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Preface
 

When the decade of the 1980s opened, the state was the engine oleconomiic 
growth in Latin America. From the 1930s througil the 1970s, Latin 
American economics were characterized by ever-greater state control. 
Govenients from Mexico to Aroentirla nationalized what they considered 
"'strateijc" industrie:,. New state-ownel CtClprisCs burgeoned. Direct 
foreign investment was excluded, to Ibe replaced by state borrowing frol 
abroad. 

Alter !ic ecession and debt crisis of the early I9 80s forced a rethinking 
of economic strategy in Latin America. however, a new generation of 
leaders came to power, determined to set their economic houses in order. 
Carlos Salinas dle Gortari in Mexico, Carlos Menem in Argentina, and 
others. tollow~ng the early example of Chile, aimed to turn the productive 
sector of the economy back over to the private svcoor. Because local 
investors in many Latin American countries were short ol capital, both for 
purchasing these cnlerprises and for making necessary new inve.ments in 
son1c indlustries., governments in the late 1980Os began looking to foreign 

investors. 
Latin Ael'ric's.V lurnirould.Privatlization, Forv'ipn l 'stnU'nt, altd 

Gioith.outlined in this executive summary, docilenlS and analyzes this 
remarkable shift in economic thinking. It presents the findings of tihe 
'Second International Colference on Privatization in Latin America," 
sponsored by the InstituLc of the Americas and held in April 199 1. The 
Institute gathered policy maker.s, academics. jourtalists, uid busiLness­
people to look at this two-pronged strategy of privatizing state enterprises 
and attracting foreign investment. The participants assess the progress of 
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6 LATIN AMERICA'S TURNAROUND 

privatization and foreign investment in individlual countries and economic 
sectors, pointing out the oppotunities available and the challenges to be 
met. In tile telecommunications industry, for instance, the task for Latin 
American countries is to develop regulatory arrangements that will both 
encourage the extension of basic telephone service and stimulate tile 
competition needed to produce more sophisticated telecommunications 
services. For the electric power sector, privatization may be the only way 
of raising efficiency and attracting enough capital to meet the huge need 
for new investment in tile sector. 

The associated trends toward a smaller state role in the economy and 
a dynamic private sector that includes foreign investors hold great promise 

for Latin America. These developments could lead not only to greater 
prosperity, but also to improved services from government, which will be 
bettcr able to carry out its bamsic commitments-related to education, public 
health, and roads, for example--wV'ithoUt tile financial burden of debt-laden 
state enterprises. Latin America's "I)TrnlwolId.copublished by the Inter­
national Center for Economic Growth and the Institute of the Americas, 
offers valtble insights into this exciting period and will b-e useful to policy 
makers not only in the Western Hemisphere but also in other developing 

regions of the world. 

Nicolis Ardito-Barletta 

General Director 
Intemational Center for Economic Growth 

Panama City, Panarna 

March 1993 



Summary of Conclusions
 

In Latin Anerica's Turnarmumd experts from a variety of countries and 
economic sectors examine the progress of privatization in Latin America 

and tile role that foreign investment has played in the transfer of state­
owned enterprises to the private sector. Their principal conclusions are as 
follows: 

I. Throughout the 1980s virtually all of Latin America re 
jected the entire economic approach that included a leading 
role for state enterprises. Under the new approach, econo­
mies were deregulated and opened to international compe­

tition, and the government's intervention in the productive 
sector was scaled back to nurture more competitive, and 
less inflationary, economics. Although the countries of 
Latin America are at different stages in their drive for 

privatization, most see that drive as an essential step in 
restoring economic growth. 

2. 	As governments expanded their focus on privatization as 
a key part of the transfonuation to more efficient econo­
mies, the requirements for successful privatiZation ex­

panded beyond stopping the deficits and getting a good 
price for the treasury to such flctors as introducing real 
competition in the privatized industry and attracting invest­
ors with adequate capital to modernize and improve prod­

ucts anl services and with access to tie best technology. 
In the late 1980s. therefore, Latin America's governments 

7 



8 LATIN AMERICA'S TURNAROUND 

launched a quest to attract foreign direct investors to pri­
vatizing companies and industries. By 1990 premier inter­
national companies were making investments of hundreds 
ofmillions of dollars, and in some cases over US$1 billion, 
in Latin privat izat ions. 

3. Since foreign investment is an important capital reservoir 
for privatization programs in developing countries, it is 
important for those countries to understand the require­
ments of foreign investors. Foreign investors look carefully 
for certain macroeconomn ic Colditions, such as 

• strong and stable economic indicators 

" relatively developed capital markets 

" fiscal and tax policies that favor price stability 

* open market regimes 

They also look for political conditions, including 

" a stable government 

" a clear and open policy-making process 

" government support for private business 

" guaranteed property rights 

4. To attract loreign investors, Chile found that it had to offer 
financial incentives. These were 

" tax incentives 

" the allowance of earnings repatriation 

The government also offered incentives Ibr domestic in­
vestors, specifically employees of piblic enterpises to be 
privatized, purchasers on the stock exchange, and pension 
fund administrators. These incentives included 
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" below-market prices for stock subscriptions 

" subsidized credit 

" special tax credits 

The sales of public enterprises therefore were subject to 
various implicit subsidies. 

5. In the telecommunications sector, countries might best
 
begin the privatization process by relorming their regula­
tory structures. Such -3reform process would involve
 

* 	 establishment of clear quantilative and qualitative goals 
for the telecommunications network 

* creation of astrong regulatory agency 

" design of a flexible regulatory framework 

" careful impleInentat ion of regulatory policies in transi­
tional phases 

6. For many developed and developing countries, private 
participation in the electric power sector can assist in 
resolving the recurring problems of insufficient financing 
and inefficient operations. Private participation can come 
in several lorms: 

" 	 independent generation plants 

" 	 industrial cogeneration and self-generation with sales 
to the public grid 

* 	 privatization of utility ownership through partial or 
complete sale of assets 

" 	 privatization of distinct utility services such as genera­
tion, distribution, or transmission functions through 
management contracting and leasing 

No single approach is best suited for all countries. 
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7. The countries of Latin America have widely differing 
approaches to drawing on foreign investment in the oil and 
gas sector. Nonetheless the ownership and development of 
Latin America's oil and gas will probably remain largely 
in the hands of state companies. The exception is Argen­
tina, which is breaking up the monopoly of Yacimientos 
Petroliferos Fiscales (YPF). Thc -overnmnent has sold 
some YPF fields to foreign and local private companies 
and obtained some private involvement in production and 
exploration. The ,-!hJective is not to make YPF smaller, but 
to create a balanc:d, integrated company, running on its 
own cash flow, paying taxes, and no longer receiving the 
government subsidies it needed to cover more than US$2.6 
billion in losses in the past. 

