Appendix 4

Progress in Privatization in

Developing Countries

ductive assets from the state to private in-

vestors. Privatization proceeds in developing
regions garnered an estimated $44.1 billion in
1999 (a decline from 1998), after reaching peak
revenues of $66.6 billion in 1997 (figure A4.1).
Privatization transactions slowed down consider-
ably in 1998 and 1999, in part reflecting the post-
ponement of deals because of the collapse of ag-
gregate demand and increased uncertainty induced
by the East Asian and Russian crises, and in part
(in 1999) reflecting the decline in the Brazilian
program after the jump in privatization revenues
in the previous year.

Initial estimates for 2000 suggest that privati-
zation commitments in developing countries have
increased considerably compared to those for 1999.
However, actual flows may differ, as commitments
are paid over several years. Also, privatization
transactions include those of domestic and foreign
investors as well as direct and portfolio invest-
ments. Therefore, an increase in privatization pro-
ceeds does not necessarily mean that foreign direct
investment has increased. For example, while total
privatization commitments in Brazil have increased
from $4.4 billion in 1999 to $10.1 billion in 2000,
the foreign direct investment portion of the divesti-
tures has declined from $8.8 billion in 1999 to $7.1
billion in 2000 (see chapter 2 for a discussion of
trends in foreign direct investment).

Recent economic and sectoral reforms indicate
that privatization activity may expand in Eastern
Europe (in particular for countries acceding to the
European Union [EU] and those acceding in a subse-
quent phase), the Middle East and North Africa (for
the countries entering into a free trade agreement
with the European Union), and Sub-Saharan Africa.

P RIVATIZATION IS THE TRANSFER OF PRO-

Progress in privatization by region:
results for 1999

Privatization in 1999 was more evenly distributed
by regions and sectors than it was in the previous
year. In 1998, privatization activity declined con-
siderably in the East Asia and Pacific region
(2 percent of total revenues) and was mainly con-
centrated in Latin America and the Caribbean
(77 percent of total revenues) and Eastern Europe
and Central Asia (16 percent). In 1999, by con-
trast, the share of Latin America and the Carib-
bean fell to 54 percent, while the share of Europe
and Central Asia rose to 23 percent, and that of
East Asia and Pacific rose to 12 percent (figures
A4.2a and A4.2b). While divestitures in large-scale
infrastructure (in particular telecommunications)
accounted for 80 percent of privatization revenues
in 1998, privatization in the oil and gas sector had
the largest share in 1999 (40 percent), followed by
infrastructure (27 percent) and financial services
(21 percent).

Privatization occurs through such methods as
auctions, stock offers, stock distributions, negoti-
ated sales, management-employee buyouts, and
voucher or coupon exchanges. Other methods in-
clude leasing; joint ventures; management con-
tracts; concessions; and build-own-operate (BOO),
build-operate-transfer (BOT), and build-own-
operate-transfer (BOOT) arrangements. Sales meth-
ods have varied across regions for various reasons,
including privatization strategy and market condi-
tions. In 1999, direct sales accounted for over 70
percent of privatization revenues, and public of-
fers contributed to most of the remaining sales.
Equity-linked privatization started rebounding
in 1999 and 2000, after a considerable slowdown
in 1998—with the East Asia and Pacific region (in
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Figure A4.1 Developing countries’ privatization proceeds, 1990-99
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particular China) accounting for the largest share
in both years.

East Asia and Pacific

After the financial crisis led to a collapse in privati-
zation activity in 1998 in East Asia and Pacific,
divestitures rebounded in 1999, with revenues
reaching an estimated $5.5 billion (table A4.1).2
Privatization proceeds in China increased to $2.9
billion in 1999, although revenues remained well
below the 1997 peak. Key divestitures in 1999 in-
cluded the public offer of Shandong International
Power Development, raising $522 million, and
the sale of Great Wall Technology for $144 million.
Indonesia’s privatization program raised $850 mil-
lion, with sales in three state-owned enterprises:
PT Telekom for $406 million (the largest privatiza-
tion to date in Indonesia), Jakarta International
Container Terminal for $243 million, and PT Indo-
food Sukses Makmur Tbk for $201 million. Thai-
land earned $1.3 billion from financial sector di-
vestiture. The private sale of Nakornthon Bank
and Radanasin Bank to foreign investors contri-
buted $317 million and $650 million respectively,
and the public offer of Industrial Finance Corpora-

tion of Thailand raised $377 million. The Philip-
pines earned $230 million from the private sale of
a 35 percent stake in the Philippine National Bank
(PNB) to a domestic investor. Malaysia raised $130
million from the initial public offer of Malaysia
Airport Holdings.

