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Abstract: This paper explores privatization and organizational change and is based on lessons from
cross-national field research. Privatization of state-owned-enterprises (SOEs) and the introduction of
competitive markets have been adopted by nations around the world as a means to reform public
infrastructure and to improve delivery of goods and services. Our strategy for analyzing approaches
to the study of organizational change in privatized firms is two fold. First, we undertook an extensive
meta-analysis of pre and post-privatization changes. Second, we developed amodel that identifiesthe
variety of outcomes that the theory suggests are associated with privatization with a focus on changes
in organizational culture and behavior. We constructed an interview protocol based on our model and
conducted interviews with executives in privatized firms in Brazil, China, and Egypt during 2002 and
2003.

Based on the interviews, our research suggests that two factors play an especially critical role
in changing organizational behavior in privatized firms. First, our micro-level approach offered
insights into the manner in which changes in ownership and control affect the goals, values and work
norms that drive organizational performances. Second, we found that changes in human resource
policies and compensation systems are crucial in changing organizational cultures.
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The sale of state-owned enterprises to private sector investors and the competitive, market provision
of government goods and services is a quintessential “global public policy.” More than 160 countries have
taken actions to privatize their industries (World Bank, 2003, OECD, 2003). The World Bank, the
International Monetary Fund and other multilateral institutions advocate — at times require — privatization
policies to be adopted as a condition of assistance and loans. Privatization has gone global.

The policy logic of ‘privatization and competition as reform’ (PCR) is founded in the fundamental
proposition that private sector management of enterprises — utilities in particular- is different from and superior
to their management by governments (World Bank 1995, Yarrow 1986). Even in areas of traditionally
essential government services PCR is increasingly prescribed (Guttman 2000). One way to engage private
management to the operation of enterprises is to transfer ownership — partial or full — to private investors;
although there are numerous other approaches to accomplishing the same ends (Hodge 2000). In an even
broader context, the policy logic undergirding PCR policy is a tenet of the spectrum of government reforms
associated with New Public Management (Kettl, 2001).

The emergence of PCR as a global policy has been sparked by both ideological and practical
considerations. Political parties in the United Kingdom, New Zealand, Latin America, Canada, Europe and
some developing nations have made privatization a central plank in their platform (Hodge 2000). Political
support in the U.S. for an expanded role by the private sector in the financing, production and distribution of
government services is reflected in U.S. international affairs. U.S. development assistance, the formation of
free-trade zones and the U.S. roles in multilateral institutions (e.g. World Bank, IMF, World Trade
Organization) all reflect the promotion of markets and private enterprise outside the U.S.

The dissolution of the Soviet Union and the resulting transformation of the economies of the Former
Soviet Union (FSU) and Eastern European countries have relied on privatization policies as a vehicle for
making a transition to market-like economies and greater integration with the global economy. In Western
Europe, the E.U.’s Treaty of Maastricht set deficit caps at 3% for nations’ budget. The sale of shares in state-
owned enterprises raised government revenues that reduced budget deficits in a timely way.

Developing countries find it difficult to provide public services for its citizens. Privatization of
utilities such as electricity, water and telecommunications offer a hope for increased investment in and the
improved management of these infrastructure assets and their positive contribution to development. Most
recent political reforms in the People’s Republic of China have allowed large-scale privatization of state-
owned enterprises (SOEs) complementing state guidance in the expansion of their economy and the nation’s
integration into the global economy.

Across the globe and throughout nearly three decades, PCR policy has been adopted as a means to
improve the performance of firms and sectors within a nation’s economy. The demand to improve the
performance of SOEs (and government operations more generally) is extensive. Given the universal weight
that has been given to PCR policy and the interest in expanding private management in a host of society’s
activities, a much more sophisticated, more nuanced understanding of PCR is needed.

In practice, PCR policy has fostered a panoply of implementation approaches involving the reformed
roles and responsibilities of governments and the competitiveness of newly-opened markets. Despite a quarter
century of experience with developing and implementing PCR policies, the question of their success remains
very much contested. Scholarly studies present a mixed picture, while reports associated with multilateral
institutions tend to be more positive about the success of PCR policy (Hodge, 2000; Megginson and Netter,
2001; Sclar, 2000).

