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Tuesday, 3rd October, 1995

PRIVATIZATION IN IJASTERN EUROPE
o LESSON‘S AND l:lUfURI* PROSPE CTS —

Dr, Jan WINIECKI
Professor and Chair,
International Trade and Finance .
Department of Economics,
European Unnersu)'
WINIECKI Prwattzauon in Fastem Europc has bccn a part of what may be'
ca!!ed “Holy Tnmly of transition from socialist, centrally administered, to
capilalist, market economy, the “Holy Trinity” consisting of liberalization,
- macroeconomic stabilization, and privatization. I will concentrate on the
last component of this “Frinity”. _ ' '
To begin with, pnvatlzauon everywhere starled almost 1mmcd1atcly after
“the political change, but what is interesting in almo_st ¢very country, the
preference was given to different methods of privatization. So, in Hungary
they put most stress on ;'l:.t!i_'ac__t'ing f_or_eign i_liyes.t()rs as buyers of Hu_llgarian |
~ state elllefpfises, and sintce’eded in. having‘cjuite a few major companies sold
'to key forengn mvcstors, usually large multinational compames |
: Poland chosc a different path. There, prcference of the government was
. the pubhc sale of shares that is, on the so-called classxca! British- style
pnvatizatlon ” Howevcr, de facto developments made the actual composition
of privatization methods took different because, on the one hand, in Poland
there was stronger political resistancc to privatization, while on the other, given
the strength of Polish rade unions, privatization has shlfled much more in the
dlrcctlon of the employce owncrshlp type of pnvanzatlon, that is the only onc
~lype. preferred by - umon activitists. So, among some 750 stale enlerprlses
prwatwed in Poland {out of about 8,000 existing at the start of transmcm) about
150 was prwatlzed by clthcr pubhc sale or direct sale to major forelgn_

g _mvesto_rs, while _th_e_rcma_mmg 600 were turned into the so-called “leasing

- employge-owned companies”, that is, companies that were leased to employees

....1.....



and later, onee the lease installments arc paid, are to be owned by these
employees |

In the Czéch- Republlc, they chose yet.angthér, form ‘of prwallzatton which
I am fond of callmg crtlzens prrvatizatron There, the gevemment offercd
~ vouchers to all citizens wrllmg to buy them, at a token payment and with those
vouchers ertrzens Were able to bid for shares of prlvatlzed companies. Tlrey'
could: do it dlreetly, or, more often as it turned ont ~also mdlrectly via
mushroommg mvestment funds |

For a ehange, in Russra they took yet another approaeh There, not very
numerous frce marketeers were afraid that they wouldn’ t be able {o overcome
the resrstance of. lhe old comrmmrst nomeiklatura managers And therefore
they chose the kmd of msr(lers prwalrzalion that 1s, m the case of most
enterprlses, the’ majorrty of shares werc distrlbuted to managers and employees
- of each company, while the mmorrty only was spread across the populanon at

large or sold to forergn mvestors ' ' ' | '

" Thus, what concerns prwalrratton lessons I would verilure an 0p1nlon thiat
the frrst Jesson drawn from’ prrvalrzauon in the reglon I am concerned with is
that local socro-political conditions determine not only outcomes of the
prlvatlzatron process but also the choice of preferred methods of
privatuation This, m my opmron would be the ﬁrst lesson:

" The second lesson, and an extremely 1mportant one at that is, that it is
necessary o burld polltleal support for a major socio- economic change such as
prrvatrzatron And here, as evidence in support of this thesrs I would Juxtapose -
th¢ Czech Republrc and Poland. In the Czeeh Republte Ihe nnderstandmg of
the need to gain popular support for privatization was clearly understood from
very early days of the Czech “Velvet Revolutron” It started in November 1989
as some of ° you may remember. and already n ext month Vaclav Klaus,
the then Minister of Prrrarrce in the Czechoslovak Federal Governmeht
annotmecd the major cmzens prrvatrzatron scheme Thrs early prormse was
.very well received by the popntauon ‘because il was presented as ‘the case of '
remedymg to some extent the wrongdomgs of the communist system ‘that; i.a.,
deprrved people of the rrght to own produetwe assets. Tlrerefore the argument o



to compensate people, to some extent at least, every citizen will have the right
to get the possibility to buy shates of privatized Czechoslovak (later only Czech)
- enterprises, and, in this way, to become an owsier of: productive assets. |
. This “compcnsauon for communist wrongdomgs” approach has been so
widely accepted that when left- leamng economists of the 1968 “Sociatism with
human face” gén'eration offered an alternative solution of employee ownership .
and ESOP-type firms,'thcy didn’t fire the imagination. of the people who
conlinued their strong support for the early introduced citizens” privatization
scheme. - Actually, this privatization scheme, introduced so early and in a way
.that-was so appealing to the sense of justice, contributed importantly to a betler
reception of thé hardships that transition necessarily brings about, especially
~in the early stages of the process of moving to a capitalist market economy.
For it was scen-as a kind of compensatlon | '
_Unfortunately, in my own country different ideas prevailed at the early

stage. In Poland, there was a very strong trade union with-very high polmcal
ambitions, I mean “Solidarity”, and therein the Utopian left wing was pressing
strongly for their preferred employee ownership method as the dominant method
of privatization of state enterpriscs. However, the government, very much
‘intent on moving toward the capitalist market cconomy in a well proven
‘manner, did not embrace the idea of the citizens’ privatization as-an antidote
- to employee ownership, known from property rights theory as a rather
“incfficient solution. They preferred a method: that has atready been proven,
meaning the British 'styie public sale of Sharc's, a method that is relatively clear
and transparent in the sense that those pursuing it cannot be accused of corrupt
deals. - Government Decision makers thought that in this way they would
protect 'thjemsélvcs agé:inst attacks of the Utopian wing of “Solidarity”.

- However, what they did not realize was that it is not enough to prove
that: they -are honesl',_,bul that they. should also win people’s minds, And this
is what they couldn’t achieve with the public sale of shares, and small packages
of shares at that, by those willing to bid for those shares. Obviously, this is
not ‘the stuff thai fires-. the imagination of the people. -And, therefore,
~ privatization in Poland, thanks to the vitrio}ic'campaign of the left-wingers in



the “Solidarily” on the one hand and the nationalists and ex-communisis on |
the other, became a symbol of something shady, suspect, almost .’a'n-'a'rchclypc _
of a swindle. And, therefore; instead of becoming a factor of facilitating
transition, “it became just the opposite: an-ﬁlbalrdsﬁ'arouhd the ricck of
transition. - In ‘consequence not only Polish pnvahzauon but also Polish
transition has encountéred greater resnstance (han it could have encountered,

had pnvatlzatlon choices been d:ffcrcnt ‘ ,

- So, ‘rephrasing the lcsson '1lrcady formulated - above,- I would state the
following: Never forget that it is not enough fo prove that you are right.
- You should alse try to build a coalition that will allow yoii to succeed in
m:plementmg what you think is right. | _

I would now move to yet another issue that also carries an important
tesson. Namely, privatization almost ¢verywhere brought about many
surprises, both for privatiz'ing authorities and politicians in gcl'leral' Thus, for
example, in Hungary, the conservative government was very distrustful of the.
old commumst nomenHmum, and in order to prcvent shady deals by which
'nmneukla!um could enrich itself, it steongly ccmrallzcd the pnvatizauon Process,
that is the sale___of entcrprlse_s. _ _But cenfralizing the sale, whether the sale of
underwear or of enterprises, never works. And lhcrcforc apart from major
deals with multinationals that could be relauvely easily arranged in a’ centrahzed
way, there hasn’t bcen much progress in prlvatlzatlon in: Hungary So, as ‘you |
‘see, in Hungary actual dcvclopmcnts were part!y dlffercnt ffom govemmcnt S
intentions. _ o . o '