Preliminary estimates for 2000 show that pri-
vatization proceeds increased significantly (sur-
passing the 1997 peak) in the region, mainly as a
result of Chinese divestitures in the oil and gas,
telecommunications, and power sectors. Divesti-
tures in banking, power, and oil and gas will re-
main strong in the coming years, as countries in the
region are preparing these sectors for privatization.

Latin America and the Caribbean

Privatization proceeds in Latin America and the
Caribbean declined in 1999, raising an estimated
$23.6 billion in 1999—compared to $37.7 billion
in 1998—mainly as a result of declining privatiza-
tion activity in Brazil (table A4.2). Argentina con-
tributed to 75 percent of the regional total revenues,
with the private sale of Yacimientos Petroliferos Fis-
cales (YPF) to Repsol of Spain for over $13 billion
and the initial public offering of Banco Hipotecario
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Figure A4.2a Privatization revenues by
region, 1998
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Figure A4.2b Privatization revenues by
region, 1999
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for $497 million. Bolivia entered a second privatiza-
tion wave in 1998 and raised an estimated $151
million in 1999 by privatizing oil and gas, power,
and manufacturing companies. The country contin-
ued to spur much foreign investment interest, as
demonstrated by the $102 million private sale in
1999 to foreign investors of Refinerias de YPFB (oil
and gas). Brazil’s privatization revenues declined
considerably in 1999, raising an estimated $4.4 bil-
lion compared to $32.4 billion in 1998 and $18.7
billion in 1997.3 In 1999, Brazil earned most of its
revenues from the sale of power, oil and gas, and
telecommunications companies and almost 90 per-
cent of the divestiture occurred at the state level (in

particular Sdo Paulo). Chile earned $1.1 billion in
1999, with the private sale to foreign investors of
utility companies Emos S.A. and Essal S.A., for
$960 million and $94 million respectively. Mexico’s
privatization program witnessed many delays and
raised an estimated $291 million from sales in the
transport sector. Peru raised an estimated $286 mil-
lion from sales in the power, telecom, and mining
sectors. The private sale of power sector companies
led privatization activity in the Caribbean and Cen-
tral America in 1999, with the Dominican Repub-
lic, Panama, El Salvador, and Guatemala earning
$643 million, $302 million, $125 million, and $101

million respectively.

Table A4.1 Privatization revenues in East Asia and Pacific, 1990-99

(millions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 Total
China — 11 1,262 2,849 2,226 649 919 9,120 611 2,946 | 20,594
Indonesia 190 14 31 1,748 2,031 1,008 141 122 850 6,135
Malaysia 375 387 2,883 2,148 798 2,519 214 704 — 130 | 10,158
Philippines — 244 754 1,638 494 207 22 371 — 230 3,960
Thailand — — 238 471 242 — 291 48 353 1,344 2,987
Other 1 2 10 18 — 4 226 — 5 — 266
Total 376 834 5,161 7,155 5,508 5,410 2,680 10,385 1,091 5,500 | 44,100

— Not available/not reported.
Note: Data do not include South Korea.
Source: World Bank Privatization Database.
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Table A4.2 Privatization revenues in Latin America and the Caribbean, 1990-99

(millions of U.S. dollars)

Argentina
Bolivia
Brazil
Chile
Colombia
Mexico
Peru
Venezuela,
Republica
Bolivariana de
Other
Total

— Not available/not reported.
Source: World Bank Privatization Database.

Preliminary estimates for 2000 indicate that
privatization revenues rebounded in the region as a
result of renewed privatization efforts in Brazil,
Colombia, and Mexico. The region has privatized
a large share of the infrastructure and financial sec-
tors, but some countries have still retained shares
that will be privatized in the coming years. Further-
more, future divestitures are likely to include oil
and mining companies in Chile, Colombia, Mex-
ico, and the Republica Bolivariana de Venezuela,
and a greater number of water concessions.

Eastern Europe and Central Asia

Eastern Europe and Central Asia raised an esti-
mated $10.3 billion in 1999, a rebound from the
previous year (table A4.3). Since 1997, Poland’s
privatization program has significantly accelerated,
leading the regional privatization activity in 1999.
Sales in the banking and insurance, oil and gas,
telecommunications, and power sectors amounted