Most studies of the performance of firms post-privatization have focused on the bottom line, that is,
they have examined financial measures to monitor quantifiable indicators of change. But few studies have
taken a look at how the organizational cultures within the firms change to achieve increased productivity.
Scholars and management experts typically characterize great differences between public sector and private
sector management and bureaucratic practices (Martin and Parker, 1997). And the organizational development
literature highlights the immense challenges to changing organizational cultures (for example, see Carter,
Giber and Goldsmith, 2001). This leads us to our primary research question: How does management of
privatized firms change organizational structures and cultures to enhance productivity?

Our strategy for analyzing approaches to the study of organizational change in privatized firms is two
fold. First, we undertook an extensive meta-analysis of pre-and post-privatization changes and analyzed the
findings linked to different methodological approaches. A review of the literature on evaluations of PCR
policies has convinced us that greater attention must be given to the evaluative models that are employed to
determine the success of PCR policy if its real impact and implications are be understood. We discovered a
lack of empirical data on behavioral changes within firms post-privatization. To address this problem, we
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developed a model of changes in organizational culture and behavior that identifies the variety of outcomes
that theory suggests are associated with privatization. We constructed an interview protocol based on our
model and conducted interviews with executives in privatized firms in Brazil, China, and Egypt during 2002
and 2003.

In this paper we first describe our methodological approaches with both the meta-analysis undertaken,
and the development and implementation of our interview protocol. Then we present our micro-level model of
organizational change in privatized firms and describe how the change process we highlight in our model
played out in the five Egyptian firms and six Chinese firms in which we interviewed executives. Finally, we
offer suggestions for further research on organizational change in privatized firms.

METHODOLOGY

First, we used meta-analysis to systematically review research on the experience of firms that were
privatized. Meta-analysis entails systematically organizing and, perhaps, synthesizing findings from multiple
studies of the same phenomena. A meta-analysis, or evaluation synthesis, of a number of studies permits the
comparison of the empirical results from separate but comparable studies. The systematic review of
methodological strategies used in studies on a specific topic may allow the reviewer to systematically:

e investigate the relationships between methodological choices and empirical results;

e compare findings from studies with similarly labeled treatments to explore the superficially

desperate findings;

e compute an average effect size (with quantitative studies);

e conduct a combined statistically significance test from summary statistics;

e  build theoretically knowledge in the area of study through learning about the relationships among

the variables of interest; and

e construct a user-friendly synopsis of research in a specific area (GAO, 19?7?; also see Bingham

and Felbinger, 2002).

Meta-analysis is especially appropriate to synthesize what we have learned about privatization. While a
user-friendly synopsis of research on privatization is itself of value, it also is used here to investigate potential
relationships between methodological choices and empirical findings. In the meta-analysis we have
undertaken, we were looking for notable linkages between specific methodological strategies and conclusions
about the impact of privatization upon industries and firms, and for guidance in operationalizing organizational
change linked to privatization. (Hodge, 2001)

A first step in a meta-analysis is to identify the population of studies to be reviewed. To help compare
firms in similar circumstances, we focused our search on published research or working papers by international
organizations or universities on non-financial firms. All studies included were written in English, and:

e analyzed firm-level empirical data on non-financial firms;

e examined changes from public ownership to private ownership (not instances of contracting out

for services); and

e focused on privatization as the main independent variable.

We actively sought studies that focused on firms in countries in all regions of the world, and to those produced
by international organizations as well as academics.

Our search identified forty studies of the experience of non-financial firms that were privatized. We
cannot claim that this list is entirely exhaustive of all studies of privatization of non-financial firms, but we
vigorously pursued our search through a variety of resources. Megginson and Nash’s 2001 literature review
“From State to Market” was a valuable resource as well as the following search engines: development gateway
(powered by the World Bank), WoPec (Working Papers in Economics), and ABI Inform. We have included in
the paper our table on the relationship between research design and study findings, a synthesized product of the
meta-analysis.