-~ “Now, in the Czech Republic, a_country probably most sUCceszﬂl in
privatization of all post-communist cConontics (this -is at least my” personal
opinion}, the gu:dmg idea was also somcwhat eroneous bccausc they imagined
the Czechs as a sociely of sharcholders.. “Their n_mu_l-ldca was that people who
get vouchers all would bid for sha,res' of state enterprises and all would: retain
and/or- trade in those shares. However, in Czech Republic the distribution of -
~willingness o take risk is not different from that in other. countries.
Consequently, only a minority could be classified as-risk takers, while all the
rest have been, as everywhere, more risk-averse.  Therefore, there has been a



toom for expansion of various investment funds that took vouchers from people
‘in return for the promise of a steady flow of income to the voucher owners,
‘who eniru’stéd'thcif vouchers to investriient funds. ' '

' 8o, in the ead, about 75 percent of all vouchers was- placed with the
mustirooning investment fu_nds; in CZecllbslovakia first, and in Czech Republic
later. - About 25 percent of those who got vouchers decided to bid for shares
‘themselves, which is, I would say, still a strikingly high ratio. It compares
“favorably with the ratios for Great Britain and the United' States, where about
20 percent of the population owns shares, but nosictlicless the outcome was
different from-the ideas held at the start of transition. '_ | '

In Poland I already signaled the divergence between gov'cmmehta'i

.prefercnces and (he reality. The government preferred the public sale.
‘However, at the enterprise level, (rade unionists & employees pressed — usvally
with success — for th_e'emp]oyce dwnerﬁﬁp, and as a result; about threc-fourths
of enterprises were privatized that-way. In terms of employment and output
the shares are not as unfavorable, because the largest enterpriscs were sold via
pubiié sale of shares or sold directly to major foreign investors. Once again,
Ihf;' outcomes were different from those expected. |
- So, the third lesson of privatization s, in niy opinion, a lesson of humility,
a reminder of the fundamental unplannability of social pl'oce'sses. It follows
froni the above that the privatization process, given all the pbssiblé' surprises that
we canitot imagine al the start, should allow for as wide a spectrum of privatization
‘methods as possible, which means that there shouldn’t be the o n e
and only method applicable in all situations. The range of methods
available should be very wide because we never know what socio-political
preferences would emerge, what legal obstacles would be encountered, etc.

| Yet another lesson concerns linka'gc's between the components of the “Holy
f'l‘rin'i_ly“‘ I meationed al the start. There is a nced of progressing in all areas
" developments  in all areas impostant for transition {even if progress as of
necessity not idehtical).' Because if-a given country lags in some areas then,
unsolved problems in oné area become a drag on anofher. A case of Russia
is very illuminating in’ this respect. ' In Russia, for political reasons, reformers



were unable o pursue consistently macroeconomic stabilization, At the same
time, however, privatization team of Russian government succeeded in the first
phase of privatization, that.is, in_making enterprises. privately- -owned (as I
already signaled, largely by “insiders”). _ :
_ The idea of privatizers wae that this should be only the fr rst p h ase
to be followed by further phases of the ownershrp changes. . Only then the
structure of ownershrp would move toward a more ef ficient one, namely, toward
the one in which a core outside mvcstor emerges in most cases. “This has been
historically proven as the most efficient way of enterprise managemcnt because
ownership by insiders distorts enterprise opportumues for the expansron & is
- even less efficient in the contraction or even stagnatron phase.. :

. However, very little happened afterwards because, as [ signaled already,
lhe unsolved problems in other areas becamc a drag on Russian prrvatrzatron
Foreign investors or domestic prwate investors are much more ready to invest -
their financjal rcsourccs their time and effort when certain precondmons are
fulfilled in a given coumry where there is political stability, maeroeconom:c._
stabrlrly, slabrhly of rules, and umformrty of implementation of these rules

~ The last two varrables are most difficult to. obtain. any time soon' |
.everywhere but the first lwo certainly havc not been present in Russia, either.
And, therefore, because of the lack of political and ‘macroeconomic stabrlrzauon |

with a very arbitrary way, in whrch government offrcra!s were behavmg, there -

have been very little willingness by forergners and by domesuc entrepreneurs
to buy into those freshly privatized companies, to buy- shares. from either
managers, or employces, or both. And, therefore, Russian prrvatrzed sector at
‘the moment seems to be stuck in the form of prrvate ownershrp that is known
in theory of property rights as maybe lhc least efftc:rent form of private
ownership. It is, maybc somewhat more efficient than state ownershrp, but
certainly of the forms of pnvate owaership, it. should be regarded as the least
efficient one. o . SRR : 3
So, anolhcr rmportanl lesson of prnvalrzauon in Eastcrn Europe is; again,
a lcsson that_you should not be lagging behind too much: i any major area
of transition, because at a certain point it becom_es a ‘drag on other areas, as



in. the case of Russian privatization, - _ |
And now I ai coming to an issue that, given its:importance, should be
really dealt with separately, naniely, privatization of the national economy. In
- Eastern Europe, governments, politicians, trade unions and the general public
all concentrated their attention, as well as hwinan and ﬁmncnal resousces, almost
| cxcluswcly on what became knowsi as prlvan?at:on of state enlcrpnses
However, the privatization of enterprises and privatization of the.
| economy is not exactly the same thing. Privatizing an economy _meali_s trying
to create a structure of ownership of productive assets in which private owners
own an overwhélming ‘majority of the assets. And this can be achieved in
two ways. One way is; of course, the transformation of state-owned enterprises
into privately-owned ones. And another way is assisting and nurturing the
growth of the generic 'p'rlvate sector, the private sector that staris from
scratch.  And this is a way that has been almost'xini&crsally neglected in all
countries in transition. This is to some extent understandable if you remember
the Starling_poiht. At the start of transition, say in 1989-1991, there was
anything bclwcen:SO and 100 perce_ht of State-qwnership in the economy of
- all .lhcsé‘c_ou'mr'r_ies, which means that the‘altention_ of everybody was glued to
~ that sector that was overwhelmingly dominant and little t'hought-was given to
the issue of how to support the generic private sector that everybody hoped
- that will emerge somehow in all these countries. However, this lack of interest
has been detrimental to the privatization of the cconomy (i.e. prlvatlzallon in
the larger sense). - S ‘ ' '
* That generic privale seclor grows. spontaneously, there is no doubt about
it. However, there should be at least s om ¢ support for this, and 1 think
that the Polish case is here, for a change, (because | was hlkmg quite critically
_about Polish ownership lransformahon), a highly positive one. Right now,
- Poland and Czech Repubhc don’t differ very much in terms of the share of
private ownership in their national economies.  In both ecanomices, it approaches
70-percent of GDP. . And with Polish- pnvatnzatlon of state enterprises
(prwatlzanon “from - above™) contnbutmg rather little to this outcome, quite
obvnously, there must have been another source. And this source has been in



Poland the growth of the generic private sector, that grew’ tremendously.
Aclually, almost. 40 percent ‘of GDP has been added by this- generic prlvate
sector in the period of five years. ‘

