/country of origin. The largest
number of SOEs is in China. The share of Chineste-siwned enterprises as a pro-
portion of the total number of SOEs increased fadmut 28% in 2005 to 65% in
2012 (there were 61 Chinese SOEs on the list atrideof 2012).

Table 2.Areas of activity of SOEs

2005 2006 2007 2008 2009 2010 2011 2012

Number of SOEs on the list

Public utilities 21 19 18 17 18 18 20 22
Natural resources 14 16 19 19 23 24 31 33
Financial institutions 10 11 10 11 15 18 15 16
Other 4 8 8 10 13 15 20 24

Source:Own calculations based on data from the Fortured&I500 list (2013)

As illustrated in Table 2 the largest number ofestavned enterprises oper-
ates in the natural resource sector. Moreover ntimaber of these companies in-
creased from 14 to 33. The number of enterprisegiging public services ranged
between 17 to 22, although the share of this ginageased slightly (from 26.3 to
31%). The number of financial institutions has afsmeased from 10 to 16 compa-
nies.

The role of state-owned enterprises in the natesgurces sector can be illus-
trated by the fact that they control about % of wWald's oil reserves (Bremmer
2010, p. 9). It is worth noting that they mostlyn@ from countries that aren'’t
OECD members. The current situation is the redult progressive process of na-
tionalization of natural resources in the twentiegimtury, starting in Mexico in the
30s, continuing in the Middle East in the 70s aad making place in countries such
as Venezuela and Russia.

Additional information is provided in thBroduct Market Regulation (PMR)
indicator developed by the OECD. It is a compledigator that takes into account
certain qualitative and quantitative aspects oérfierence in market competition.
Currently, the number for the years 1998, 2003,8280d 2013 are available. Im-
portant in the context of this article part of thdicator determines the level of the
share of state ownership in the economy basedwrcfimponents (Product Market
Regulation 2013):

1. Scope of public enterprises;

2. Government involvement in network sectors;

3. Direct control over business enterprises;

4. Governance of state-owned enterprises.
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This last component lacks data prior to 2008 s@maparison of indicators
over time must be taken into account to changenrtéthodology of calculating the
indicator. After this adjustment, it turns out thiat most of the countries surveyed
value of the index is decreasing. For the year8 ¥l 2003 complete data is avail-
able for 22 countries and only for three of thenugkalia, Canada and New Zea-
land) the indicator increased (which should berpreted as an increase in the im-
portance of state ownership). For the years 20@32008 we have data from 23
countries — in those years, the index rose onlyifer countries (Australia, Belgium,
New Zealand, Sweden and the United Kingdom). Ferytsar 2008 and 2013 the
data is available for 26 OECD countries and we iseesases for 7 economies
(Denmark, Estonia, Iceland, Ireland, New Zealandy&kia and Switzerland). It is
not surprising that the score in non-OECD countoesaverage are higher than in
OECD countries.

An interesting conclusion comes from the analy$ithe largest companies in
certain countries. For example if we examine th@0Lli&rgest Polish companies for
the presence of SOEs, it turns out that the shaBO&s decreases in time. In 2004
the state-owned enterprises constituted 12.5%eotdmpanies, earned almost 25%
of revenue and had 40% of employment. Five yeaes these shares had decreased
significantly: the number of enterprises by aro&@8o, revenues to less than 15%
and employment to less than 30%. However, if weidoanly on the top 20 compa-
nies we could check every company ownership strediu take into account those
companies in which the state has a share of less30% (but sufficient to exercise
effective control of ownership).

Figure 1.Total share of revenues of companies controllethbystate in the group
of largest 20 companies
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Source:Own calculations based on data from the list dfsRdargest companies (published
by Rzeczpospolita).
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The graph shows the share of revenues of compeoigsolled by the state in
the total revenues. The paradox is that althoughendiscussed period of time the
privatization processes continued, the analyzeegoay increased. Minority stakes
of companies such as PGE, Lotos, KGHM, JSW or Trawrere sold, but in every
case the government kept the controlling stakes Phienomenon can be analyzed
by framework presented by Musacchio and Lazza#@@il®). They distinguish two
general types of modern state capitalism due tetidte's share in the ownership of
enterprises: the first in which the state holdsamgj stakes in many companies
(Leviathan as a majority investor) and the secdrad telies on minority shares in
companies held by development banks, pension fismd®greign wealth funds, and
the government itself (Leviathan as a minority stee). The state control over en-
terprises with formal minority ownership shares barimplemented at least in three
ways:

1. the use of “golden share”;

2. special rules in the articles of association afiatistock company;

3. reaching the position of a dominant shareholder.