In other countries sucn as Bolivia, Colombia, Ecua­
dor, Peru, Trinidad, V.eztuela, and even Cuba, gradually 
increasing foreign and domestic private participation ap­
pears to be the trend. These changes will help bring the 
necessary investment, technology, and skilled personnel to 
improve efficiency and performance of the region's state­
owned oil sector. 

8. Recent movements in Latin America and the Caribbean
 
toward the privatization of air transportation and tourism
 
(principally hotels) may help create a tourism industry that
 
is more productive, committed to greater quality, and likely
 
to be more profitable. Aconducive economic environment,
 
including instruments such as legislative changes, a viable
 
capital market, and coherent macroeconomic policies, is
 
needed to support the liberalization and rationalization of
 
the economy in countries seeking to privatize the tourism
 
sector. While in many respects Mexico and Jamaica have
 
led the way in privat izat ion of tourism and air transporta­
tion, other countries have made progress or are seeking to
 
move in the direction of privatization. The sale of state
 
airlines has taken place in Argentina, Chile, Guatemala,
 



PAUL H. BOEKER
 

alid other coLntfies, with programs tinder way to sell stale 
carriers in Panama, Uruguay, and elsewhere in the Americas. 

9. 	In the marketplace, Latin America's economic relorm and 
privatizat ion programs now appear irreversible. Increasing 
foreign participation in the region's extensive privatiza­
tiolls has becom1e a tOtuchIston1e of success for both these 
(rives. It has also become the 1lt1imate measure of Latin 
America's opening to tile envi­world market. In this new 
ronnient Latin America's ambitious quest to attract exten­
siye foreign capital and technology is the widest 
opportunity ever presented to foreign investors in Latin 
America. 



An Overview of 
Latin America's Turnaround 

Over the past thirty years Latin America's approach to foreign investment 
has come full circle, along with its approach to economic growth. The 
loreign investor, once nationalized and alnost declared obsolete, has 
become a critical player in Latin America's drive for modernization and 
renewed growlh. And the debt-laden state enterprise, once portrayed as the 
Latin substitute for foreign equity investment, is being privatized virtually 
everywhere in Latin America. The most gralphic reflection of Latin 
America's new approach to growth is the point at which fowigr investment 
and privatization come together: Latin America's quest to get foreign 
buyers for the large number of lorer stale enterprises it plans to sell­
hundreds of companies, including many of the region's largest, with a total 
value that could reach US$ 100 billion in assets before the 1990s are over. 

The change is so dramatic and complete that one illst ask: will it last? 
The answer to that tliS11on is by and large a positive one. Privalization and 
openness to foreign invcstment are fundamental parts of Latin America's 
new approach to economic growlh, an approach Ihat is bringing the region 
out of the stagnation in which the turgid inflexibilities ol state capitalism 
left it mired. The new approach has also thrived on Latin America's 
disillusionment with big government and on the modern political philoso­
phy of the region's leadership and people. 

12 



13 PAUL H. BOEKER 

ihe Pace of Privatization in Latin America 

The privatization trend has taken hold with reniarkable speed in Latin 

America. In his chapter William A. Orme, Jr., points out thi the new 
generation of leaders is pragmatic and practical rather than ideological, and 

the new politicians are determined to make economic change so sweeping 

and profound as to be irreversible. 

The biggest problem related to privatiziltion isthat the global privatiza­

tion craze has created a buyer's market in airines, steel mills, and other 
budget-bleed ilg propellies. To sell at anitllrictive price is getting harder 

all the time. Competition from sellers within and beyond the region is 

forcing Latin America to conlfronlt the basic piradox of lpivaizition: 

inefficient businesses that Jrain the treISl'y itict fewa bidders, while 
well-managed enterprises that pump in capital are til easiest to divest. 

Privatization nonetheless seems likely to pre\'ail i lmost [atin Amer­

icamn economies because there are few alteiatives-a d because it is 

politicallIy prudenMIt. Although liitics note tliat ill no Litin Anierican country 
has a wholesale privat ization effort yet been endorsed by %(olers, it is allso 

true thai no one ismoving ill tile opposite direction. Once installed ill office, 

politicians throughout the region have been able to sell state conpanies 

with little resis:nc,'. There is no evidence thit alny Latin American 
cppAosition bloc believes it can make electoral gains by proposing the return 

of divested companies to the )ull ic sector fold. 
Instead. tile mechanics of privat iation have come under intense 

criticism. Coniplaints, nyjustiliale, have ceitered on tile specific terms 

of sales, including bidding procedrmes, treIellnllll of'workers contracts id 

pensions, tile viability of consortiumtns of private buyers, and special con­
cessions to foireign creditors. Inl too many cases pri\vat ization has led to a 

dangerous reconcentrat ion of economic pox\er (in ole example, a single 

Mexican inldtistrialisl now owns 95 percel of his country's newly privat­

ized copper reser,.es). And even enhusiasts couch tlheir suplport tor 

privatizalion with concerns about reconcenitrated wea.,i ind the sale of' 

undervalued assets during a global recession. 
Ultiialcly. though, the options are limited. For Latin Anerica's 

pragmiatic new ecoov, ic managers, privatizalion 's cotinuing appeal calls 

http:reser,.es
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to mind tile Churchillean dictum about democracy: it is the worst strategy 
for economic survival, except for all the rest. 

Argentina. In the space of a few months Argentina's economy underwent 
at transformiation far more rapid and extensive than tie massive privatiza­
1li- prograni carried out by Margaret Thatcher in the United Kingdom in 
the early 1980s. notes Pablo L. Gcrcliuo!''. In Lite 199() nd early 1991, 
the government of Carlos Menem privatized Argentina's state telephone 
con; 'my, its natlonal airline. its national highway mai ntenance services, 
much o its pCtroleumn reserves. aid several other interests. Many other 
privatilzaliois are tinder wa . 

Broad support exists in Argnlina for this large-scale sell-off of state 
enterprises, for two reasons. First. Argentina's state enterprises have been 
tiotoriously inefficient and poorly managed. Second. the governnet will 
no longer be obligated to f-hance the investments of state enterprises. Since 
the beginning of the Iorei g ebt criSis the publ'lic sector haMs hoe'e forced to 
slash capital expenditures and spending on public services. 

The pri vat izalion policies have ai iMed i in pr ove tile qua ty ofI set­
vices, increase private li lanciilg of invesiincit s, lilit tlie power of' the 
uniiois and big btLsi ness, reLuce thl, f'oe ign debt, anild obtain additiomal 
liquidity for the public sectOr. Initially. lhiorilV was given to those ob.lec­
lives linked to miacroeconomic stabiliat ion. The COLIt rlly had passed 
tllrough two periods of h.yperinllation, lh TIreaSury 's situ;tion \was critical, 
and there was increasing prcssLre f'roin foreign creditors trying to collect 
debt payments Iilat were il arrears. 