 And now the question is: Whay (here has been such a- trcmcndous growth
of -the generic private sector? Why pnvam'mon “from bclow” (expansion of
the. generic private sector) has been in Poland so successful, in spite of still
limited assmtancc from the offtmal quarters (or from international Comauumty
for that matter)? . . ‘ . . L _
I think that Poland went the furthest of all postcommunist countries
_in allowing the unrestricted right of estabhshment while various terrllonal
- sectoral and other lnmlatlons still exist to- some, smaller or greater extenl, in
other countrics of the region.” So, for example, Polish rulés for registration of
private companies are incoxi}parabi'y more liberal when contrasted, for instance, -
with the requiréinent to obtain a license from district or Cotinly government
office even in such a frcc market oriented country as lhe Czcch Republic:: |

So, our enireprencurs can establish a firm by: jilSt rcglstc,rmg with' the court.
And that’s it. Theu, are no authorities that have to give their opinion, with
very narrow exceptions of ccrtam lines of business such as defence,
pharmaccul:cals and . so ‘on, while in other countries, this ‘is a.much longer
process, and, let us add frankly, also more corruption-prone. For if you give
the right to decide to some (here: loéal) ofﬁciéls, there is always a temptation
to use this as the vehicle for. pcrsonal enrichment. And, thércfore even if
corruphon is definitely not absent in the post- communist economy of Poland
(this is the unfortunatc fact of life!), at least in this arca of prwate sector
expansion, we have been spared this type of problems. ' '

What was very nnpoztant for Poland was the extensnon of this liberal
rule of establlshmen( to hoth wholesale trade and fmelgn trade. - Private
: wholesalers were much quicker ihan the state-owned mastodonts at 1dent1fymg .
the products for which there has bcen large and unsatisfied demand.. And they
much more quickly signaled these consunier preferences to producers.. So, the
ability to react to-perceived demand created ipositive stimuli for
- producers to change their structure of supply.- ' .



- However, since there was also a wide-ranging liberalization of foreign
trade, ‘it created possibilily for private wholesalers to import higher quality -
goods from abroad. - And that added potential t hreats to positive stimuli.
- So, c_:nterpriécs weie:fa‘cing"the"either@or‘ situation. - If they adjust and supply
what is needed by the market, that's fine. If they don't, there is al:lemalivc
"source of supply abroad. So, bé careful and try to adjust.- This may secm all
too obvious to you but | assure you that it was a major behavioural revolution
in the ecdnomy'em'crging from half a century of communism.

" That foregoing was exlrémely inipc‘)rtanl because it’s not only more flexible
priva'te_ firms that reacted to these stimuli and threats but also a part of state
ebterprises.  Because you certainly realize that privatization of industry is much
- more difficult than privatization of any other sector of the economy, because
in industry capital thrcshold is much higher than elsewhere, and therefore the
expansion of the generic private sector is relatively stower. And therefore, the
creation of this threats/stimuli franicwork for. the state’ sector,"dominant in
industry, additionally. facilitated structural changc

| In retrospect, 1 would say that all the successes of this expansion of the
generic private sector & of forced adjustment of some state enterpriscs, were
dependent on these particular 'f_eziturés of Polish transition programme that have
been most oftéil criticized by believers in “gradualism’ and by those who didn’t
like the transition at all. Because contrary to their complaints about transition
“ruining. everythinlg?’, ‘which” actually meant allowing state enterprises to go
baﬁkmpt if they did not adjust, and complaints-about the “excessive openness”
to imports, it was pleusely those features that geuelatcd a. very fast
-expansion of the generic private scctor. '

" 'The view that so much of Polish successes in this arca is the result of
thc_' cllmmauon-of barrn;rs to the expansion: of the private sector calls for
reflection. For it really means that what is sometimes defined in institutional
theor‘y as “stroke-of-the-pan reforms”; that is, measures- that are relatively easy
‘to implement, is of primary importance. IU's relatively eaéy to abolish certain
barriers: - relatively easy to abolish price contrels, relatively easy to, let's say,
~ abolish foreign trade controls, etc.- But it is much more difficult to transform



state enterprises into privately owned ones because you have to have a network
- of public and priva_té.inslitmions that are skilled in doing so. .
| “Next lesson would concern a somewhat differ'en_tisubje{:t, although related
to the one that I have been talking so far. Not all coiin’lries of Hast Central
- Europe and former Soviet Union succeeded in their privatization efforts. And
now, with transition being already five years old in some countrics, one can |
wonder 10 what extent the failures of privalization have been a threat for
transmon of thc economies, where thiese failures were present to some. important
extent. The question is: - Are. they . rea!ly all that important? . ‘Because you
have seen from the Polish case that failures of prwatlzallon “from above” can
be made up by privatization “from below”. So the question nafurally arises
whether privatization is at all that important that everybody lhought at
the start. : _ .

And the answer would be: In the long run, yes. Because even if the
liberal right of éstablishment and general liberalization of Polish economy, and
maybe of other ceconomies following that paitern, would frée pcoplc’s energy,
iniliative and cntrepreneurshtp, this is - unforiunatcly ~ not enough ~That is,
it may givean-initial-i mpetus tothe ‘expansion of the generic
privale sector, but, at a cerlam stage, old sins of omission will catch up with
the privale sector, ‘It is not old sins of the private sector ltsclf but old sins
of “unbalanced” transition, : o S | :

What I have in mind, first o.f all, is the fact that the gc’neric‘ private. sector
goes through certain phases in its expansion. - Polish private sector, the'g‘én‘cric
one, is by-and-large in the second phase. The fitst phase.is a statt-up phase.
Usually at that time it does not matter very much whether the. financial sector
is well developed, whelher there are institutions, i.e. prwate financial
1nsmutlons. ready to take large. risks, (because large risks are always 1ssocmtcd |
with' start-ups). - 'lhls is the case because pnvate sector starts quite ol'len in a
classical way, that is the way founders of the Apple Companystarted. They
started in the garage and, really, with a certéin"an}ount of family savings or
savings of those who jointly decided to establish a new firm that was enough
for the shost-up phase. So, at the start, these problems-of the well-performing
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financial sector and the wide range of offered ﬁnanc;al setvices does not seem
to be all that utgent. '

In a Polish case, this relative unimportance has been carried to the second
- phase for reasons (hat few post-Comimunist countries arc able to copy. Namely,
it turned out that quite a large number of Polish entreprencurs have been people
who worked and lived in the Wt_:él for a longer or a shorter period, and when
the political change took place, they not only.broughl back their savings and
~skills but ‘also brought_ with them- their contacts in the West. - One of the
~consequences has been that to the Smprisé of many analysts, and I must confess
that T have been surprised to some extent myself, even after three to five years
of the ‘expansion of the private sector, they seem to be able to go by wilhout
much resort to the Polish financial sector.. Why?  First, because through
somewhat shady deals within the so-called ° gray economy they were able to
use their current production expenditures as the cover for- enterprise
modernization and expansion (instead of using profits that they would have to
shate with the state through corporate taxes). These are the gimmicks that in
a period of transition, with its rather weak financial rules’ enforcement, are
casily made and, therefore, quite widespread. And in Poland expandmg private
- sector consistently shows zero (o one percent profit rate. _

. However, there has been yet another way of financing expansion and this
way is related to the -already ‘mentioned contacts in the West. Many.
entreprencuss, have been able to obtain loans or venture capital in the Western
financial markefs, and in this way they were able to finance their expansion.
So, they could contitiue to expand without resort to the Polish financial sector.