The second methodological strategy we used was to develop a model of organizational changes
theoretically linked in the literature to the change from public to private ownership, and operationalize the
concepts in an interview protocol. We piloted the instrument in interviews with executives in two firms
privatized in Brazil. Then we used the protocol to interview executives in five firms in Egypt in January 2003,
and in six firms in China in fall 2003. In many of the questions asked of Chinese executives, we used 1-5
scales to assess the degree of change experienced, rather than solely relying upon open-ended questions, as we
had in Brazil and Egypt.

The GW Center for the Study of Globalization Occasional Paper Series
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In-person interviews were conducted in all three countries using the research protocol developed for
the interviews. The goal of the research was both to test the model of organizational change and to determine
whether some modification of the model seemed appropriate in light of the interviews. This paper discusses
the results of our interviews in Egypt and China. In Egypt, researchers visited five privatized companies:

1. Al Ahram Beverage Company, which has a 90 percent market share of alcoholic beverages purchased
in Egypt;

2. BiscoMisr, a food company that began as a supplier of biscuits to the Egyptian military;

3. Cemex, an international cement company that had bought the Egyptian Assiut Cement Company;

4. Olympic Group, a manufacturer of kitchen and other appliances that had taken over the Ideal

Company; and

5. Pachin, a paint company that was privatized through the public sale of shares.

In China, six firms were visited:

1. Tianxiang Textile and Dying Company, which privatized the SOE Xinyu Beddings Factory that
manufactured and dyed sheets, pillows and other bedding supplies;

2. Qianwei Chemical Company, which privatized a SOE of the same name;

3. Fenyi Drive Axle Company, which privatized the SOE Fenyi Drive Axle Factory;

4. Luzhou Rubber and Plastics Company, which privatized the SOE Jiangxi Engineering Plastics

Factory, a supplier of plastics products for motor vehicles;

5. Changsha Pump Works Company, which privatized the SOE factory of the same name;
6. Hunan Xiangjiang Paint Company, which privatized the SOE of the same name.

Most of the firms were selected because of the public perception that they had been a success story of
privatization. The government had originally selected the majority of these firms for privatization because
they were expected to be successful. Thus, these results should not be assumed to be reflective of all privatized
efforts for they are likely “best case” scenarios. In addition, only executive-level managers were interviewed.
All the interviewees had been with the firms pre and post privatization and were knowledgeable observers.
However, it is possible that they provided overly rosy perspectives.

RESULTS FROM META-ANALYSIS

There are a variety of ways in which we could have analyzed the studies, however we found that there
are only three basic kinds of research design prevalent in the literature: posttest only design, pretest-posttest
design, and time series. We have summarized the studies by looking at the impact of privatization on seven
primary outcome indicators: profitability, efficiency, productivity, leverage, capital investment, employee
totals, and service indicators. These criteria were chosen because they capture the most prevalent outcome
indicators across the studies.

The predominance of studies in the literature focus on firm performance using private sector
performance indicators. There was a large range of industries and firm sizes studied. Studies chosen for the
meta-analysis analyzed anywhere from 1-1,540 firms, although only 3 studies were case studies. Industries
incorporated included: telecommunications, manufacturing, transportation, retail, and utilities among others.
As seen in Table 1 each study may be listed up to seven times, depending upon the performance indicators that
were researched. The synthesized table does exclude a few studies included in the complete meta-analysis, as
different performance indicators were studied.

We disaggregated the studies in terms of level of impact: no statistically significant impact,
statistically significant negative impact, statistically significant moderate impact, and statistically significant
positive impact (defined as at least a 10% increase). Utilizing these broad-brush criteria, we do not see a clear
relationship between the type of research and findings due to the fact that the vast majority of studies were of
pretest-posttest design. A more refined analysis between specific research design decisions and results may
well define more interesting findings. We intend to pursue this further in the future. None of the studies, with
the exception of Martin and Parker, 1997, obtained survey data from employees or attempted to analyze intra-
organizational change. The synthesized table suggests the following findings:

® The highest number of studies found “clearly positive” outcomes in profitability, productivity,

efficiency, and capital investment, while many also experienced decreases in leverage and increases
in service to customers.