Privat izatliol in Argentilna has cniltailed some costs. In the rush to 
conIplete the sale of coinpa ics alnd shalrcs, Most publhIic services were 
transferred wilhout anl adeqluate rcgultory eilirolilitlll t protect 
consumers. In addition. tile pri'vaiizations were carried olit ill an eCOl­
onily withoutL a capital market, so there was no process of' broad 
diflusion of ownership. Instead, early privatizalioins created closely 
held companies, with ownership conceltrated iil a f'ew bands and with 
the majority of' shares held by f'oreign f'ills. The illeclianism If capi­
talizing the governmint's debt iicans that debt service payments are 
saved now but at tlie likely price of losing the remittance of earnings 
in the future of newly privatized firms. 
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The privatizations planned for the 1990s are likely to take place in a 
calmer macroeconomic environment, with greater investor confidence, a 
lower rate of inflation, and more order in the fiseal accounts. Such an 
opening is likely to lead to more benefits fo both tilestate and society. 

Brazil. Announced together with President Fernando Collor dle Mello's 

first stabilization attempt ilMarch 1990, Brazil's privatization program, 
described by Carlos A. Prino Braga, had a slow start. Its initial objective 

of privatizing forty-two state-owned enterprises in two years, generating 

US$17 billion for"the qluasi-bankruptt Brazilian public sector, prove( too 
ambitious. 

One of the most attractive companies listed. among tilestate-owned 

enterprises for sale was USIMINAS (Usinas SidcrirgicasIdc Minas Gerais, 
S.A.), a producer of filat prodUcts that is well known for high standards and 

international competitiveness. Oflic ially, its privatizat ion program started 

in Jhine 1991 with a special offer of shares--around 10 percent of tie 

company's total capital-to ISIMINAS employees. There was political 
oppositi')n to the privatitatiotn of LISIMINAS, however, by those \who said 

that building a tlanllike USIMINAS today would cost some US$7 billion, 
a cost not nearly covered by the i iniuin estiate set by the national 

development bank in charge of the privatization program. Nonetheless, in 

late 1991 LSI' INAS was privatized. The firm was acquired by a consor­
tiumi of Blrazilian banks and firms in an alliance with Nippon Usiminas aind 

an association of USIMINAS employees. 
As a test olf he privatization program, tileUSIMINAS case gets mixed 

reviews. The participatioin of foreign capital was low-only 5 perceit of 

the company's capital was acquired by Ioreign investors, suggesting that 
foreign investors remain uncertain about the economic and legal prospects 

of Brazil's privatization program. On the positive side, itcan be argued that 
the Collor adinis pushed fo)rward major privatization projectistrati on a 
despite strong political opposition, opening the way for the reorganization 

of tileBrazilian steel industry. In the first nine months of 1992 the 

privatization program gained speed, with eleven additional companies 
being privatized. 

File rel)lacenilent of Collor de Mello by Itamar Franco as a result of' 
impeachment proceedings, however, has led to changes in tileprivatization 
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procedures, which have been interpreted by some analysis as a sign that 
tile new administration is not particularly enthusiastic about the program. 
It is quite clear that the timetable and final resull,; of Brazil's privatization 
program remain hostages of the country's political and macroeconoriic 
crises. 

Chile. Since 1974, when Chile's massive privatization program began, 
some six hundred of the country's largest siate-owned enterprises have 
been sold oft' generating approximately US$2.5 billion in revenues. 

Donlinique Hachette and Roif Liiders describe how Chile's state­
owned enterprises were sold off in tWO rounds: from1 974 to 1978 and fron 
1985 to 1990. During the first round the government offered incentives to 
buyers to gain additional liquidity for the public sector inan effort to reduce 
the large fiscal deficit conseqluences of the sociopolitical crisis of 1970-­
1973. 

This system eventually ran into problems ad contributed to the deep 
financial crisis of 1982-1983. As a result, management of the largest 
privatized enterprises f;ll back into goverinment hands. Those enterprises 
were eventallV privatized again. During the next round, however, all sales 
were carried out on a cash basis. The lack of trMspalrency (insuflicient 
financial dala Ir privatization projects) that may have deten'ed investors 
during the first round was significantly reduced by the second round and 
did not affect the fiscal in pact of the privatization process. 

On the whole, Chile's privatization progran was successful in tile 
distribution of property ownership. It stimulated tihc private sector to 
improve efficiency, it opened new investnent oppolnities and created 
new responsibilities in the private sector, and ithelped reduce the counLry's 
dependency on the powerlul zind pervasive public sector. The process was 
also successful in persuading critical and strongly antagonistic groups that 
privatization was beneficial. By so doing, it reduced the dangers of revers­
ibility after the transfer ofpower f'roim the military government of General 
Augusto Pinochet to the civilian governinent of Patricio Aylwin. 

Jamaica. Jamaica has made privati/ation one of the critical elements in its 
strategy to remove distortions in the economy, to increase levels of effi­
ciency, aid to foster sustained economic growth and development, writes 
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Peter Phillips. The commitment to privatization is not new inJamaica, nor 
is it new to the administration of Prime Minister Michael Manley. Since 
I1Q89 the government has completed an ambitious privatization program in 
the tourism sector. Fourcen hotels were put Lip for sale-with net proceeds 
in excess of J$882 million (US$110 million). The administration has also 
concluded major privatizations in the telecomiunicat ions ,ector, not only 
earning loreign exchange but also valstly expanding the technical and 
financial capabilities ot this sector. 

Despite these developments, privatization in Jamaica has been spasmxlic, 
excessively restricted in scope, uad ailtoo olten driven more by the need to 
balance the books than by the need Ifr a comprehensive eflort to relorn the 
countmry's economic structure SO that it can compete in world markets. 

The scope of the current program is extensive and has two goals: to 
reorient the public sector's role to that of an "enabler" that provides the 
appropriate policy frmework and infrastructure to support the productive 
sectors, and to recognize and support the role of the private sector as the 
main vehicle for economic growth and development. 

Overseas involvement isbeing welcomed inthe privatization program, 
especially in cases involving foreign exchange inputs and accCss to ad­
vanced technology. 

Mexico. In a reversal of its long tradition of heavy state intervention in 
economic activity, Mexico today is privatizing many of the more than one 
thousand state entities that existed in 1982, notes Rogelio Ramifrez de Ia0. 
The turnaroun"d, motivated initially by budgetary constraints, now isbeing 
pushed by an ever-stronger private sector demanding that the government 
pull Out of nhonstrategic industries. 

As iresult of large budget deficits, caused in part by inefficient state 
organizations, the government in tilemid-1980s signaled that it wanted to 
divest gradually from manulf'acturing and nonstrategic areas. During the 
early stage of this policy, the government lacked a philosophy recognizing 
that the private sector is the best mechanism fo efficient allocation of 
resources. It took a long time. therefore, for the public to understand that 
privatizations marked a new economic policy. 