But thefc comes a ph'ase‘in the expansion of the firm  where the
avallablhty of financing: investment ceases to solve all problems. The firm
becomes big enough to require revolving credits for financing current
“production. - And this means establishing close relationship with local
commescial bank(s). I am afraid that Polish private sector may be facing that
:.'ph'asé in the: llOf‘tOO distant future. And it is here that these sins of omission
in the past will be catching up with Polish economy and Inmtmg further
expansion of the prlvate seclor '
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Because 'if you maintain very large state sector, and if that state sector
by its size, its organization, and its: links to policy makers, is political’ly'strohg;
then financial sector will be strongly pressed to" channel resources their way
to keep those: inefficient state enterprises going. And (hat may mean that when
the private sector will need the steady financial flow, this support of the
financial sector may not be forthcorning. \_F'irst of all, because there might have
been some neglect of in fostering the development of that sector.  And second,.
“even if the financial sector is in place, it may be forced to chanﬂei-resOtareéé
| clsewhcre that is to politically more 1mponant clients. :
A question may be asked as to why the relatwely shrinking state. enterprise
- sector retains so strong political clout? Thezé is a saying, circulating in Europe
for the last two thousand years, that “God is on the side of larger battalions”,
‘That - is pr'ob'ibl'y not very moral statement; but uthrluna('ely’ it is, to some
extent, realistic, espeeia]ly with respeet (o not so much God’ decisiotis, but
to humans’ deelsmns ' )

And this applies to the sﬁuatlon I am talkmg abowt. . Bc'_cause’all those
statc mastodonts are.very large. There_!s a stn_kmg size dllffercilee between
the, let’s say, state-owned steel-mill or state~owned tractor faelory that employ
five, ten, flfleen thousand people, and a small privale company. ~ Small
companies are immersed in their own affairs. Growth is for them the. question
of life and- death, “They cope with the daily problems of survival and
expansion. They have very Jittle time for; and probably don’t even appr'eci'ale |
the importance of organizing themselves in lobbies, -institutions that ‘would
represent them in public debates. - On the other hand the'l'arge"s_tate-o'wncd
" enterprises are the mainstay of trade unions. -Managers of 'lhese mastodonts
have contacts in importait 'seats of- fmanelal world and government All this
makcs state enterprise sector politically much slronger P |

So, another lesson would be that’ reformers should: be awarc of_
consequences of being Iate with certain aspects of the trans:tmn process. .
- For cvcn if the delays are not pamful at the moment, they may becoine painful
“in the not too distant fulure. R ' ' SRR

Thus, lhe foregomg would be by-and large, zhe major lessons that { would



~ be ready to draw from East European privatization,

I.was also asked to talk about privatization cases, ‘successful and
unsuccessful. T will talk about them, of course, but T would like to signal first
" that eut of the overview of cases also certain patterns emerge. “And
whenever patterns-emerge,. they may also give yo'u some lesson, e.g. as 1o what
1S p0551b!e in contrast to what has been rcgarded as desirable at the begmnmg
-1 would conﬂnc myself to Polish cxamples that are best known to me, but they
should give you, by-and‘largc, an idea of certain paltems emerging with respect

to prwailzatlon _ o o

I would mcmlon first two pnvatlzatmn cases that were acccmphshed via
purely domestic measures, that is, without-involvement of forcign capital. The
first case would be the case of the firm that has been in steady growth since
its  establishment. This bas been largely the case of a very energetic, very
farsighted manager who has been managing this firm, when it was still a state-
owned one, and became a major factor in ils privatization, and later one of
the major sharcholders. So you can sce that this has been the case, to a large
extent of a 111:1_nageille|1t buy-_but. This is the case of the Exbud Construction
Gfoup.- It has started as a small construction company in a pmvinéiat town
in central Poland, to become now a company listed on our stock exchange,
and actually not so much a construction company any more but a conglomerate,
largely of firmis that are related by their production profiles to the main area
of ‘Exbud activity. - More recently. it ‘seems to- be transforming itself into a
'collgloméra(e pure and simple. I would be lookin'g at this group’s future with
keen interest, because 1 personally am rather skeptical about conglomerates
that gobble up firms completely unr clatcd to their basic skills, becausc it

. means that they are unrelated to their basic comparatwe advantages.

But lhl_s_..was.ccuam!y:a very successful. prwahzatlon case. - However, i
was the case of a company that- was prospering even under the old system,
which was a rare case, indeed, It was a company that already ‘at the starl of
P()iish transition had more than 50 percent of its income coming from abroad,
that is from.successful export of construction services to Europe and beyond.

‘~Another case is the case of a company that was, for a*change, in a very



bad financial situation. Acmdlly,-- many- debtors werse ready -to file for
bankruptey. [ 'mean Szczecin (Stettin)’ Shipyard: < This is the company that -
* underwent very painful, very long finarcial restructuring ‘process: guided by
Polish Development Bank. ‘Something like, well, 700 debtors ‘were involved
in the .pl"OCéSS In spue of all the obstacles; the pnvatlzatlon has been very
~ successful. - It has been the privatization through which part of the debt has
~ been converted into equity, and there. has been a major. managemem shake-
out, ‘major -structural change, as well as major orgam.zatlonal changes in. the _
way producuon was run. -

nght now this company is thriving. This. company has three to four years

* long portfolio of ships to be built, which in that industry is quite a feat. “The
hme-spans in- which they deliver ships, from the time of signing the contract
to the time the ships are delivered to shipowners, are now on a par with the
Korean shipyards that are regarded as very, very cfficient. And they used to
be two and a half times longer at the start of this proccss!...; ‘And Szczecin
Shtpyard is now buymg olher compames selccllvely as’ ‘;upphcrs of certain
critical componcnts and in this ‘way. turnmg into an. mtegrated conglomemte.
_ .So these two cases show that you can privatize a company that is in good
financial sntuatmn and the company that is in very bad financial situation,
actually near bankrupt.. This is an optimistic statement. The recipy-seems
- to be in the latter case to go about it in a se’h’éihle. way, finding what i:s' o
common between the debtor and their creditors, and finding a good
restructuring team that will guide: these negotiatlons in which everybody
has somelhmg at stake. ' .

There are also qunc a few cases, I would say, of succcssful prwaluauon
via dlrcct sale of the majority of sharcs or thc so-called “con(rollmg block of
shares”, to forelgn investors. I will concentratc on just a few. -

I would mention here the Internattonal Paper Co., an Amcrlcan firin that
~ bought a. Polish paper company in. Kwidzyn: for 170 million dol!ars, and
invested further 100 million, and they now have a_largc share of the Polish
market.. And with the demand for paper;being very high.onfinternationa! ,
markets, il's also bécOming a supplier to the world market from :its: Po_li_sh:”
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Kwidzyn base.

* Another important case are acquisitions of the ABB, a multinational or,
maybe, more precisely: binational 'SWedish/S\\"'iss_firm, Asea Brown Boveri,
that has bought a turbinc plant in Elblag (Elbing) and a supplicr of components
in Wfocl’aW_ (Breslau). They suCcessfully' adapted and upgeaded these pr(')ducts..
And now they are suppliers' not only to Polish shipbuilding industry but also
- from Poland to other shipbuilding compamcs |
' Another- good case is a case of the Philips Company that purchased 86
- percent. of our light bulb manufacturing plant in Pila, in northwestern Poland,
and is now poised rt'(')'buy_ yet another in Bielsko in southern Poland. to become
probably a dominant supplier for the domestic market, and, depending on relative
costs, probably also a supplier from Polish base elsewhere. In fact, Philips is
now ihinkiﬁg of shifting from buying into existing companies, that is from the
field I-am interested in (prwatlzatlon) to “greenfield investment,” so-called.
And. _you probably know at least some of you, that they eslabhshed a joint
venture with Matsushita, and will be producing batleries in Poland as well.