The GW Center for the Study of Globalization Occasional Paper Series
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® Reduced staffing levels were noted in a majority of the studies as outcomes, but whether this result
was positive or negative depended upon the interpretation. For purposes of the table, decreases in
employment are associated with increased labor productivity and are considered positive results.

® In a large number of studies, changes in outcomes were actually positive but did not achieve
statistical significance, thus we deemed them as “inconclusive.”

® Few empirical studies reviewed here measured organizational changes involved in the privatization
process, and the few that did note these changes in organizational structures (e.g. changes in Boards
of Directors, CEOs) did not empirically explore the effects of these changes on organization
behavior.

A MODEL OF ORGANIZATIONAL CHANGE IN PRIVATIZED FIRMS
Goals of Privatization Proponents:

The goals of supporters of privatization and competition are said to be the following:
1. Raise revenue for the government (through the sale of company assets) and reduce the drain on the
government’s budget (through a reduction of government subsidies).
Improve the productivity of the company being privatized and/or the industrial sector.
Expand the sector through development of new products and companies.
Attract capital (both domestic and foreign) for development of the company and its sector.
Improve service, quality, and availability to the customers.
(Megginson & Netter, 2001; Yarrow, 1999; Vickers & Yarrow, 1991, Martin & Parker, 1997)

nhwn

The theory of privatization and competition and the related academic literature suggests that
privatization produces significant organizational change and that those changes, in conjunction with market
forces and appropriate government actions, will produce positive results—in terms of profitability, efficiency,
etc. Figure 1 provides a conceptual model of the expected changes in terms of first order changes in the firm’s
structure, the expected changes in organizational culture resulting from the structural changes (second order);
and the outcomes expected to follow from changes in the organizational culture (third order). All changes are
consistent with changes in privatization and organizational change literature.

A government policy of privatization and competition is expected to force or at least encourage
certain changes within the organization. Those changes, it is believed, will lead to the expected outcomes of
PCR and meet the goals outlined above. Our research focuses on those changes to see if, in fact, they do occur
in privatized organizations and if they do occur, how they are perceived to influence the success of the
privatization.

The Effects of Changes in Ownership

The literature suggests that shifting ownership from the public to the private sector will lead to
changes within the organization. Some of these changes are structural, such as changes in the membership of
the Board of Directors. Others are procedural, such as the relationship between top management and the Board
or in decision-making relations. Still others involve the goals, values and policies that drive the organization.

Structural Changes

®  Changes in the Board of Directors

Under public ownership, a board of directors (if it existed) is typically dominated by government
appointees. Under private ownership, we would expect the board of directors to reflect the change of
ownership and be roughly proportional to shares owned. (Martin and Parker, 1997)

®  Changes in Management

Under public ownership, management generally reports to public officials and there often is a blurring
of authority between top management and the public officials. Publicly appointed managers are held
accountable for political objectives. In private sector ownership, managers are held accountable for financial
objectives. (Martin and Parker, 1997)

®  Changes in Mission, Goals and Values

The GW Center for the Study of Globalization Occasional Paper Series
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Public organizations value broad societal goals and objectives, public policies and protection of
employee salaries and benefits. Private organizations define their values based on the welfare of their various
stakeholders, favoring financial growth, firm market value, productivity, and personal benefits. Public
organizations focus on serving their current customers; private sector organizations are oriented toward new
customers. (Martin and Parker, 1997; Shapiro & Willig, 1990)

e  Changes in Capital Investment

SOEs rely on government to finance capital improvements. Privatization is both liberating and
constraining; liberating in the sense that privatized firms may now approach both domestic and foreign capital
markets; constraining in the sense that new capital spending is disciplined by the market and the
creditworthiness of the privatized company. (Megginson & Netter, 2001)