The first sectors targeted were mining and manufacturing, where small 
firms were sold in 1988-1989. They were followed by the major sale of' 
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the Cananea copper company for over US$9(X) million. The Mexican 
govemnlent also put Lip for sale its ownership inthe two airlines, shipyards, 
trucks and engines, chemicals, sugar, and fod distribution. 1i 1990 it 
became clear that the public thought well of privatizations and would 
sdpport tle government against strong labor unions. Part oftie reason was 
that customers wanted better public services and considered the govern­
ment a poor administrator. By 1991 only 28( entelrprises remained public. 
down from 1,155 i 1982. 

Mexico needed foreign capital, and rrivatization could attract it. In 
199 1,however, foreign participation was accepted only in nonvoting shares 
or in a minority capacity. 'Th. inlernationalization oltlhe economy suggests 
that such restrictions will become less acceptable in the future and that in 
coming years th prcservation of niches for large Mexican conglomerates 
will be lore ditficult. 

As Mexico's economy becomes more internationai in character. 

privatization objectives and policies are likely to evolve in two important 
ways. One is that the concept of what the slate should own will be slated for 
revision. Another is that the role of'forcign investment iII privatized entities 
will become more significant. Nevertheless. the Mexican government has 
great discretionary power to outJtinc the scope of the program in th, fuuLlre. 

At the same time, the intrnationalization creates lresh economic 
lorces that will be less disposed to tolerate adlhoc linitations and rules. The 
North American Free Trade Agreement, as part of this process. will tend 
to eliminate discrinination among investors. The result is likely to beIa 
greater presence of foreign investors in activities that only a few years ago 
were reserved for Mexicans. 

Venezuela. Venezuela's ambitious privatization progralil, announced with 
great fanktre in early 1989, is finally niaking progress after a slow and 
painful start. Joseph A. Mann, Jr., points out that in AaLgust 1991 the 
govemnlent of President Carlos Andr6s P6rez.carried out its nIost illlportant 

privatization to dlate. when a consorti unm comprising Spain's Iberia and 
Venezuela's Banco Provincial group won the right to purchase a majority 
of shares inVenezuela's international airline, VIASA. 

Until the VIASA sale the Venzuemlan government had sold only 
three commercial banks from a list of scores of' state-owned or state­
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controlled companies slated for privatization. These include airlines, 
hotels and tourist Iacilities, su.ar mills, a shipyard, banks, water and 
electric power concerns, the state telecommunications comipany, andl 
other public services. 

Virlually all ol the compnies on the privatization hit list are mnoney 
losers. VIASA. lOr example, reported a iet loss ofLS$47 million Ir 1990. 
The governlent is interested in findinge international inl domestic invest­
ors for everything ithas put on tile block, except for the comniercial banks. 
VellaZlei;.in law Culrrletll) limits f*oreign holding.s il banks to a maximum 
of 20 percent. 

At the end of 1991 the privatization of CANTV, the state telephone 
and teleconillllni'.l ions comlpan)' Vis Succe sfully carrie'd oul. A consor­
tium headed by GTE (of the United States placed the wilniln bid of 
US$1. 89 billion 11. 0-10 of1 the company's shares plus lperatuiinpelcent 
control. This was the lar-est privall/ation to date and oiie of [he biggest 
anywhere. hi effect, tihe had set tile 'pricefor theg( \eirlilleill iiinluii 

company at LS$2 billion, Making tihe mlilimUll price for 40 percett 
US$80() million. The GT- hid therCfore exceeded the minimum bw illore 
than US$1 billion. 

Why has it taken so toil- pro­to advanrice Velnez/icla's pivat izatio 
gra.lin? The VenetuelInl lesltmn I:ulFd. tilte govCl-ilnlit aenO charged 
with carrying on.l tile lrival izatliol plan. i'iced a Iorniidable task. It had to 
draw ipan1aCurate list of 'goverinienlit properties., stLitly Ihe nlyriad legal 
proble1s associated with sellinig cOverillcilliassets, lld decide on priori­
ties and bidding proedures. Ilvenlory' was a problemn. because past 
gove-nlmeilis ill Vei neela Iihadclear idea of what actuallyno tile state 
owned. 

As tile Fund leveloped a tentative list of privati zation candidates in 
early 199() (maJor Irolu'ers o1 re' '1 ik and piblic ser\vices iin desperate 
il ed of ic!l'min), stiiTopposition began to appear Irll n lst eve itiner. 
The opponents were ild(liviLlal]k and rotips who benlited insome way 
fro tihe stts (luo alstate-owned enterprises., such isconl ),yaidll:iini.S­
tratlirs, union leaidCrs ilnd Workers, aind otlhers. l)espitC thC difficulties of' 
the task and domestic opposition, however, the Venezuelan privatlizatlion 
program Cont illUes to move f'orward. 

http:VellaZlei;.in
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Privatization as a Remedy for State-owned Enterprises 

Inthe 1980s the role of state-owned enterprises (SOEs) underwent close 
scrutiny in Latin America and in other parts of the developing world. Many 
goveninents seemed to be concluding that SOEs were not tile ideal hybrids 
they had been muadc ot to be: only rarely did they comibine the strengths 
of tile public and private sectors as originally expected, and occasionally 
they conbined the worst of both. In response, a program of SOE relorn 
emerged in developing countries that had no parallel in scale and in scope 
in the postwar period. One class of reform--privatization-was particu­
larly important. In his chapter Ravi Ramanuirti explains why. 

Privatization gained considerable momenuml in the developing world 
in the 1980s. By December 1987, 571 SOEs had been privatized in 57 
developing countries, according to a World Bank report. 

Goals and conflicts. Privatization wa; notivated by many different goals. 
Studies show that these goals include improving the goverment 's cash 
flow, enhancing the efliciency of the state-owned enterprise sector, pro­
moting "popular capitalism," curbing the power of labor unions in the 

public sector, redistrihuting illcoles and 'etlls within society, and satisfy­
ins Iorcign donors who want to see tile goveinient's role il the economy 
redLIced. Occasionally privatization is consistent with several orall oFlhese 
goals. More conilonly it is nol. 

One comion conflict is betCeeil tile desire to pri\,atize quickly and 
extensively and tie wish to maximize proceeds from priV\atization. Country 
studies suggest thlat i( a sufficient volunIle of state assets is sold, at govern­
ment can rake in a tidy sul of noney in the short run, such ais in the United 
Kingdoni and Chile. Observers believe, however, that ill both countries the 
govermmuents realized less than they could haive if privatization had been 
inplemented imore slowly and careftlly. Goverinments thit were seen as 
strongly conimitted to privatization somet inis weakened their hands it the 
bargaining table, especially il (eveloping counitries, where the numb1er of 
bidders for SOs wis usually sima~ll. Ill public offerillgS. SO shares were 
often underpriced, especially if wide share ownership or i quick and 
"successf'ul" sale was desired. Several other factors could also lower a 
government's cash realization from privatization. Sometinles workers 
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must be assured that no one will be fired after privatization, as was the case 
in Bangladesh. To be sure, some of these losses may be avoided as countries 
gain experience with privatization, but others may be inescapable if a 
government wishes to move swiftly, seizing a political window of oppor­
tunity for privatization. Conversely, a government that takes time and care 
to mauximize proceeds from privatization may give too much time for 
opponents of the policy to organize their resistance. 