- T 'was talking so far about individual cases. But it is also possible to tatk

about sectoral ‘cases of puvalnzatnon ‘This is one of the lessons, by the way,
- of privatization experience that sectoral privatization is casier, whenever
investors, be it domestic or foreign or both, see a high -markel potential. So,
they ave buying not only a"produ‘cli\_?e facility but also an initial market
~ share in a given market that has been supplied by these facilities. And there -
is éouplé of industries where (h_is'lype of wide¢-ranging privatization occusred.

One of the best examplles of successful privatization is Polish beer industry.
Here you have had very many privatization methods applied in one industry.
The outcome has been a very cm\lpetiiive'slruc_:ture,_ strikingly better quality
- of the product, and soon. Two major Polish breweries were privatiied through
the preferred method of the Balcerovicz team, that is, through public sale of
shares. ‘I mean Zywiec and Okocim breweries. On the other hand a relatively
“small producer in northern Poland, in Elblag,'was bought by a group of -
'Auslrallan investors, and they soon expanded the brewery into a company that
has now the largest share in the Pollsh beer markcl They doubled the output



~ from the time they botght into the company to the preseat.

~ There is yet another case of privatization via a key investor group, but
this time not foreign but Polish:  a Polish capml ‘gioup from Pocnan headed
by Kulezyk Holding. Mr. Kulezyk is one of the biggest Polish entrepreneurs.
‘Lech Brewery, located in the saine city, bought by the group in_ question -is
now engaged in a ]argé expaiision' programme. © So, the industry is gcéring up
for further expansion and the improvement in quality. . You wouldn’t tccogmze
iPollsh beer market now, having seen it some 5-6 years ago.. _

The same story is that of the con_fechonery (sweels)mdustry, with various
Polish cho'cla'_tie'rs ‘bought by major brand names: Nestle, Mars, Cadbury-
schweppes and so on. In the latter case, however, you don't have Polish
~investors interested - in coming in. So, it is largely.privatiiation via foreign
investment. ~ And, interestingly, Pepsico bought the largest and oldest Polish
choclatier even if it has not been their area of growth.. We will see what will
happen in the fﬁlurc’, how they will cope with a new area of expﬁnsio’_nQ '

: And‘cas'c of the coxhpcﬁtivc‘ foreign  bidding, sb to say, is soaps and
toiletries ‘industry:. '-Espe'ci_all:y_i_n the detergents market, you have investments
by Unilever of about $100 million, Proctor & Gamble over $100 million, and’
Henkels a German Soap and Toiletries Company, of a!most $40 mlihon These
cases point to one important lesson, namcly, to lhe fact that if the slructure of
industry is oligopolistic, it means that once you are able to catice 0 ne
foreign investor, then by reasons of oligopolistic rivalry ‘other companies will
follow suit, For the 'stratcgy.of firms in such indumy is that "they-sh'ou_ld-bc_
in identical sitwation vis-a-vis other firms in the busmess So, e.g.,
~ when Unilever bought a Polish company in northern Poland Henckels and :
Proctor & Gamble muncdlately followed suit buymg into two other compames ‘
- producing detergents in Poland. o | .

“But, so far I have been talking about mdusmes lhat have bcen largely'
- supplying the domestic market, that- is, industriés in which buying a company -
~also meant buying the initial share of thét'cdmpany. in the market. |

*However, ohe should also consider at the possibilities of privatization. of
strongly expOrt—b:iét}ted branches. - One of such export-oriented branches in
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| Poland is furnituremaking industry. And there, privatization has been quite
successful. - Some thice to four Polish furniture-makers liave been bought by
Gelman firms with the intent of making Poland an important sourcing base
for their market in Germany. “Also, another Polish furniture company, one of
the best known domestically and internationatly, (Swarzedz), has been privatized
through the public sale of shares, without a ‘key’ (strategic) investor. In its

'. case, afler a period of inaction resulting from this type of privatization, becausc
- for the time being there is nobody, so o say, holding the reigns, is now moving
fast toward the rather steady path of growth. ' :

However, you have probably noticed that I listed those mduslnes that are -
not so inuch hlgh-lcchnology industries. -~ And there, the next question would
be whether there are any cases in any country, where the privatization of a
high-tectlnology industry succeeded under normal, free market conditions. And
I must confess that this so far has not really been the cas_é. Probably
electronics, including the consumer electronics, is the best example of the lack
of success in this area, bccause_ there, Poland and other countries of the former
‘Soviet Block have been producers of low quality/high cost products. - So, with
liberalization. of the domestic market, with the opening up of borders, there
'h'as been a major shift in consumers’ sentiments, and even: in producers’

Scntimenls gi\'en-ihe nuich higher quality of parts and components bought from
outside the’ formcr Soviet Block. ~And most of these companies either went
banksupt or are totteung on the verge of bankruptcy, and there have been only
~ a few cases of succcssful turnaround or even of survival (o date.
 In Hungary, for example, the major producer of _consumer electronics,
VIDEOTON; has simply disappearéd from the markef. Nine divisions out of
- ten have been closed; and the tenth has bought by a private investor.

. _So,-'p_robably,‘ it is. possible, in the case of a few companies, to become
islands ‘of - high technology industries left after the shake-up. And however
painful it is,' 1 think it is something that should, by-and-large, be expected,
~because these countries were organizationally and technologically unprepared -
to develop such industries. Such industries could develop only behind the high
prolective wa!ls,‘separati'ng them from the world market.  Therefore, once these