®  Changes in Investment in Employees

SOEs typically under-invest in their employees. Training budgets are the first to be cut in government
retrenchments. In contrast, privatized organizations recognized the importance of their human resources for
long-term firm productivity and are more willing to invest in training

Organizational Culture Changes

®  Changes in Decision Making

Decision making in public organizations tends to be centralized; privatized companies tend towards
more decentralized decision making. Decision-making in public organizations tend to involve multiple
(politically set) goals and values; privatized companies primarily focus on return-on-investment (ROI).
Decision-making also may be faster in private than in public sector organizations. (Martin and Parker, 1997)

®  Change in Human Resource Management

One of the most anticipated changes from a SOE to a privatized company is in the relationship
between management and workers. In SOEs workers are protected by political factors. In privatized
companies, workers are no longer protected. Compensation is based on productivity, rather than seniority or
political contacts. Employee skills, work effort, and contributions to profits are rewarded. (Martin and Parker,
1997)

e  Changes in Employee Perceptions

Privatization is expected to lead to greater employee involvement in decision making and in their
sense of ownership in the organization. This is often partially accomplished through the sale of at least some
portion of the company to the employees, the development of quality circles or other methods of employee
involvement, and more incentive driven compensation.

Desired Outcomes

® Increased Profitability

Above other objectives, the one necessary goal of a divested firm is to create profit. In most cases,
governments will no longer support divested firms with subsidies, and the firms will be subject to market
forces. In order to survive, intense energy must be thrust into increasing profitability for the new firms.
(Megginson, Nash, Van Randonborgh, 1994)

®  Increased Productivity

Privatization is often accompanied by a decrease in the overall number of employees in the firm.
Labor productivity will increase in these cases, as it is measured by a ratio of the volume of output as related to
labor input. Total factor productivity includes in its measure of inputs labor, capital, energy, and raw
materials. (Martin & Parker, 1997) This measure is also expected to improve, as inputs are used more
efficiently and incentives are created to increase the total output.

® Increased Efficiency

Because SOEs are able to rely upon their respective governments for funding and any necessary
subsidies, they can continue to make inefficient choices and avoid bankruptcy. SOEs are also often faced with
multiple, conflicting objectives which increases inefficiency at various levels within the firm. Privatization
creates clear objectives and forces firms to use their resources efficiently as they are subject to market forces
and must perform to survive. (Megginson & Netter, 2001, World Bank, 1995)

e  Enhanced Public Confidence
To compete in the market, newly privatized firms must focus on customer satisfaction. As customer
service increases, so does overall public confidence in the firm. Peters and Waterman, authors of /n Search of

The GW Center for the Study of Globalization Occasional Paper Series



Privatization and Organizational Change: Lessons from Cross-National Research 6

Excellence, classify being “close to the customer” and providing “unparalleled quality, service, and reliability,”
one of the necessary traits of being an “excellent company” (1981).

e  Employee Empowerment and Input to Process Improvements

Organizational change literature suggests that for a successful change to occur within a firm,
management must focus on changing the perceptions of their employees and empowering them to become
successful change agents within the company. Employees must be given the opportunity to increase their skills
and the authority to respond to changing needs of the company. (Carter, Giber & Goldsmith, 2001)
Privatization provides an impetus for managers to focus on human capital needs and invest in employees.

FIELD RESEARCH

In most cases, the firms were privatized because of the initiative of the government, not because of
market concerns. However, in 3 of the 6 Chinese firms, market forces were viewed as extremely important in
encouraging privatization. Firms were typically selected by governments for privatization for one (or both) of
two reasons: several of the companies were operating under annual deficits, creating a drain on government
budgetary resources; most also were selected because of the potential for becoming a privatization “success”
that could be emulated through other privatizations.

Government goals included: raising revenue (or eliminating subsidies), rated as “extremely
important” by half of the interviewees; improving productivity of the company or sector, rated as “important”
or extremely important by 7 of the 11 interviewees; and attracting capital to expand the sector, rated as
important or extremely important by more than half of the interviewees.