To offset revenue losses from the above factors, government may 
compromise oil another common goal of privatization-increasing tile 
economic efficiency of SOEs. Empirical evidence suggests that reforms 
designed to promote competition---oreven tile threat ofcompetitionl-may 
well improve efficiency. Yet, a finn facing little or no compeiition will 
uStually sell for more-and possibly sell faster--than one facing intense 
compeition. Competition may be colpromised during privatization for 
another reason Is well: governments mllay prefer buyers from the samrie 
industry as tile SOE because they a|re regarded as more likely to be able to 
make the finn succeed. 

What if competition is infeasible and undesirable, as in tile case of 
nat ural mlonopolies? In these circumstances efliciency depends at least 
Is 11mchlon the qullity of' government regulation :is on tle ownership 
of the equity. Pri vatization may there fore have to be accompanied by 
liberalization in some instances and better reguflation in others to 

improve efficiency. 

Implementation. Several studies have shown that privatization tends to 
get bogged down during its imnplementation. Workers, managers, civil 
servants, and politicians are known to resist privatization because its costs 
are often concentrated in these groups while tfile benefits are thinly dis­
persed across CLStOmiers. investment bankers, and prospective buyers. 
Thlese obstacles, however, are not insurnountable. I llMost countries 
worker support can be garnered, civil service resistance can be overcome 
or bypassed, managers can be induced t0 support the policy, buyers can be 
f'ound, and capital can be raised to privatize at least a fIw of the state-owned 
enterprises, including some large ones. Commitment at the highest political 
level appears to be a necessary, though in itself*insufficienlt, conldition for 
seeing privatization through. 
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Effects of privatization. The indirect impact of privatization may be at 
least as importmt as the direct cOlSe uelcCs. The privatization movement 
is forcing countries to reexamine the rationale for sState ownership of firms: 
it is leading them to think more carefully before creating new state-owned 
enterprises: and it is inducinlg, them to search for better management 
techniqt'es. Some evidence indicates that when a program of privatization 
is J1.tlaclhed, eve n the perlormance of tiate-owied firms thai have not been 

privatized improves. at least in the short run. Besides. allhough privaliza­
tion and competition are independent factors, privatization may make it 
easier for a govcl11mclll to promote compctilionl. 

In the long run )rivatization is likely to strengthen the institutions 
necessary to 11teL markets work, Whether through tile establishnment of 

stock exchanges, the tightening of managers' accountability to sharehold­
ers, the establishment of bankruptcy laws, or the strengthening of regula­

tory institutions. 

Privatization Requirements of Foreign Investors 

Inl many Latin American and F astCrI EIIuropleanl countriCs that are attempt­
ing to privatize state-owned entClriCeS, the p)Op)ulation does tiot hold 
savings anywhere near what is required to huy lc asscts being offered for 
sale. To overcome this obstacle some countries have tried debt-led 
privatization pro grams, in which s11all inVCstO)s buV tihe hulk ofassets with 
credit. These debt-led privalizations, however. run high risks of stretching 
local capital niarkcts to their limits and even of renationalization. Foreign 
investment, therefore, can be an important contributor to a successful 
privalization effort. 

Although toreig investment (foes not necessarily constitute the ma­
jority of investment in the privatization progranls of devel' !, nations, it 
is all important capital reservoir. It is accompanied by a ,eady inflow of' 
tech nology and buinCss acumen that is often severely ..icking, especially 
in privatizing the largest state-owned enterprises. 

Although much has been written about what elements privatization 

programs IIuIltIhave to be palaaeto local lopulatioIs, tie question of 
the needs of' foreign investors has Icn ignored in nmch of the literature 
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and in the development of specific programs. Edgar C. Harrell contends 
that like other investors, foreign investors in privatization programs seek 
to maximize return while minimizing risk to their investment. They will 
take into account both nmacroeconomic and political considerations. 

Their macroeconomic considerations include the following: 

1. strong and stable economic indicators 

2. 	 relatively developed capital markets or a competitive, two­
tiered banking system 

3. 	 other capital available in the domestic economy for future 
improvements or expansion 

4. fiscal and monetary policies that favor price stability 

5. 	 international creditworthiness 

6. 	demographic characteristics that complement business 

needs 

7. 	 relatively open market regimes for the pricing of goods and
 
factors of prodluction
 

8. 	an explicit automatic pricing system for natural monopo­
lies, such as electric utilities
 

Foreign investors will also look at political considerations: 

1. the stability of the government 

2. 	 freedom from excessive political risk 

3. 	 flexible regulations but clear guidelines 

4. 	a clear and open policy-making process 

5. 	 government support for private business 

6. 	a tax system that does not penalize foreign investment 

7. 	 a foreign policy that does not create conflicts with private
 
businesses
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8. a favorable legal environment for business 

9. 	regulations and mechanisms that allow for tle repatriation 
of capital dividends and other funds 

10. 	 few restrictions on the percentage of shares of a company 
that can he purchased 

1I. 	 use of generally accepted accounting standards 

12. 	 access to reliable, consistent, and comparable financial 
ill format ion 

13. 	guarantees that the buyer has clear title to purchased 
property 

14. 	 immigration regulations that do not curlail foreign man­
agement participation
 

Governments that ignore these requirements of*foreign investors risk 
losing investor confI idence ud thereby a major source of' revenue. 

Foreign Direct Investmc, i in Latin America's Privatization 

Ben Pelrazzini considers the amount of private investment that tile sale of' 
state-owned enterprises has attracted and the accompanying role of' foreign 
direct investment in privatizations in Latin America. 

Mexico. When Carlos Salinas ie Gortari came to pover in 1988, his 
economic team realized that the counLtry would need to attract massive 
amounots of foeiin direct investment--US$3) billion in the following six 
years-to achieve the counLry's la1croeconolic objectives. Accordingly, 
the Salinas administration liberalized the investment laws. Foreign invest­
ment flows were meager until tie second half' of 1990. when they shot up 
dramatically, probably because of' both the new openness of the economy 
and expectations regarding the North American Free Trade Agreement 
(NAFTA). 
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Since 1982 Mexico has privatized numerous stale-o %nedenterprises. 
The largest privat ization transaction concened lelclollos tie Mexico 
(TELMEX), Mexico's telephone company. The level ol'interest by foreign 
investors ill this privatization was extremely higi, and the amount of 
ioreign dircu iv]v;lSmntrl received by the Mexica; government exceeded 
expectations. Competition among foreign investors was also strong for 
cellular telephone concessions. InI late IN) l the governinenut was preparing 
a second round of privat izat ion in which loreigners were to play a still more 
impoitant role. 