Total

44,561
1,046
71,129
2,139
6,203
31,749
8,243

6,073
6,696
177,839

to approximately $3.9 billion. Key divestitures in-
clude Bank Pekao and Bank Zachodni, for $1.1 bil-
lion and $586 million respectively; PZU (insurance)
for $711 million; and Polski Koncern Naftowy
(PKN) (oil and gas) for $513 million. Hungary has
privatized a large share of its economy at an early
stage relative to other countries in the region, rais-
ing over $12 billion from 1990 to 1998. In 1999,
it raised an estimated $1.4 billion with sales in its
power, telecommunications, and banking sectors.
Significant sales include the public offers of Elmu
Rt (power) for $746 million, Matav (telecommu-
nications) for $346 million, and OTP (banking) for
$162 million. Bulgaria raised an estimated $1.8 bil-
lion through the divestiture of its chemical, tele-
communications, and banking sectors—with most
of the sales to foreign investors. Significant deals in-
clude Yambol (chemicals) for $667 million and the
Bulgarian Telecommunication Company for $510
million. The Czech Republic’s privatization pro-

Table A4.3 Privatization revenues, Eastern Europe and Central Asia, 1990-99

(millions of U.S. dollars)

Bulgaria
Czech
Republic
Hungary
Poland
Russian
Federation
Turkey
Other
Total

— Not available/not reported.
Source: World Bank Privatization Database.

Total
3,197

3,724
14,030
12,172

8,274
4,655
19,415
65,466
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gram regained momentum, earning $1.2 billion
in 1999 from the sale of a 70 percent stake in
CSOB (banking) to foreign investors. The Russian
Federation’s privatization activity remained slow in
1999, partly as a result the 1998 Russian financial
crisis, raising an estimated $761 million from the
private sale of oil and gas companies to private
investors.

Initial estimates for 2000 show that privatiza-
tion proceeds have more than doubled in the re-
gion compared to those in 1999, with significant
sales in the Czech Republic, Lithuania, Poland,
and Russia. A wave of banking privatization has
occurred in, and will continue for, countries that
have applied to the European Union for member-
ship. Reform and liberalization of the telecommu-
nications and power sectors also indicate that di-
vestiture of these sectors will be significant in the
coming years.

Middle East and North Africa

Privatization activity regained momentum in the
Middle East and North Africa, raising an estimated
$2.1 billion in 1999 compared to $1.0 billion in
1998 (table A4.4). Morocco raised an estimated
$1.2 billion with sales in the telecommunications
sector (awarding a second GSM [global systems for
mobile communication] license to Medi Telecom in
August 1999). The Arab Republic of Egypt earned
an estimated $857 million, most of which came
from the sale of cement companies. Algeria’s pri-
vatization activity started picking up with the ini-
tial public offers of Eriad, a cereal distributor, and
Saidal, a pharmaceutical company, for $17 million
and $19 million respectively.

Initial estimates for 2000 show that privatiza-
tion revenues has continued to grow in the region,
despite delays in Egyptian divestitures. Key sales
in 2000 include Morocco’s private sale of Maroc
Telecom to Vivendi for $2.1 billion. Furthermore,
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more countries in the region have started reforms
preparing their power, telecommunications, and
transport sectors for privatization.

South Asia
Despite an increase in total proceeds in 1999 com-
pared to recent years, progress in privatization
has been modest in South Asia. Total revenues
amounted to $1.9 billion in 1999 (compared to
$174 million in 1998) (table A4.5). In India,
which accounted for virtually all revenues in the
region, privatization picked up following the elec-
tion of a new government, with sales in the bank-
ing, oil and gas, telecommunications, and power
sectors. Key sales include the public offers of the
Industrial Credit and Investment Corporation of
India (banking), Gas Authority of India (oil and
gas), and VSNL—Videsh Sanchar Nigam Ltd.—
(telecommunications), which raised $1.5 billion,
$218 million, and $104 million respectively. Since
1995, Sri Lanka has divested an important share
of its economy in various sectors—including plan-
tations, telecommunications, banking, and steel—
and encouraged private participation in infrastruc-
ture (Colombo Port in 1999). While Pakistan
privatized a large share of its economy in the first
half of the 1990s, divestitures have slowed in re-
cent years. Bangladesh did not meet its privatiza-
tion target in 1999, a fact that underscores the
slow progress in its privatization efforts.
Privatization revenues remained low in South
Asia in 2000 because of slow implementation in
most countries, except Sri Lanka.