Challenges Faced By The Companies Being Privatized

All of the companies faced challenges to the privatization effort; however, there was no dominant single
challenge. For example, on a scale of 1 to 5, with 1 being “not at all challenging” to 5, “extremely
challenging,” 5 Chinese managers rated “consolidating debt” as not at all challenging while one rated it
extremely challenging. In most cases in China, however, debt in excess of the purchase price was moved to a
“bad debt” ledger on the government books, thus eliminating it as a problem for the new privatized company.
In Egypt newly privatized organizations faced diverse challenges such as language barriers, selling a ‘sin”
commodity (alcohol), and facing international competition in a now open market.

In general, restructuring employment was the biggest challenge. Both Chinese and Egyptian firms
eliminated a high percentage of the employees under the old publicly owned structure—averaging more than
50 percent of their pre-privatization workforce. In China’s case, the local government provided a subsidy to
those laid off; in Egypt, the dislocation payment was the subject of the original privatization negotiations. In
some (but not all) cases, company employment gradually rose to pre-privatization levels—a phenomenon
reported in some of the literature on post-privatization results.

Structural Changes

®  Changes in the Board of Directors

SOE Boards of Directors are almost always dominated by government-appointed members. This
changed with privatization. In most cases, board structure reflected (converged) with company ownership. In
some cases government kept some role on the board; however, none retained majority interests. As a result,
boards were able to select management and set company directions without the interference of government
officials—an important goal of PCR policy and critical to the post-privatization success of the company. In
addition, annual meetings of sharecholders became an important aspect of firm governance.

When the six Chinese interviewees were asked to assess the content and degree of government
involvement in the firm’s operations, all 6 reported significantly decreased government involvement in
appointing managers, determining firm goals, determining the level of employment, and subsidizing the firm.
Only in the area of “regulating the price and quality of the firm’s product” did a majority report “no change.”

®  Changes in Mission, Goals, and Values

One of the most dramatic changes from pre- to post-privatized firms related to changes in firm values
and goals. All 6 of the Chinese respondents cited government policy goals as a 1, “much less important,” and
profits as a 5 “much more important.” Correspondingly, all 6 found that “working performance” and “working
ethics” were more important. Somewhat surprising, however, was a fairly high rating for “public interest/social
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welfare” —reflecting a belief of the managers that privatization led to a more stable and productive
employment that benefited both the workers (higher wages and benefits) and the general society (higher
government tax revenues, increased exports).

Changes in values also generally brought about an increase in employee morale and employee
participation (rated highly by the six Chinese respondents). Specifics cited by both the Egyptian and Chinese
managers included improved wages and benefits (such as transportation to and from work, uniforms, lunches)
and much more attention to quality and productivity. All reported a great deal of anxiety through the transition
phase and the need for careful planning. Egyptian managers reported a shift from “seniority and politics” to
“meritocracy” as a basis for rewards, and increased pride in the product and in themselves as workers.

Organizational Culture Changes

®  Management and Decision Making
In order to try to ascertain changes in management and decision making, four questions were asked of
the managers:

1. “How has the clearness of relationships between owner and manager changed since privatization?”
This was rated a 4.2 on a scale of less to more clear by the Chinese managers.

2. “How has your firm’s orientation changed since privatization?”” With 1 representing more ‘production
oriented’ and 5 more “customer oriented,” 4 of 6 Chinese respondents (and all of the Egyptian
respondents) reported more customer oriented. The other 2 Chinese respondents noted “no change.”

3. “How has the management style changed since privatization?” Not surprisingly, 5 of 6 Chinese
respondents reported being much more proactive. Egyptian managers typically reported being both
more strategic and proactive. In one Chinese company with 80 percent of the shares held by
employees, there was some concern that the employees did not have the capability or experience of
selecting top management. Not surprisingly, this manager was the most pessimistic about the benefits
of privatization.