According to a state repoil, privalization has allowed the Mexican state 
to reallocate Ire.S.olrces Iore productively and to concentrate oil tile provi­
sion of public services in areas of basic needs. The state is becoming a 
siniler and more efficient institution in the malgement of, Mexico s 
modernization strategy and the insertion of country ill tilethe global 
econonl'. What is not yet clear. however, is what will he tile elect of 
privatization on the economy as a whole and how tile recently sold 
state-owned enterprises will perl'orm. 

Argentina. Although the administrillion ol Ratil Al fonsi attenpted to 
implement a privatization programin, privatization did not really take off 
until the election of Carlos Menem. Menem 's privatizat ion programn was 
so radical that Argentina became. inl short time, tile leading force in st ate 
relOrn ill Latin America. The prograim included. ill lie short rill, nI1aJor 
state companies such ast lie Elipresa Nacional tie Telecoitlicacioles 
(ENTEL, telecommunications), Aerolinwas Argentinas (airlines). 
Fenocarriles Argentinos (railways). and Yacim ientos Petrolferos Fiscales 
(YPF. oil). Foreign direct investment was a key element in the new 
privatizition prograi. 

Privatiation ol'state-o)wnied enterprises ill Argen tina has attracted, 
through various financial mechan isins, a considerablc arnoti ut of lor­
eign direct investmcnt. The prospect of l'urther loreign capital iiflows 
improves as the privatization program is consolidated and the country's 
economy becomes more stable and prosperous. Besides some eco­
nomic problems tied to foreign direct investment. Argentini is expect­
ing approximately US$700 million of additi(nial investments in ihe 
privatized sectors. 
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Chile. Probably the most significant privatization in Chile is that of Chile's 
local telephone company, Compafifa de Telfloinos de Chile (CTC). With 
its sale to the Bond Corporation Chile in the late 1980s, CTC was trans­
formed from a slow-moving parastatal cuterprise into a fhst-growing 
business with a fresh imac and an impressive presence in the market. In 
April 1991 the company was sold to Telefbnica de EspaFia, creating 
problems of potentially reduced competitionl because TClefonica also has 
a considerable share in Chile's long-distance telephone company. 

Another important sale involved LAN-Chile. the state-rin1 airline 
comipaily. The company was purchased by the Scandinavian airline SAS. 
in a joint venture with local investors. When the company plunged into tile 
red. however, the government. which still owned 22 percent of LAN's 
shares, took over the presidency of the compaly. The Chilean government 
plans to sell its shares as soon as lhe airline recains financial and ope rati onal 
stability. 

Despite suffering large-scale fail ure in its first privatization altelllps 
01f the 1970s. Chile ias been able to carry lbrward its second pi,,:tization 

pra1nu successfully. The country, which is seen today as a model olslable 
econoni ic policy, has been able to attract large n1umbl1er' of*foreign invest­
ors. In the effort brim il investment fieonmm sotact, to abroad has been 
successful that the overnment is now trying to restrain the entrance of 
more foreign capital becausc of the fcar that excessive capital inflows will 
intensilf' existing inflat:onary pressures. 

Financial Incentives for Investment in Chile's Privatization 

When the Chilean government first opened its banks and publlic enter­

prises to privatization, it was greeted with a relative lack of interet on 
the part of iotential buyers., and virtually no ilterest fromn foreign 
investors. As a result, incentives had to be offered to entice foreigen is 
well as domestic investment. 

To attact forcin investors, Chile ollered tax reg ime assturances aid 
made allowances f,r tile iepat ri at ion of capita, s IIbjec t to ccrtain condi­
tions. Incentives for local buyers were aimed at three groups: employees 
of the public enterprises to be privatized, purchasers on the stock exchange. 
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and pensiollnniId administrators. These groups received incentives that 
included credit at below-market rates, special tMx credits, reduced prices 
ol stock subscriplions, and advance payment of employee compensation 

for their years of service. 
In addition, the govcllnelClll provided irce miun types of implicit 

snosidies. The first I is aln econmic SLbsidI he presenI vaIlue of" the 
difference bctween tile e iterprise's eco1 l(nic valI MIend the actIua I price of 
tile sale. Second. a iinancial .ubsidv is the presctil valte o tihe fhow of net 
incomea ising fioil' credit gralted with special provisions, such as at helow­

aillrket interest rates. Third. it Iiscal subsidy is the present value ofl income 
tax credits originatilg il the atcquisitioll of" shares olf ( hile", rCpivatiIed 
banks (Banco (Ie ('fil and 13atco (Ie Santiago). Iln iIs chaCpter. JuanIIoxlev 
RioscCO eStinltes the vtlues of implit_'it sblhsidies for several firms. 

The filnacin of tile privati/atiolls during Ihe 1thoritar'ian regime that 
gioveriedi ('hile untilI 9)9() was s0lIetilllCs criticized aIs contradicti11 the 
interests of' tile statle Ib'v trawlsferilg Iiddei subsidies to tihe private sector. 
The ('lhilca case shows a hih deree--,O-( pCrccil--Ofl sulsilditCd financ­
ing ili the ca. c of the baInk,. Nolt inicial elterprises, whiclh werc ill tbettelr 
sittlatiOl thM tile I'hacial nterprises %heIl IhCy weie put oil sale, required 
subsidies oftonl\i percent. The llter alltoulilt does iot seelil 1til(tv I'lrge 
if it is assumed tlha1 cveiltual eC'iciClCv galils will geCCr;C Iratearer futuV tx 
revCiluCs for tie state. Whoiher this Occur, or 1I0 is tile responsibility Ilot 

only of, the new enterprises, hult ilso of tile 'overllllt. which is charged 
\vitl the gclieral adnIillistraliol of the ecoloilly'. 

The (hilcan privaiitNIo CxperieiCi ice shiould bve judged ts success f'l . 
at Icast as r'cards tlc iionlfilmiancial enterprises. This ves rise to a second 
step ol" pri'ate palnicipation: the fiilciilt of nvew projects. In tlis under­
taking. privatliation comilbined will ivesllienlt will be tile biggest priorit. 

The Telecommunicalions Sector 

NIark S. Fowler and Aileen Alitliarados lPisciO( ta argtie thI1at1oie ol'tlhe most 
impl aith but o l ien overlooNked, roles in tile privatiialioll process is that of 
tile 'Cgu.1ia rv Structui'e. A OtiL (I regulhatl ry StrtiCtLii'C is cr'itical to tile 
promnotill of Iolng-tclll growth ill theC elecoinlllitionicatitIis sector, eco omic 
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expansion, and the realization of certain societal and political objectives in 

the construction and operation o" the telecommuniications network. 