Comparison of the two models leads to the conaluiat the transition to
Leviathan as a minority investor model can redugenay problems (i.e. different
objectives of managers and owners) and lessent thfesing SOEs to obtain non-
economic goals. On the other side this happenseatdst of losing some degree of
influence on the activities of these companies, smdsing SOEs to implement the
economic policies by the state.

Another important factor influencing the importarafestate ownership is the
global financial crisis Governments in many countries decided to take ectiv
measures to mitigate the effects of the finandimiss Among these measures was
the nationalization of enterprises (SNS Bank —Nle¢herlands, Anglo Irish Bank -
Ireland, BNP - Portugal, Royal Bank of Scotland riteld Kingdom, AIG and Gen-
eral Motors — USA). Although in many cases, nati@aion was temporary — na-
tionalized companies were later reprivatized, tbestjon arises whether these ac-
tions are the exception to the rules of the econgrulicy or a permanent change of
the ownership function of the state. It seems tdobeearly to assess the long-term
effects of the crisis. Also there are some repamtse-municipalization (Florio 2014,
p. 6.), which means that municipal or public seggiare again not only financed but
also provided by the state.
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4. Conclusions and final remarks

Concluding on above presented data we could s&\5&s play a significant role
in a modern economy and there is some evidencetliegt are gaining in im-
portance. Among the factors responsible for thissfiide increase of the importance
of SOEs in the world economy are:

1. the changes in the balance of power in the globahemy, especially due
to the rise of China and other BRIC countries, whgovernment owner-
ship plays a relatively larger role in comparisdathvOECD countries;

2. issues related to the control over natural resatirce

3. the increase in government activity in many ardab@ economy as a re-
sult of the financial crisis.

However this process is not leading to a returthéonumber of SOEs that we
saw in the 20 century (as shown in the analysisRsbduct Market Regulatioda-
ta), but what we see is the change of ways in wBOIEs are used by governments.
To gain in importance SOEs have to operate moieiaitly than in the past. Tradi-
tional theoretical approaches to explaining thdficiency of state enterprises can
be divided into two general groups: the first refey the environment (limited or
lack of competition) and the second explains iaggoblem of inherent features of
state ownership, referring mainly to the theorypobperty rights (Bartel-Harrison
pp. 1-4.). These include issues such as: agen®gmno soft budget constraint, mul-
tiple goals (vaguely defined social goals), diieffuence of politicians, bureaucra-
cy, restrictions on remuneration, as well as hiamgl firing of workers, strong in-
fluence of unions, low ability to reduce costs &mthnovate.

Modern methods of management and supervision tce sextent limit the
negative effects of the those "classical" causaheinefficiency of state-owned en-
terprises. Flores-Macias and Musacchio (2009)Histfive characteristics of modern
state-owned enterprises, which significantly imgrdtie way they operate. These
are:

1. emission of shares in stock exchanges, with the pugose of raising
capital and subjecting management to the dailyussin of the stock
prices;
independent auditors and members of the Board refcRirs;
credible restrictions on the transfer of subsidlies the government;
recruitment of more highly qualified executives;
incentive schemes for managerial pay.

arwN
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Many of these changes — especially in developedtctes — took place as a
result of the problems caused by the earlier, oftay inefficient operation of state-
owned enterprises. Given the fiscal problems of ynaountries in the 1980s and
1990s many state-owned enterprises subsequentlyohiak for opportunities to
raise capital in the financial markets. As a reshlky were partially privatized. Oth-
ers had to raise capital through the issue of bondaking loans from financial in-
stitutions. In any case it was related, at leasbtoe extent, to the necessity of meet-
ing the standards of reporting, the evaluationatihg agencies and the high cost of
hiring external auditors etc. This meant SOEs lsagperate in a similar way to pri-
vate sector enterprises.

More coherent government policy towards state-owergérprises will result
in increased efficiency. These policies shouldudel clearly defined social objec-
tives, as well as clear criteria for the creatiod amanagement of such entities. Cri-
teria can also include a requirement for periodgpection, evaluation and justifica-
tion for the company remaining in the domain of state. Another improvement
might be to create special agencies supervisingvtitde or part of the SOEs sector.
In addition, the process of privatization in thstlthirty years has led to a reduction
of the number of SOEs, which makes it easier tdroband to evaluate them. This
does not mean, however, that all state-owned eigegpare as efficient as their
best-functioning private counterparts. Howeveryehare many examples (Statoil,
Petrobras or Indian Railways) which show that fiessible to significantly improve
the efficiency of the state-owned enterprises.
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