4. “How has the decision making process in your firm changed since privatization?” Although the
literature suggests that privatized firms become more decentralized, this was not borne out in the
research. Half of the Chinese managers and a majority of the Egyptian managers reported more
centralization of decision making. This may be reflective of the need for strategic direction and quick
decision making from the board and top leadership. It also may be partially explained by the nature of
the work culture in both countries and the long period of time that they have spend under a centralized
system. However, greater discretion by lower-level managers was also reported by some of the
managers, suggesting that decentralization may be more an implementation than a decision making
strategy.

e Additional Organizational Changes

Egyptian and Chinese managers described their organizational structures as somewhat more
diversified and more profit centered (though 2 of 6 Chinese managers reported more function-based
organizations—an unexpected result). A major organizational goal was to organize the new firms to expand
their customer base. Al Ahram, for example, developed a new malted, non-alcoholic soft drink—Fayrouz—
that is heavily exported and is now has the third most market share in Saudi Arabia. Alcoholic beverages now
represent only fifty percent of their business (before privatization, ninety percent). CEMEX cut out an
inefficient (and corrupt) wholesale distribution system and moved to direct retail operations for their cement,
greatly increasing sales and availability to customers.

A significant change mentioned by nearly every manager was the change in financing and availability
of financing for the privatized firm. Prior to privatization, SOEs had to rely on government to finance or
subsidize operations. Privatization led to a significant enhancement of capital opportunities. Some of this was a
result of the new ownership that brought greater financial capability; some was a result of improved
performance that allowed the new privatized companies access to both domestic and foreign capital.

Another major change was in marketing. In an environment where a firm is responsible for a certain
level of production rather than profits, marketing is relatively non-existent. However, when the goals change to
profit, new markets and expansion of products, becomes the objective. Therefore, marketing and developing
markets becomes a higher priority. This was especially mentioned during the interviews with Egyptian
managers, but also was mentioned or implicit in discussions with several of the Chinese managers. All five
Egyptian companies clearly cited new market orientation as a major change in their management policies and
practices which was a drastic change from a minimal concern with quality, product planning, design,
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distribution, pricing or promotion. For example, BiscoMisr introduced a wide range of new biscuits that were
developed to suit the needs of different market segments through the use of varying pricing policies. New
products were also specifically developed for special occasions, such as feast biscuits. A change such as this
may seem like a natural practice in open economies, but it was a totally new initiative to the five Egyptian
companies.

Supply chain management also was more flexible. Firms in Egypt were able to use foreign suppliers,
ended kickbacks and cronyism, and reduced inventory. Human resource management was a key in both Egypt
and China with a focus on more incentive structures for wages and bonuses, greater company benefits, and
various efforts to develop a sense of community and pride within the employees. CEMEX developed its own
mini-MBA program to develop its managers and training programs were featured in several of the company
interviews.

Outcomes

We asked all interviewees about the profitability, efficiencies and other indicators of financial success
post-privatization. We also inquired about the political, regulatory, and market factors that affected their
firms’ performances. However, perceptions about outcomes were not a significant focus for our research. As
noted earlier, organizational changes in management, human resource strategies and work culture were the
outcomes of interest in our exploratory study.

SUGGESTIONS FOR FUTURE RESEARCH

Based on our research, there are several areas where additional research is needed. First, additional
modeling on PCR is needed that will support better research hypotheses. The process of PCR is complex,
involving numerous activities and phenomenon inside and outside of privatized organizations. Better models
of internal management challenges and how governments affect the resolution of these challenges after
privatization need to be identified.

Second, better understanding is needed of how state-owned firms make a transition to operate under
private management. For example, what are the critical changes that need to happen first during the transition
from public to private managed organizations in order to minimize transaction costs and promote effective
organizational learning and management/labor relationships?

Third, more diverse measures of the effects of PCR policies are needed. The financial performance of
firms post-privatization address just one aspect of the impacts of privatization on citizens, the economy and
society. The diverse goals associated with PCR should be matched with diverse measures of its effects. Our
interview protocol attempted to capture manager’s perceptions of these effects with both open-ended questions
(the Egyptian interviews) and scalar ratings of change (the Chinese interviews). Neither approach was perfect
and some combination of the two might produce better results.