Sub-Sabaran Africa

Privatization proceeds reported in Sub-Saharan
Africa declined to $694 million in 1999, with South
Africa accounting for 34 percent of revenues, fol-
lowed by Cape Verde (12 percent) and Senegal (10
percent) (table A4.6). Low commodity prices may

Table A4.4 Privatization revenues, Middle East and North Africa, 1990-99

(millions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 | Total
Egypt, Arab Rep. of — — — 118 393 262 1,150 855 539 857 | 4,173
Morocco — — — 273 347 240 271 716 92 1,163 | 3,103
Tunisia 2 17 60 — — 32 36 3 364 8 523
Other — — 9 26 42 212 21 38 5 46 399
Total 2 17 69 417 782 746 1,478 1,612 1,000 2,074 | 8,198

— Not available/not reported.
Source: World Bank Privatization Database.
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Table A4.5 Privatization revenues, South Asia, 1990-99

(millions of U.S. dollars)

Bangladesh
India
Pakistan
Sri Lanka
Other
Total

— Not available/not reported.
Source: World Bank Privatization Database.

have discouraged privatization transactions. How-
ever, total proceeds in 1999 may be underestimated,
as data on revenues were not reported for several
transactions. Key sales in 1999 included the private
sale of a 20 percent stake in South African Airways
for $235 million to SairGroup of Switzerland, the
private sale of a 34 percent stake of Senegal’s Société
Nationale d’Electricité (SENELEC) for $66 million to
a foreign consortium,? the private sale of Kenya’s cel-
lular license to Vivendi for $55 million, and the pri-
vate sale of a 51 percent stake of Cape Verde’s Electra
(power) for $48 million to a foreign consortium.
Privatization activity may gain momentum in
the near future, as many countries in the region
have started restructuring their economies and
implementing sectoral and regulatory reforms to
encourage privatization and foreign investment.
Several countries have embarked on (or acceler-
ated) privatization programs, including Cameroon,
Cape Verde, Ethiopia, Kenya, Lesotho, Madagas-
car, Nigeria, South Africa, Tanzania, Uganda, and
Zambia. While privatization and foreign invest-

Total

60
8,983
1,992

803

15

11,854

ment have mainly focused on the primary sector
(mining and oil), more recent sales have included
the telecommunications, financial, transport, and
utilities sectors. Divestiture of the telecommunica-
tions and power sectors in Sub-Saharan Africa is
likely to account for a large share of revenues in
the coming years, as governments aim to improve
economic efficiency and fund the necessary tech-
nological requirements for these sectors.

Sectoral Distribution

The primary sector—which includes petroleum,
mining, agriculture, and forestry—accounted for
the largest share of privatization revenues in 1999,
raising an estimated $18.1 billion (table A4.7).
These revenues were generated almost entirely
by oil and gas sales in Argentina, Brazil, India,
Poland, and Russia. Initial estimates for 2000
show that sales in the oil and gas sector are signifi-
cant in Brazil, China, Russia, and Turkey.

Table A4.6 Privatization revenues, Sub-Saharan Africa, 1990-99

(millions of U.S. dollars)

Cote d’Ivoire
Ghana
Kenya
Mozambique
Nigeria
South Africa
Tanzania
Uganda
Zambia
Zimbabwe
Other

Total

— Not available/not reported.
Source: World Bank Privatization Database.

Total

597
933
319
139
730
2,964
273
175
827
218
1,090
8,265
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Table A4.7 Privatization by sector, 1990-99
(millions of U.S. dollars)

Infrastructure
Telecommunications
Power

Manufacturing
Steel
Chemicals
Construction
Other manufacturing

Primary sector
Oil and gas
Mining

Financial services
Banking

Services and unreported

Total

Source: World Bank Privatization Database.

Infrastructure-related enterprises—which in-
clude telecommunications, power, and transport
companies—raised $11.7 billion in 1999, almost
equally split between telecommunications and
power. Telecommunications sales generated $2.6
billion in East Asia, $2.3 billion in Eastern and Cen-
tral Europe, and $411 million in Latin America and
the Caribbean. Power sector deals generated $3.9
billion in Latin America and the Caribbean, $968
million in Eastern Europe and Central Asia, $522
million in East Asia and Pacific, $114 million in
Sub-Saharan Africa, and $37 million in South Asia.
Transport sales generated $718 million, mainly from
sales in East Asia and Pacific and Sub-Saharan
Africa. Initial estimates for 2000 show substantial
telecommunications sales in China; Eastern and
Central Europe (Lithuania, Poland, the Slovak Re-
public, and Turkey); Morocco; and Sub-Saharan
Africa (Tanzania and Uganda). In 2000, significant
power deals took place in Brazil, Bulgaria, Cape
Verde, China, Peru, Poland, South Africa, and
Thailand. Transport sales in 2000 raised important
amounts in China, Lithuania, and Mexico.