walls went down, only the best of these companies, meaning:  the ones that
“could adjust to world market condltlons ‘survived. And by shessmg the verb
“could”™ 1 would hkc to stress’ that many companies, in .spite of their best
efforts, sunply couldn’t becatise they were unviable from the start. The story
of East. Getman electromcs industry has been even morc chromatlc than that
of Polish or Hungarlan industries. . L
“So, these industries may expand again, but it wﬂ! be a normal market-.
“driven process " The competition in the open économy will be the decisive
“discriminating factor rather than political will to establlsh a ‘modem’ or
‘progressive’ mduslry But for the morment,: prwauzatmn has been rather '
unsuccessful because there have been little of market’ value to be privatized.
- However, there are other cases where the opportunity to survive and even
prosper have been created. by the intervention of the state. Here I would
~ mention the producers of tclecommumcatmm cqmpment The mlcrvcnnon has
been successful (at least in saving these cnterpnses from extinction...) because
we have in all post- conumunist coumncs tclccom monopohes Thus, state |
privatizers put foward a very spccnﬁc condmon to foreign companics competing
to supply Polish telecommunication markeét. . The condition has been that a
company or companies supplying teledom systems should not only offer- hlgh‘
qnallly equipment but also buy into ‘a selected Polish telecom equipment.
manufactuzer, turn it around and make it an important part of the snpplymg
base for the Polish telecom monopoly
So, in this particular sub- sector of cngmecrmg mdustry some ﬁrms have
- been saved but not through markel measures, restucturing and adjustment, but
by forcing foreign firws to invest their money, time and encrgy into making
thesc companies viable suppllers ‘And, so far as' I know, the same has
‘ happcned in Hungary (m the Czech Repubhc lhey were: thmkmg along the
similar lines). ' . : R
‘There have been other problems as. well but they. are nol easnly_
generahzable.- I mention, however, a relauvely, unsuccessful privatization case
because it allows us to look beyond the casc itself. - - S s
First would be the case of the Fiat investment in Polish factory producing -
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small cars; also on the Italian license. Fiat bought the company, and the
~ outcome for Polish consumers has not been very fortunate. - This was due to
a ‘combination’ of two factors: - one enterptise-specific- and: another duc to a
policy error.. Enterprise-specific factor is that the-then coniinunist government
signed a very disadvantageous contract with Fiat in 1987, actually condemning
- us to subsidizing Italy-_bound;-pm‘ducﬁoﬁ to a substantial extent almost forever.
~ So, obviously, when the negotiations came in 1991-1992, after political change,
Polish negotiators were: in"a_ disadvantageous position from the start and had
to make, larger concessions to Fiat than they would have made under different
conditions, without.past cirors tying their hands. _ : ' .
- But on top of_that I think that the Polish governmental policy with respect
o foreign investment is not necessarily the best one in the case of automotive
industry and this, T would venture to say, applies to al1l other post-communist
countrics. The prevailing fecling everywhere is that Poland should be a major
producer of autos, and, therefore, 'wcrsho'ul_d offer a variety ‘of concessions to
_:aulonl"otivc_ﬁrms to entice them to establish automotive factories there. And
lheée concessions (not only in Poland) are a protected market. A'nd= this kind
of mistake has been made in the case of Fiat. Instead of giving Italians some
‘other concessions, we offered lhem a proteclion from competition. ' There is
every year an outcry about Fiat nsmg prices by more than inflation rate, but,
for the time being, it is rather difficult to do somelhmg about‘it.
1 think this' is. the worst type of concessions you can offer to forelgn
investors. - This has already been experienced by Latin America since the
1940’s to -1970’s.” They also decided to. industrialize via protectionist
concessions to foreign, largely Americans companlcs And these cmilpanics
. went lhere and built a lot of small-volume production facilitics, manufacturing
~at high costs: behind protective walls. And behind protective walls they were
" not very interested in upgrading produds technologically.  So, after some years
Latin American countries had all the -possible disadvantages (high cost,
- technological obsolescence): without really achieving a lot. And it seems to
- me that East Bumpean countnes. especially in the case of automotive 1ndusiry,
seem to be repeating the same error, - ' | | '
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Now, probably, it is time to look ai privatization outcomes in ébmpai’alive '
perspective. I have in mind Polish and Czech privatizations. In Poland there -
ate miany more cases of successful privatization in Polish industry, then'in the
Czech industry. Why? Because, in Poland \#fe"pri'vati7ed' rathér little, but in
most cases what was privalized was privalized succcssfully, ina sense that there
has been a key. investor usually from the start.

. Howevez, in the Czech case, it" 'S very difficult to show the successful cases
of privatization, apart from (most) cascs.of foreign investment. Why?. Because
their type of pnvamauon makes it possible to privatize many more stato
‘enterprises but requires more time in each individual case to operate efficiently.
In the so-called voucher privatization within company for the lime being things
change only a little. A company.is forma l ly 'privaté, because a majority
of sharcs is privately-owned, some directly by ‘citizens, most’ mamgcd by
investment funds, but until onc or another investment fund emerges as a key
investor, privatized company does 1ot operate ina manner typical for a private
enterprise. ‘ | | U R
_ And the Czechs are at present at this mtcnncdmtc phase. Howcver, most
enterprises have already been privatized in the Czech Republic, in conlras{_ with’
' Polénd where privatization has been complcled only with respect to something
like 3-to 4 percent of all state enterprlses (in the Czech Republic it is 70- 80
: pcrccm). But there have been much fewer cases so far of emerging key
~ investors, Conscquenﬂy, the reconcentration of owncrshlp did not o¢cur yet
on a significant scale. - But it is worlh reminding at the same time that. this
'mtcrmcduatc stage is the stage. at whlch somcllnng like 70-80 pcrcent of all
ex-state-owned enterprises finds itself. - o o o _

So, everybddy ‘should judge what is better. thther it is betler to have '
a few show-cases, or to move more slowly and through a kind of- spontaneous _
self-selective process, but once the.process is accomplished you suddcnly see
not a hundred but a few thousands of enterprises performing quite well. -

So, the foregoing would complete the second past of 111y=présenlati011.'- And
now | would --tuni to- the third onm"bécahsa I was also asked: to reflect on
possible roles of international” donor c_ommul_ﬁ;y and -international ‘financial |
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institutions, such as European Bank for Reconstruction and Development or
International Finance Corporation in supporting privatization in Easlern Burope.
“And it is in this-context that would like to remind you what 1 said before
about two types of privatization, privatization “from’ above” and privatization
“from below”, thal is assisting and nu'rmting the ex‘pansion of the generic
private sector. Because it lS m this context that I would try to frame my
answer to this qucry '

T would being by saymg that _]USI as.the attention of po]mcnans and the
general publlc in post-communist counteies, as ~well as financial and
organwatlonal fesources, have been concentrated upon the privatization “from
above”, so the resources - of international financial instilutions and donor
countries weré to a very Iargo extent a'l s:0 concentrated on this privatization
“from above”. Let me add immédiatc_ly in order to dispel any doubt that there
have been good reasons of doing so. - Figst of all, there has been a political
reason. If Bast European governmenis have concentrated (heir attention on
privatization “from above”, it's quite obvious that international financial
institutions and donor governments were to a'large extent fol!owing: the wishes
of the govémmems lhoy \_vcro willing to assist. They conformed to what were
~ then the preferences of post-communist governments.

-+ -There has been also a self-interest reason that also pushed donor countries
in that direction. One of the important methods was privatization through direct
sale to key investors. These key investors were mor¢ often than not foreign
companies. ~Consequently, consult*‘mc.ic's,- feasibility studies, and foreign lending
(including. that through financial mst:tu(lons) f’lCllltated these firms’ entry into
Eastem Europe.

And there has bcen yel anolhcr reason that: I would call “nmrkelmg reason”
that also prodded donor countries’ and international institutions in the same
direction. '. Bc(:ause privatizaiim_i “from a_bovc” is,'-slo to say, more glamorous.
It makes repo'rts to national governments look betler. Because if you sell or
assist in pnvatmng a.major company whose assels are valued at millions of
dollars or even hundreds: of milions of dollars, if that company -employs
thousands of workers; the privatization case looks very well in the report.  Your
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agency or your bank gets involved it pays for consultancy, it pays fees for a
~ feasibility study, but there is somicthing to show in the' report for the money
spent. ~The report looks much better than in the case of a snrall pnvale
company applymg for a loan or offering an equity: stake, where. you also need
to involve consultants, you also have to make a f_eas;blhiy st_udy, but the ratio
_betwcen costs of these “inputs” to “output™ is m'ucll'lesfé. adVantageous The
costs are somewhat smaller but not, proportionally smaller So,
it’s hot only more glamorous, more casily shown in the report, but it a]so seems.
to be cost-efficient in terms of using donor country taxpayers’ -nioney. .
Venture capital arrangernents with, say, maximum equity stake or loan not -
exceedinig, say, 50 or 100 thousand doltars or a quarter of ‘a million at' most,
are neither glamorous nor; apparently, cost-cffective. The same applies to loan
guaramee schemes for small busmosses or other ventures of that sort. In fact,
_there is very hule to show-in the reports, when you, let’s say, get involved
into co-financing loan g_uarant_ee scheme for a small business. Because l_he best
you can show is that the loan 'guarontee-scheme didn’{ involve any paylneliis _
for failed loans, It means that the loans were paid back but it is not very
much that can be shown in the reports, . ' o o
And vet, the future of the capitalist market economy. 1n these countries.
depends, to a qulte large, maybe even decisive extent, on the healthy expansion
- of the. generlc private sector. The Polish experzence in the ftrst ﬁve years of
transition proves the’ point. - '
“And this brings me to quotmg in this context my own expenencc at the
European Bank for Reconstruction and Development There, the ‘bias toward
“show cases” was also visible. 1 rem_ember that at our Board meetmgs, one
loan after another to a major bank from a We’stero country has =beon approved
~of, and these major banks have,' then, established their 'Subsidiariesi in Bast
European countries. ~ - IS Y
I, then, suggested, alone at f‘ rst but later T 'was jomed by qulte a few
colleagues, that, the EBRD should get involved with small, domesuc, pnvately~
owned banks that emerged only at the start of the transition process R
And the answer of Bank experts was: “these banks' have no track’ record"

— 9% _



Of course, in banking it is very important, that a bank has a track record, has
not registered cases of failure of ‘oversight, orof a package of bad loans; etc.
- However, more'imaginati(m is necessary in the case of post-comniuni'st
countrics. " I was pointing out that the whole transition’ has no trackircéord
~ because it started only very recently. This should riot be the decisive argument
agaiust getting involved with small domestic banks. I suggested that we should
try to select the most promising from these banks, using the sound bénking
criteria, | ' o | _ .