Privatization is no syno1ymous with regulatory reform. In many cases 

it is far preferable to initate reiuIlkatory reform long belore the pri'atization 

process. This would permit the identification olgoals and the establishment 

of l industry structure that telflects Ioing-lerl nnifllicatlols sectorIeleoli 

obJectives. 
Key elcments of an effective regl.atory stiiucture forht elecoCnu­

nications sector include, therefore. the cstablishllellt ol clear ooals. These 

goals should inclIde both quIaN1ititive considerations, such as the imber 

of' lines served and waiting time for ilstallation, an1d qualitative consider­

at ions, such as the stiucture o1'1he ildustr' and the status and inventory of 

iet\vcrk and transmission eqiipment. 

Ainother objective is the creation ofa SirOllg reg ulnatoiy aCnc'y that can 
imakeC etTcCIive. (Ituick lecisions, yet whose intervention illmarket relation­

ships is illinilized to the greatest extent possible. Goals guidinglhtie entity 

should include availability of aflordable basic service to all citizens and 

fair aild equiltable techilial and narket cil'Cln.itallccs to10C1ouraWc C0oln­

petit:ve entry. The entity should uncionL iniledently as thC counLry'sls 


legal fralework will allow,. It should establish internal decision-naking 

procedures that produce, to tIe extent possible, fair and consistent deci­

sion.S. Finally, the Clity'should be oiganizCd illernally ilSich a way thal 

it has iv-,inlulni flexibility to adjust to market developments. 

Before specitic regullatory policies Lillbe adopted with ieSpct to 

parlicular services. an overall regulatory fIraiework should be devised. 

Generally, ' ary rameworks Ihat are based oii classifications of 

operational characte ristics aid seivice (leliitionIs temid to rCqluire pe iiod ic 

change to accommodate different market circulllltanceo.s. Regu latlay iinod­

els also olten classify carriers accordin,, to market )liOW',er. isl such dominanlt 

andl nolidollillanlt. I lally adnlllstIrations tihe basic distinction is still 

between the monopoly service proviler alld services open to competition. 

Finally. an aliternatiive framiework in ay' be S rtlCred aronid levels c1 

regulatory o\,e rs ight, Irang illgfrom heaviest regulation to viilually ilo 

regulation. 

The )rivatization ll'OCCss caIusis -glatdislocation aCd requileS trenen­

d.olIs adjustienl. For iost countries, theielore, it is advisable to develop a 
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transitional plan, spanning five to tell years, that would incorporate steps 
tbr steady progress tovard a more competitive market. Ilthe initial stages, 
the regulatory entity must focus on strengthening the backbone network 
and infrastructure. In an intemiediate phase. once pricing structures have 
been rationalized and an investment program is well estajlislied, additional 
fiacilities-based competition may be authorized. Ila final and imore mature 
period of transition, competition may be introduced into international 
services. As progress toward competition is implemented through these 
various phases, regulation may be liberalized and even eliminated. 

The Electric Power Sector 

For many developed and developing countries, private participation in the 
electric power sector can help resolve recurring problems of insufficient 
fitnancing and inefficient operations. Faced with increases in demnand, many 
(eveloping countries now experience power shortages ol over I() percent 
of their generation capability, disrilting productive economic activities 
and threatCning future industrial, IgricuLtutIl, and conimercMIA invest­
ments. James B. Sullivan examine.; this sector in his chapter. 

[ILIue investments arc retfuiredl to mecl uture demand for electricity. 
and assembling the fin:anial ,csources for the necessary level of expansion 
and investment is clearly heyond the capabilities oflde\elopling countries 
alone. More and imre developing countrics are looking to the private sector 
to help develop needed improvements and expansion in the power sector. 
The reasons most often given by developiing countries for increasing 
private sector involvement are filnanmcin. efficiency, and innovation. Pri­
vate investment, if it can mobilize additional sources of funds, can help 
alleviate the serious drain on the public treasuly now imposed by the power 
sector. This would free up resources for expenditure in other areas such aIs 
edi cation, health,or a grictltlure. It Voul d aIso prv i(e a lie w capital market 
I'm local private investment. 

Argumcnts for private participation related to efficiency are rooted in 
the f'act that many dleveloping country utilities are state-owned monopolies 
where investment decisions are dictated by the m1lortoJ0ly supplier, with 
rate payers having little infiiuence. Private participation would end this 
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monopoly. Under thie assumption that COilipetitiOl would dictate thilat proit 

margins of the plant depend on the elficiency of the operations, private 

participation would thus create savings that could be shared between the 

plan; owner and the utility's cu.'Stoners. 

Finally, the private sector ,ather than the pubic sector has been the 

sollce of ollosteclhiological ald systell manlagellment ilnovatioll ill the 

poVer industry. 
Tlhree geieral approaclies to private l+,articiatii hllave beCn used ill tile 

power sector: independent pov'er prodtctio. prixvtizatiti through divest­

iture of' utiliIty assets, antid utilitv service contract tanatgenient. Independent 

power facilities are stand-alone. pl ivately owrned atlld operated electric 

power platlls that sell bulk pove r to file milional grid. The second approach, 
tile privatization of wility assets, is being implenietited in a number of 

cou nties ill tile Car bbeati anid I atin i terica. I:o example. ie goverinlienlt 

ol'Argentlla has authorized a restructuigI cf Cetiera tiot,the tratisporlttioti, 

and distriltin of electrtk'i ty. The Doti inicall Repullic is assessing tile 

mlarket for polenti,il privalizattiol tf specific nnLiiinicipal anid electi-ic itility 
services. In Chile le electric Litilit systel has also been pi ivatlized. 

Pl'ivatiatiot of electiic itv provisio-n hy Ct litn';t ig out specific titility 

services. t l'e third appr,,acli consltitutes tcoit ractua l ohlig"Iti on: delive ry 
of electric service fi' a fee to be paid by the ut ility. -lectricity serv:ices cali 

be privatime threLioll tie rii-rc llase ariid relahi ilit at m otexistinc generatiin 
or distribution functions by privxate inie stors, a Collnact ill whih a contact 

company iiiaiages a state-owned Lti lity, a joint \'entui e betwee i the privaze 
sector and the public sector. or tile leasing o'l prixiuely owied pover plant 

to the rublic sector thirough a. long-term pow'er iprchase ag reement. 

Private participationii requLii-es a Ivo r-able pLibl ic policy enivi rotinme nt, I 
clear regulatory and instititut inal framework. filnn Colrtiact alm.ngelents, 

and sufficient and secure revenues. 

