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”Rigged privatisation”

Privatisation as the lynchpin of transition in post-communist countries.

Corruption risks: “[In some cases], a rigged privatization process was
designed [solely] to maximize the amount government ministers could
appropriate for themselves, and not the amount that would accrue to
the government’s treasury, let alone the overall efficiency of the
economy” (Stiglitz, 2002, 58).

Oligarchs: “Loans-for-shares” auctions in 1990s Russia, ”designed to
consolidate the bankers’ support for Yeltzin’s re-election campaign in
1996” (Guriev & Rachinsky, 2005: 138).
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This paper

Relationship between privatisation and elections: how do elections
affect the privatisation process and its outcomes?

‘Opportunistic privatisation’ – sales of assets motivated by politicians’
self-interest during elections

Extend Boycko et al. (1996) model of privatisation

Test predictions using unique firm-level data from post-Milosevic Serbia
(2001-2019)
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Preview of the results

Theoretical results:

After privatisation, politicians use subsidies to buy inefficiencies =⇒
collusion.

Under plausible assumptions, politicians have a strict preference for
privatisation over state ownership before elections.

Empirical results:

Privatisation sales and revenues increase significantly in pre-election
periods.

The firms privatised before elections are sold at a lower price, and
exhibit higher costs after privatisation, than otherwise similar privatised
firms.

They have a higher probability of bankruptcy ; conditional on surviving,
they display lower profitability.
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Remainder of this seminar..

1 Introduction

2 Theory

3 Data & context

4 Empirical results

5 Conclusion
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Model Set-up

Players:
1 Spending politician
2 Manager of the firm
3 Taxpayers/voters (passive)

Firm ownership:

α = 0 −→ state ownership
α = 1 −→ private ownership

Cost inefficiencies: C ∈ {0, γ}
Politicians derive political benefits q, and face political costs m, from
cost inefficiencies.

The marginal political cost of transferring subsidy T is k
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Model set-up

The utilities of politician and manager are given by:

Up(C ,T ) = qC −m(1− α)C − kT

Um(C ,T ) = α(π − C + T )
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Analysis

1 State ownership (α = 0) −→ the politician strictly prefers C = γ over
C = 0

2 Privatisation (α = 1)
1 No collusion: C = T = 0
2 Collusion: C = γ and T = 1

2

(
q
k + 1

)
γ

3 IF:
1. q < m
2. k < m
3. Bargaining is feasible

THEN:
Up(α = 1) > Up(α = 0)
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Serbia
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Serbia vs. Brazil

Source: Varieties of Democracy (V-Dem) project (Coppedge et al., 2020); World Bank
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Serbia’s Political System

‘Competitive authoritarian regimes’ with ‘high levels of [political]
polarization’ (Bieber, 2020)

Clientelist link between ruling party membership and employment
opportunities (Bieber, 2020)

‘Presidentialisation’ is a defining feature of politics in post-communist
Serbia (Spasojević 2021)

Seven presidential elections during 2001-2019

Elections are called 3 months before the end of the incumbent’s term
(scheduled elections).

Elections must be held within three months of the incumbent’s
resignation / impeachment.

Elections are closely monitored by international actors (EU, OSCE,
World Bank).
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Privatization in Serbia

Privatisation process only began in earnest after the fall of the
Milošević regime in 2000

Direct sales (open-bid, first-price auctions, and tenders).

2203 SOEs sold by auction
126 sold by tender

The privatisation process enjoyed considerable elite support, but was
generally distrusted by the public, and by the workers.

The Privatisation Agency known to be highly politicized.

The opening price was set by the PA based on an initial valuation
carried out by external (local) consultants.

Vladan Ivanovic1 Luca J. Uberti2 Drini Imami3 Opportunistic Privatization



Introduction Theory Data & context Empirical results Conclusion

Privatization in Serbia

Privatisation process only began in earnest after the fall of the
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Milica Ružičić, Fear of losing a job, 2021
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1. Election cycles in privatization

Estimating equations:

Privatization revenues, in logs (OLS):

ln p revt = β0 + βQ1t + ut

Number of privatization sales (NB2):

n salest = exp(β0 + βQ1t)× ut

Q1t =

{
1 if month t is in last quarter before a presidential election

0 otherwise
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2. Privatization prices & Firm costs

Evidence of price discounts and excess costs in the SOEs sold before
elections suggests that pre-election increase in privatization activity
driven by opportunistic bargaining.

Politicians prefer privatization to state-ownership if the subsidy paid to
managers is less costly politically than excess spending in state-owned
firms (k < m).
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2a. Privatization prices

Estimating equation (OLS):

ln pricei = β0 + βQ1i + θXi + ϵi

pricei : opening (asking) price OR final sale price of firm i

Q1i =

{
1 if firm i privatized in last pre-election quarter

0 otherwise
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2b. Firm costs

Cross-section of privatized firms, 2018

Stochastic frontier analysis (Stevenson, 1980; Kumbhakar et al., 1991)

Cost function (frontier):

lnCi = η lnQi + σi + λi + (vi + ui )

Inefficiency equation:

E (ui ) = β0 + βQ1i + θXi

Q1t =

{
1 if month t is in last quarter before a presidential election

0 otherwise
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3a. Firm performance outcomes: survival

Logistic regression for the probability of bankruptcy (2021)

Bankruptcyi = Λ(β0 + βQ1i + θXi ) + ϵi
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3b. Firm performance outcomes: profitability
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Conclusions

1 Increase in privatization activity before elections (by a factor of 2-3).

Politicians prefer private ownership before elections

2 Firms privatised before elections are sold at a discount (≈ 20%), AND
are (4− 5%) less cost-efficient post-privatisation

Collusive bargaining between politicians and managers

3 Firm sold before elections underperform other firms after privatisation
(35% less profitable)

Policy implications: need for increased monitoring of privatization process
before elections
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THANK YOU!
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Falsification tests
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Alternative definitions of ”pre-election period”
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Parliamentary (instead of presidential) elections
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