. And I must admlt that there has been a positive change and over time,
they shifted their attention to privatization of state-owned banks and
strengthening of small privately-owned banks. So, two privately-owned banks
were assisted by EBRD in this manner, {(wo banks in Romania, two banks in
Hungary, and one in Czech Republic, at least unti} the time I left the Bank at |
the end of 1993, .

-Aund, therefore, I would sfress here what are the patterns of thought that
prevent yolj from !oqking at important issues the way it is necessary 1o
~ understand an area that belies your traditional experience. If you arc a banking
_experl you think “in terms of a track record of the bank. But if you are
entering an area where no pnvalc banks existed at all just a few years ago
~then you should look at those criteria somewhat differently, and adjust them
~ to local conditions. And this is, I think; one of the recommendations that could
be drawn from my own experience in the Buropean Bank for Reconstruction
énd_Development; It is iﬁ]porlant to look at developments in the context of
" particular region, taking into account its legacy from the past.

If the economy did not get as a part of its inheritance a developed financial
sector, and cspecml]y a prwatcly-owncd one, thcn your criteria of judging what
s ‘good for thcsc cconomies - in the context of bmldmg the financial sector -
“should be somewhat different, and cauuon should be exercised in appiymg
- certain standard and ‘approaches.

There have been lmprovemenls in the perfonnance of the EBRD but major
" international institutions are like big ships. You are at the steering wheel of a .
‘big ship, and you are trying to turn it, and then, a mile is travelled, two miles,
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three miles, before the ship starts turning a little. - And, therefore, another lesson
1 drew myself from-my' experience: in. the European Bank is that: impatience
- should not overwhelm you.- _ _ o

- So, just like with privatization' in- those ‘countries, you needed . to-build
alliances in favour of ‘a particular solution. So, the samie,I think, applies to
intcrnational finaricial institutions. There, too, if good ideas afé to-prevail, you
need time, you need patience, yoh need good guidance, you need good
-argument, goo_d' data, and you should tiot be impa(icnt. 1 understand that
: p_olil_iéians_'in'counlrie’s in transition, mdving from one sysle'm to a‘noiher,.are
impaticnt. However, impatience is not advised. =~ : '
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' QUESTIONS AND ANSWERS

AQUESTIGN What links are lherc if any, between prsvau?atlon programs &
~ prospective admission’ of Bast-Central Buropean countries to Buropean Union?
And a more difficult question! the differences betwcen prlvate eutcrpnscs &
~ privatized ones? : S | o
1WIN_ILCKI: The lmk is tenuous and indirect at best. However, I think that
‘what is important for all actors, political and economic, in East-Central Europe -
is the importance of having in mind that we will have to conform to certain
general m_lcslapplicalf)le in the Eurbpean' Union. “And in this weiy, a constanl
pressure may be exercised on sometimes reluctant authorities, or on even more
reluctant state enterprise management, We can always say in Poland: “Well,
listen, you are now acting' on a prolected market. You are aware that the
“government we have now is very protectionist. - But remember, that in 1997 we
‘will have to eliminate barriers to intra-Buropean Union trade, in other words
on frade between European Commumly and Poland.” If you do not adjust you
w111 find yourself defenseless afterwards. '
By mvokmg (his thrcal you may be forcing unwilling managcmcnt as well
_ as lradc union leadcrshlp and workers themselves, toward desirable privatization
solutions. Thus, you can usc the fact that we are heading in that direction to
exercise pressure, to move privatization in the right duecuon In fact, you
know, to move it at all, ' | |
- The second question, of course, is, as you yourself- mentioned, much more
difficult to answer. When I was saying, in fact, throughout this presenta(ion
that it is maybc more important to nurtvre the growth of the generic private
sector, in other words to supporl pr lvatazanon from below, I really implied what
you said, namely, that in those enterprises, such i issues as, e.g., labour relations,
and incentives for managcmcm‘haw, been _largely set right from the start, while -
“in privatized companies the situation is not always the same (to say the least).

 The difference is even greater in the case of Poland, where there has been a

‘long tradition of .workers’ militancy.  Trade unions, both the one associated
with communists and the “Solidarity” trade union, exercise very strong role.-
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So, in most privalizélion'cascs,-- especially in more recent cases, one finds
.those employment clauses, that is, obligation of the buyer of the emerpnse to
mamtam employmem for a year, for two years, fot three years even,-and. this,
of course, means’ that there will be a lot of redundant labour within fi rms.

There may be cxcepuons In some firms, all those who want to- work for
better wages, who worked better for better wages, to put it that way, will find
jobs. Elbrewery from Elblag the expandmg company bought by Australian
investors, is a good case, They doubled producllon increased employment above:
~ the lcvcl they inherited froin the state-owned company. ,

- But this is not always the case. Sometimes you need to adjust, and thls is
often painful. - And it means that, for the time being, the improvement in
productivity may just come about as a result of shifling people within enterprise,
while still bearing in mind that part of that labovr is redundant anyway. And,
mor¢ often than no{ it will be dismissed after this protecllon period ends, So,
there, the snluatlon is more dll‘flcult ‘ B '

Howcvcr, from country to coumry situation |s dlf fercnt For examplc, lhcre -
* has been a lot of criticism of Czech privatization exactly on this ground, nam.c_ly_
that in Czech einterpri'scs,_ nothing really changes, and, therefore, there is low
unemploy:_ﬁ_c.m in Czech Republic {the lowest in the whole posl@mmn_unisl arca).