The Oil and Natural Gas Sector 

Latin America's state-owned oil and natur-al gas sector is ficing major 

challenges in the 1990s, but a large-scale privatization of the industry's 

assets appears less likely than a gradually increasing role for Foreign and 
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national private companies, asserts Kim Fuad. The challenges reflect the 
need lor capital, technology, and skilled personnel required to upgrade and 
expand activities at virtually all levels, fromthie wellhead ito the gasoline 
pump. Annual investments of around LJS$30 billion are needed to achieve 
an expansion in Latin American energy piroluction-includingoil, nalural 
gas, and electricity-and half of that must come from outside Solrces. 

While the region 's oil-producing countries all have these needs, their 
approaches to drawing on outside help va-y widely. Some, such as Mexico 
and1LIrazil, rellain1 resolutely opposed to foreign ownership ot oil and gas. 
Other, such as Venezuela. are resuming associations with foreign oil 
companies whose assets they had nationali/ed. And some, like Argentina, 
are dismantling their monopolies. 

Despite these and other changes, ownership miud development of Latin 
America's oil and gas is likely to remain largely in thelhands of state 
companies. More than 77 percent of the region's 199(0 daily oil output of 
nearly 7 million barrels was produced by Mexico's PEMFX. Venezuela's 
PDVSA, and Brazil's PETROB RAS-alI state-owned companies. 

The proven ability of these three state companies--and, to a1lesser 
degree, of a few others-to develop successIlly their countries' Oil and 
natura Igas is a better guarantee ofltheir continuing dominant role than the 
nationalistic drive that created them. National pride, along with the SUpport 
of vested interests such as labor unions, nonetheless still provides a prop 
for some or the legion's less efficient state companies. Peressure to improve 
the perfonnance of many of these state oil companies is increasing, 
however, and ieforms are under way. 

In 1985 Argentina began a radical relform of the state-owned 
Yacimnienlos Pletrolfferos Fiscales (YPF), which included attracting 
greater foreign investment, deregulating the Argentine oil industry, and 
breaking up YPF's forty-year monopoly. Argentina's reform is likely 
to prove the exception, hovevr, since no0 other country with SUbstal­
tial pro(Luction now appears ready to open itself to free competition as 
a way to Iorce state companies to become more efficient. In Brazil, for 
instance, no clear challenge ,AROBRAS's seemsto P oil monopoly 
likely in the plmnned 199. review of the constitution, which ratified the 
monopoly in the 1980s. Privatization of the Latin American oil and 
natural gas sector omi the whole, therefore, will not involve the sell-off 
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of' state-owned assets. Instead, the private sectors role will increase 
largely through association with the state oil companies as partners in 
developing oil and nat ural gas resou rces. 

Since Latin America's private scctor largely lacks the expertise and 
the capital needed to take uip th1e opporttlnities offered by association with 
state oil companies, private investmtent Will continue to be mostly foreignl. 
With the exception of Mexico and Brazil. most of the rest of Latin 
American state oil companies have already associated with foreign oil 
companies or are moving to do so under a variety of different telnls. Even 
die-lard Marxist Cuba has recently signed exploration ,and production 
agreements with France's Total, Blrazil's PETRIOBRAS, and others. 

ThellTourism and Air Transportation Sector 

Tourism and air transportation are ivo of the most vital parts of the global 
economy. Recent iovenients in Latin America and tile Caribtan toward 
the privatization of air transportatioll an11d(tOllrisl(principally hotels) may 
help create a Iolrismn industry that is more productive, conmitted to greater 
quality, and likely to be nmore profitable, write David !L.Edgell. Sr., and 
Wanda Barquin. 

The growth of quality tourism (and the emphasis on privatization in 
this sector) is indicative of the chlanges taking place in the produclive 
econommic system worldwide. The goods-producing sector no longer pre­
doillilates; services do. 

As countries privatizc touHism an(l air transportation, they should take 
into colsideration the specific eliatuies oltheir economlies. suchIas the scale 
of'the privatization, the level of distoltion in the capital markets, the extent 
of the local entrepreneurial cillIture, and the degree of investor confidence. 
The transfer of tie means of'prodtlction Ifrom the public sector to tie private 
dlomair1, especially in the tourism sector, should include steps to deregulate. 
to decentralize, and to loster competition and narkel-oriented mechanisms 
in order to achieve an optimal state divestiture. 

Privatization ill the field of' tourism is not a panacea for the tourism 
problems of any specific country but rather is just one step in a larger 
strategy to increase the economic development of the region. While 
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privatization mnight be expected to bring fiscal efficiency, allocative ellTc­
tiveness, increased productivity, greater competilion, improved policy 
making, ilproved quality Imnagement, and increased creativity and inno­
vation, it may also stimuicL the reduction of certain social goals important 
to the natioi as a whole, less stimulus forcompetition inparts of the otrismn 
inidustry, potential for the development of private monopolies or duop)olies, 
disreg-ard for tile environment in soie cases, and elimination or lack of 
se-vices (particularly air service) critical to si1alI coiimuitlities because of 
illldeqatle eCOnlOlies of scale. 

Several countries have made significant progress in privatizing this 
sector. Jamaica, one of tile leaders in tile privatization of tile tourism 
industry, has sold fourteen state-ownied hotels to local and oreign invest­
ors. Furthernore, Jaiaica is seeking to sell the governmlent-owned airline, 
Air Jamaica. as anotlher step ill its privatization ef-oils. 

In Mexico, (lurilig the first phase ofthe tohurisili sector's pinvatization, 
the government disengaled iIsel fI'roill niineteen hotel enlteiprises and floll 
iwo of its airlines (Aerom6xico and Compafifa Mexicana die Aviaci6n). 
Even though tile Mexican goveiment no longer owins a majority interest 
in ihese airlines. it retained some ownership of Acroin&\xico and 40 percelt 
ol the stock of Mexicana. 

The goveniient of' Mex iico continues to welcolle iri'ate participatioli 
in the fillancinrg of itlfriasiructure pro jectstand services il Ihe tourism sector. 
The Mexican experience in the sale of state-owned enterprises has been 
largely satis factory and will encourage wider participation of national and 
lreign private 111vestors in tile Itouriisni industry. 

Other countries have Icused on privatizing state airlines. In August 
199 1, the Veiiezuelan government agreed to sell 60 percent f'olhe shares in 
the slate-owned airline, Veniezolaa Interilconal de Aviaci6n, S.A. 
(VIASA). li It989, the government of Chile sold LAN-Chil lforIS$42 
million to I doiesic inivestor and to the Scandinavian comipany SAS. 
Avi ateca. Gua teiil ala's ailtii nal airline, was privatized in 1989. Aerol ineas 
Argeniitinas was sold ill Novenimber 199( to I coisIrtiunil if conipalnies and 
individual investors. The tiansacltioln ullt iniaely led to a US$34 million 
rcduction in Argentimia's annual deficit. And ill March 1991 the goveniment 
of Ecuiador annou1nced the sale of49 percent of the shares of the state-owned 
airline Ecuatoriana de Aviaci6in to both donilestic and I'oreign investors. 
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