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Key to sections of the Official Information Act 1982 under which information has been 
withheld. 
 
Certain information in this document has been withheld under one or more of the 
following sections of the Official Information Act, as applicable: 

[1] 9(2)(a) - to protect the privacy of natural persons, including deceased people 
 

[2] 9(2)(b)(ii) -  to protect the commercial position of the person who supplied the 
information, or who is the subject of the information 

 
[3] 9(2)(f)(iv) - to maintain the current constitutional conventions protecting the 

confidentiality of advice tendered by ministers and officials   
 

[4] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and 
frank expression of opinions 

 
[5] 9(2)(h) - to maintain professional legal privilege 

 
[6] 9(2)(i) - to enable the Crown to carry out commercial activities without 

disadvantage or prejudice, or 
 

[7] Information is out of scope or not relevant. 
 
Where information has been withheld, a numbered reference to the applicable section 
of the Official Information Act has been made, as listed above. For example, a [3] 
appearing where information has been withheld in a release document refers to section 
9(2)(f)(iv). 
 
In preparing this Information Release, the Treasury has considered the public interest 
considerations in section 9(1) of the Official Information Act. 
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30 March 2012 SE-1-3 
 
Treasury Report: Privatisation Case Studies 

Purpose of Report 

1. Hon Tony Ryall requested some information on privatisation experiences around the 
world.  Deutsche Bank (DB) has provided the attached paper detailing privatisation 
experiences for a selection of five countries considered reasonably comparable to New 
Zealand.  DB notes that Canada, Australia and the UK are particularly relevant as a 
large number of their privatisations were by way of IPO.  This report draws out some of 
the main insights and provides some New Zealand context. 

High Level Points 

2. Some high level points from DB’s paper are as follows. 
 

• Over the last few decades, over 130 countries have privatised at least 75,000 
former State owned enterprises.  Privatisation programmes have effectively 
halved worldwide state ownership of assets.  Governments have tended to use 
three sale methods: asset sales, voucher or mass privatisations (primarily used 
by formerly socialist countries), and share issue privatisations (effectively IPOs).  
Since 2000 share issue privatisations have become a more prevalent sale 
method. 

 
• Across the OECD approximately 50% of SOEs are 100% government owned and 

a further 20% are majority government owned.  Ten percent of OECD SOEs are 
partially listed.  Norway and Finland have 20-25% of SOEs partially listed. 

 
• The primary motivations for undertaking privatisations were to improve the 

governments’ fiscal positions, to improve the efficiency and profitability of the 
companies, and to aid capital market development. 

 
• Assessments in the academic literature on the success of privatisation 

programmes have tended to become more nuanced over time.  Early research 
during the 1980s and 1990s tended to simply measure the performance of the 
companies before and after privatisation.  Generally these studies were able to 
demonstrate strong improvements in efficiency and profitability. 

 
• Later research has accepted that much of the improvement in company 

performance can often be attributed to the corporatisation process whereby the 
entities were transformed from being government departments, improvements in 
competition policy, broader economic deregulation, and movements in the 
economic cycle. 

 
• While causality is difficult to be certain of, countries that have launched large-

scale IPOs have experienced rapid growth in national stock market capitalisation 
and trading volumes. 
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New Zealand Context 

3. To provide some New Zealand context we would like to focus on the economic 
efficiency1 discussion within the privatisation debate.  We were unsurprised to see the 
evolving conclusions in the academic literature referred to in DB’s report as we had 
formed similar conclusions when we were working on the original advice on the 
Government’s MOM proposal.  We identified that, even where the literature was 
strongly of the view that privatisations led to significant efficiency gains, it may have 
been of only partial relevance to the New Zealand experience. 

 
4. The OECD2 summarised the impact of privatisation on corporate efficiency and 

performance: 
 

Despite the data and methodological difficulties noted above there is overwhelming 
support for the notion that privatisation brings about a significant increase in the 
profitability, real output and efficiency of privatised companies. The results on improved 
efficiency are particularly robust when the firm operates in a competitive market, and 
that deregulation speeds up convergence to private sector levels. The studies also 
report that:  
 
• Profitability increases more and productivity increases less in regulated or less 

competitive sectors. 
• Fully privatised firms perform better than partially privatised ones. Cross-country 

studies report smaller profitability gains and productivity changes as compared to 
fully privatised ones. 