The financial sector—which includes banks,
insurance, real estate, and other financial ser-
vices—raised an estimated $9 billion, mainly
through divestitures of the banking sector in East-
ern Europe (51 percent of total revenues), East Asia
and Pacific (19 percent), and South Asia (18 per-
cent). Initial estimates for 2000 show significant
transactions in East Asia (in particular, in Indonesia
and the Philippines), Eastern and Central Europe
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(especially in Croatia, the Czech Republic, and the
former Yugoslav Republic of Macedonia), in Latin
America (particularly in Brazil and Mexico), and
Sub-Saharan Africa (particularly in Cameroon,
Cape Verde, Cote d’Ivoire, and Madagascar).

The manufacturing sector—which includes
steel, chemicals, construction, and other subsec-
tors—raised $3.1 billion in 1999, mainly through
divestitures in Eastern Europe and Central Asia, the
Middle East and North Africa, and Latin America.
Initial estimates for 2000 show significant sales in
Bolivia, Bulgaria, India, Indonesia, Lithuania, and
Nigeria.

Foreign participation in
privatization activity
Despite a slowdown in privatization activity in
1999, foreign participation as a share of total di-
vestitures increased compared to previous years.’
Foreign investors (portfolio and direct investors)
contributed 76 percent of total privatization pro-
ceeds in the developing world, generating an esti-
mated $32.3 billion in foreign exchange in 1999
(table A4.8). In 1999, foreign direct investment
was the main source of foreign revenues raised
through privatization activity, accounting for 86
percent of the total, while foreign portfolio invest-
ment accounted for only 14 percent (table A4.9).
The extent of foreign participation in privati-
zation has varied across regions. In 1999, Latin
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Total

154,347
76,110
53,427
50,152

9,613
6,060
5,812
27,071
59,917
45,074
9,001
38,008
34,164
13,289
315,712
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America and the Caribbean, Eastern and Central
Europe, and East Asia and Pacific attracted the
largest shares of foreign investment as a result
of sales in the oil- and gas-related industries and
the telecommunications and banking sectors. Ar-
gentina was the main recipient of foreign invest-
ment (through privatization activity), reaping 85
percent of Latin America and the Caribbean’s
share and 50 percent of the developing world’s
foreign investment with the sale of YPE. China was
the main recipient of foreign investment in East
Asia and Pacific, followed by Thailand, Indonesia,
and Malaysia. Poland was the main recipient in
Europe and Central Asia, followed by the Czech
Republic and Bulgaria.

Methodology and source of data for
the World Bank’s Privatization
Database

Privatization revenues are aggregated from the
World Bank’s privatization transactions database.

The database provides the sale price of (amount
raised by) a privatization transaction and the year
during which the transaction has taken place. The
appendix and data, therefore, give information on
privatization transactions on an announcement
basis rather than on the basis of actual flows of
receipts, which means that privatization commit-
ments (also referred as “revenues or proceeds” in
the appendix) do not accurately reflect receipts in
a particular year, as transactions may be paid for
over several years.

The data contained in the World Bank’s priva-
tization transaction database are drawn from vari-
ous sources, including reports from official priva-
tization agencies and other internal World Bank
Group databases, and are supplemented with data
contained in publications such as Financial Times,
Privatization International, Institutional Investor,
International Financing Review, Latin Finance,
Project Finance, Middle East Economic Digest,
and Euromoney. All data are in U.S. dollars as re-
ported or are converted from local currencies into
U.S. dollars at the annual average exchange rate.

Table A4.8 Foreign exchange raised through privatization in developing regions, 1990-99

(millions of U.S. dollars)

East Asia and Pacific
Europe and Central Asia
Latin America

and the Caribbean
Middle East

and North Africa
South Asia
Sub-Saharan Africa
All developing countries

Source: World Bank Privatization Database and staff estimates.

Total

18,724
30,789

69,277

1,260
2,693
4,364

127,107

Table A4.9 Foreign portfolio investment and foreign direct investment in privatization in developing

regions, 1990-99
(millions of U.S. dollars)

Foreign direct investment
Portfolio investment
Total

Source: World Bank Privatization Database and staff estimates.

Total

90,910
36,198
127,107
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Notes

1. Sales through other privatization methods may be
unreported because of data availability.

2. Data for the East Asia and Pacific region do not in-
clude the Republic of Korea owing to a lack of historical data.

3. The data (which are computed on an announcement
basis) show the number and value of deals and not the flow
during those years. Brazil’s privatization total proceeds for

IN PRIVATIZATION

1997 and 1998—which appear to be very high—may be
paid over a certain number of years

4. However, the SENELEC contract between the gov-
ernment of Senegal and the consortium was terminated in
2000.

5. For direct sales, if a buyer’s identity is unknown, it is
assumed that the buyer is domestic. For public offers, the
foreign exchange component is not estimated if the number
of shares purchased by foreign investors is unknown.

IN DEVELOPING COUNTRIES

191