But when I studied the problem more ',élosely, it tum_e'd'ou_t'to_ be not the
case. Because although the management there finds itself in this interim _
situation of weak exercise of ownership rights and 'laék‘ of key iﬁvestors', '
“leisure on the job” for the management is not so. visible at the plant level.
There, the attrition of labour in- the -industrial sector does not_ differ: from the -
level of aurilimi'of industeial labour in Polish industry, which means that _
‘without bankruptc:es in. Czech industry cmploymcnt restructuring has been -
going on. The industrial labour in the post- -state sector is now about 20 purcent |
lower lhan it was in 1990, t_hat 13,' bef_ore the _Czec_h transition ,programme__
began (bccausé it s_tart{:d, a year later than in Poland and in ';Hunga_ry),_'

- Another l‘eature characteristic of (he. Czechs,. and not of 'Hungarians or.
Poles, has been the willingness of workers to accept real ‘wage cuts. In Poland
- and in Hungary, lhere was a slrong pressure to mamlam real wages, and as a

—- 26—



result employment fell, and sometimes firms went bust. In Czech Republic
. they were ready fo take deep labour cuts, while maintaining employment whlch
shows greater flexibility. - R

So, again; the adjustmem depends on many factor:., someumes related to
glven country’s hlslory, and somehmes not.” In: Poland and in Hungary, the
unemployment benefits have been very gencrous.. In Poland that has changed
a bil, but they are still very casy to get. In Czech Republic, they have not
been encouragi__ng-unemploymenl, in this manner. Their level of unemployment
benefits and the period during which they are paid are substantially shorter than
in Poland or Hungary. This pljobably also has something to do with the low
level of ungmployiment. It simply does not pay to be unemployed.
.. So, again, I think that although the problem is general for all post-state
cnterprises, it is probably solved differently from country to_coumfy depending
on history, politics, structure of incentives, and so on. o
'QUESTION: [ am a development specialist in industrial management..-

I had been working in Poland during this March to May, and I had learned
a lot about your privatizalion.- ‘But 1 had many questions at that time. Bul
some of my questions you kindly ju:st gave me the answer. So, I could really
| undersiand about the policy situations for the pnvahzahon _ e
- In fact, at first T obscrved that the entrepreneurship in the slale-owned
| company is much stronger than the late privatized enterprises. - So, the late

- prjiv_alized enterprise’ managers, I felt, did too much human oriented

- manageément;—they preferred to do it. OF course, the Japanese management
characteristics is the humanoriented management. So | was very happy to see,
but oo much, Their labour cost is more than 30 percent as compared with
the total produciion cost. So I wondered how long they could just survive it.
-~ And my question itself: . Just taking into account such a situation, I feel,
to encourage the entteprenems which Professor just explained to us, fostering
such entrepreneursh;p 1S very lmponant_from the non-existed industries like food
| indusl'ries o‘r"fomimre or detergents and so on_and so forth, And I felt there
~are some small enterprises just coming up, and their management is very very
emhusnashc to enlarge their operation. |
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However, as Professor has just explained to us, the very big entreprenturs, .
very big enteiprises from outside countrics are just going into Poland, like ‘a
detergent. So, if such a worldwide, big enterprise came, such-a small enterprise
' just come up, 1 fecl, they can’t survive; ‘they can’t compete with them.

S And to solve that matter, 1‘feel the ‘government  must, the Polish
Government must just encourage to just foster such 'Stliall 'éiiterprisef{, and
espccna!iy the lmkage with the Pohsh emrepreneurs 01&(31dc Poland.

Now, I was told that the second biggest city- for Polish people is Chlcago

not. | Krakow or any other place. So, then you have; -== 1'was very surprised to
~ see the Businessweek; Polish edition you: have. It means that there are so
many entrepreneurs outside Poland you have. " So, are there any possibilities :
to encourage these people to come back or:to have some linkage with some
small entrepreneurs in Poland?

That idea itself is very imiportant to just’ generate your. own -industries,
'espcc;ally in the consuiming industries, like detergents or food industry.

- WINIECKE: 1 see lwo different issues that you kindly raised. The first issue
is one of finding ways in which these entreprencurs who cxpand afe supported
in their future expansion. Your posumn is aclually supportive of what [ was
saying all along in my prcsentalion namely, that there has been too much
attention directed at and resources going to privatization, and. too little to the
generic private sector. - And maybc we should combine the (wo, namcly, trying -
~to- find ways in whlch entrcpreneurs would be he]ped in buymg state-owned
compames ' . . ' _ BT
* Of course, it’s very difficult for an entrepreneur who has a company that
employs, say, one hundred people to buy a company that employs- 500 people.
Quite obv:ously, the capital needed  for tllat venture exceeds probal)ly the'
financial resources of a given pnvate firm.” ' : _

- So, there should be some schemes, let us say, for- sellmg state cntcrpﬂses :
on installment basis to Polish generic entreprencurs.: 1 have: bccn,r-m fact, .
suggesting, such schemes in' Poland for years. '_"Ildwev::r, so far, nothing came
out, though ' _ L sl - P

Similar schemes were proposed in Hungary by Professor Kom'n and others
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concerned with the same issues you are concerned. There they have some
financial support for private entrepreneurs, but it is not rcgarded as sufficient,
and therefore there have been few cases of assisted privatization of that sort
in Hungary as well. T am afraid we are still in-the phasc of the scarch for
solutions. But 1 agree with you 100 perccnl that this is what we certainly
should be domg _ o . ;

Now “about this “dlaspora factor”. Diaspora f'tctor is unportant M.
Fujikawa has also been a wuness to what our EBRD colleaguc Ron Ffecman
was saying on the reasons why there are fewer Japancsc investors than.
American investors in Poland (or Hungary or Czech Républic oi Ru_ss'ia). He
is fond of explaining that there are few Japanese businessinen who have a
Polish grandfather... | |

This is exactly the issue you have raised. With very large dlaspora of
Poles, Hungarians, Czcchs, Russians around the world, but ¢oncentrated in some
countrics, we should expect that they pl'ay an important role in transition. And
they do. In Polish or Czech transition, for cxample, a major inflow has been
-  of people who lived in Western Burope, largely in West Germany; now coming -
back cstab_llshmg own ftr_ms there, or joint ventures, or just repateiating their
- savings and finding in.terésli_ng jobs in Poland or the Czech Republic.
This .,llaSjbecn‘l'cs's truc about the American diaspora because American
~ diaspora has been '.longe_r rooted in the United S't_ates. They  are largely
~ descendants of the XIX century emigrants. These Americans of Polish or
Czech descent are more strongly anchored in the States. So, there is littte
movement 'df people of Polish descent from the United States. This is, ¢.g.,
in contrast with the case of 'Ukrai'ni_ans from Canada. The latter are new, post-
‘Second World War emigrants. So, they have closer tics to Ukraine. So, this
is certainly an important factor | ' ' _

" But “old”. emigration is also lmporlant but in an indirect way, namely,
bccau‘;c of their knowledgc of Poland that they bring into their dealings in
Poland, cither as represeatatives of American firms involved in Polish
ﬁri_valization- buyers; or consultants, or bankers financing the deals.

“Thank you very much, everybody, for your attention and interest in the
" lecture. Thank you, - |
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Table 4

The Share of Private Ownership in Selected Seclors of Pohsh Eoonomy

in 1989 and 1993 {in %)

As measured by the share in total outpit. -

Secldr!

Public

Private

of wiich:

Year Seclor Sector Generic . Co-op Privatized
| 1 Total Prvale -~ Seclor  Seclor -
5 - - Sector R | '
Industry - ] R
- 1989 | - 84.8 15.2 - 986 - 3.7 -0
1993 '] 62.6 374 296 . 3.8 . 4.0
Construc- ' o -
tion : C - . S |
1989 | 67.3 327 300 | 27 0
1993 | 13.2 86.8 730 | 11 12.8
Transpor- | . : '
tation = | . R o :
1989 | 91.0 90 | e3 27 -0
1993 | . 548 452 | 443 .| 08 [ 01
Retail R - S o |
T'rade - o o S S
1989 | 405 59.5 4.8 54.7 . o
1993 | 113 887 190 -97 Ry -0

a Under rhe commums{ sys!em co- operattves were class;f edas

a part of the 'Socialized sector’, After sysfemfc change it was

reclass;ﬁed as a part of (he pnvate seclor

Source: J.Chmiet | Z Pawlowska, Rozwé; seklora prywatnego w Polsce -
(Expansion of Private Sector in Foland, 1990- 1993) Adam Smith
Research Centre, Warsaw, Seplember 199{!_ mimeo {in thsh) S
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