 
5. From this base, however, we asked the following questions: 
 

• How applicable are these results to New Zealand?  Is the starting condition of the 
state enterprises in these studies reflective of New Zealand’s state owned 
enterprises? 

• Is the scepticism in the literature regarding the ability to improve enterprise 
performance while retaining government ownership reflective of New Zealand’s 
experience? 

• What is the influence of other policy interventions such as regulatory and 
competition policy?  Is ownership actually the main influence of the poor 
performance of these entities? 

 
6. The theme in the literature is one of state enterprises that are highly indebted, 

inefficient, over-staffed, and loss-making enterprises, protected from competition, 
deliberately under-pricing their products for political reasons, and imposing significant 
pressure on government finances.  Fiscally strained governments are unable to provide 
capital to the state enterprises for maintenance or for expansion, leading to a lack of 
access to services for poor and rural consumers. Privatisation is argued to reverse 
many, if not all, of these negative outcomes. 

 
7. For example, consider the following quotes3: 
 

[Inefficient state enterprises led to] … financial losses that in acute cases amounted to 
as much as 5 to 6 percent of gross domestic product annually. 
 
 
 

                                                
1   Impacts on the goals of improving government’s fiscal position and deepening capital markets will tend to be self  

evident given the size of the companies and the choice of IPO as the sale method. 
2   OECD (2003) 
3   All quotes are from Kikeri & Nellis (2004). 
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La Porta and Lopex-de-Silanes … conclude that state enterprises went from being 
highly unprofitable before privatisation to being profitable thereafter 
 
In Brazil … before privatisation, the ratio of profits to net assets was negative, 
averaging –2.5% and falling to –5.4% toward the end.  The large steel mill, which had 
been incurring heavy losses, became profitable and investment increased dramatically. 
 
Losses in the Chilean electricity sector … more than halved after privatisation . . . 
 
In Sri Lanka … estimated redundancy in eight of the largest firms (in electricity, 
railways, shipping, sugar, cement, and petroleum) averaged 53 percent 
 
Prior to privatisation, Argentine railways, with more than 90,000 employees, had a 
wage bill equivalent to 160% of the firm’s total revenues 

 
8. In our view, these kinds of enterprises did not reflect the New Zealand experience.  

New Zealand’s SOE framework has been successful in corporatising the entities 
involved, with commensurate gains in efficiency.  Efforts to benchmark the 
performance of New Zealand SOEs against private sector comparators has tended to 
conclude that there is little evidence of systemic under or over performance in the SOE 
portfolio.  Turning to electricity SOEs in particular, data on access to investment capital, 
service provision, efficient pricing, and the quality of investment decision making all 
indicated that performance had been adequate. 

 
9. Separately, successive New Zealand governments have also been able to undertake a 

wide range of regulatory reforms including competition policy, labour markets, and a 
sector specific regulatory regime for electricity.  The literature agrees that improved 
performance of SOEs is driven by broader regulatory reforms as well as privatisation 
but argues that privatisation is a proxy for this array of reforms because in many 
countries governments are unable to undertake the necessary reforms in the absence 
of privatisation4.  Our argument is that New Zealand has been able to undertake a 
range of reforms and that the performance of New Zealand SOEs already reflects 
these improvements.  In New Zealand’s case, the MOM IPOs will tend to complete the 
picture by adding capital market disciplines and direct price signals on performance.  It 
was on this basis that we indicated to the government in our initial advice on the MOM 
proposal that the economic efficiency benefits of implementing MOM would be modest 
(recognising, of course, that overall benefits would be greater once other goals such as 
fiscal, capital markets etc were considered).  

What to do with this Report 
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Recommended Action 

We recommend that you: 
 
a. note the contents of this report and the attached paper, and  
 
b. forward it to your communications staff. 
 
 
 
 
 
 
Andrew Blazey 
Manager, Commercial Transactions Group 
 
 
 
 
 
 
Hon Tony Ryall 
Minister for State Owned Enterprises 

[5]










































