Lastly, another important issue identified in this research concerned the importance of leadership and
participation in the structuring of the SOEs and, especially in China’s case, dealing with the cost of laid off
workers. From our research, it seemed clear that the leadership ability of the general manager of the firm after
privatization was a key factor—from a commitment to developing the company and its employees, to the
political skill in dealing with the transition from SOE to privatized company. There are managerial training
programs in virtually all developing countries, targeting newly privatized firm managers. The content of such
training could be informed by research on the leadership and management challenges arising during the
privatization process.
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Table 1: Relationship Between Research Design and Study Findings
Posttest Only Pretest-Posttest Time Series

No Statistically Significant
Conclusion (95%
confidence interval) /
Inconclusive Results

Perevalov, Gimadi, | Bishop & Kay, 1989; Galal, Jones, Tandon,

& Dobrodey, 2000; Vogelsang, 1994; Ramamurti, 1996;

Kocenda & Svejnar, | Boubakri & Cosset, 1999; Ruiz-Mier, Garron, | Martin &

Profitability 2003; Pajuste 2003 | Machicado, Capra, 2002 Parker 1997

Galal, Jones, Tandon, Vogelsang, 1994;

Ramamurti, 1996; Boubakri & Cosset, 1999;

Gupta, 2001; Ruiz-Mier, Garron, Machicado, | Martin &
Efficiency Capra, 2002 Parker 1997

Perevalov, Gimadi, | Bishop & Kay, 1989; Galal, Jones, Tandon, Martin &

Productivity & Dobrodey, 2000; Vogelsang, 1994; Ramamurti, 1996 Parker 1997
Leverage Pajuste 2003 Boubakri & Cosset, 1999

Capital Investment

Galal, Jones, Tandon, Vogelsang, 1994;
Boubakri & Cosset, 1999; D'Souza &
Megginson, 1999; Pombo & Ramirez, 2003

Employee Totals

Frydman, Gray,
Hessel,
Rapaczynski, 1999;
Perevalov, Gimadi,
& Dobrodey, 2000;

Bishop & Kay, 1989; Galal, Jones, Tandon,
Vogelsang, 1994; Megginson, Nash, & Van
Randonborgh, 1994; Boubakri & Cosset,
1998; D'Souza & Megginson, 1999; Ruiz-
Mier, Garron, Machicado, Capra, 2002;
D'Souza, Megginson & Nash, 2001;
Bortolotti, D'Souza, Fantini, & Megginson,
2001; Boubakri, Cosset, & Guedhami, 2001;
Pombo & Ramirez, 2003

Martin &
Parker 1997

Service Indicators

Estache, Goldstein, & Pittman, 2001;
Wallsten 2001; Fink, Mattoo, Rathindran,
2001

Negative Impact

Profitability

Pombo & Ramirez, 2003

Efficiency

Productivity

Leverage

Capital Investment

Ros, 1999 Ramamurti, 1997
Employee Totals
poy Chong & Lopez-de-Silanes, 2002
Service Indicators
Moderate Impact
Claessens &

Profitability

Djankov 1999

Gupta, 2001
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D'Souza, Megginson, & Nash, 2001; Ruiz-

Efficiency Mier, Garron, Machicado, Capra, 2002
Claessens &
Djankov 1999;
Frydman, Gray,
Hessel, Price & Weyman-Jones, 1996; D'Souza,
Productivity Rapaczynski, 1999 | Megginson & Nash, 2001
Megginson, Nash, & Van Randenborgh,
1994; Boubakri & Cosset, 1998; D'Souza &
Leverage Megginson, 1999

Capital Investment

Employee Totals

Service Indicators

Fink, Mattoo, Rathindran, 2002

Clearly Positive Impact

Profitability

Claessens,
Djankov, & Pohl,
1997

Megginson, Nash, Van Randenborgh, 1994;
Boubakri & Cosset, 1998; D'Souza &
Megginson,1999; La Porta & Lopez-de-
Silanes, 1999; Bortolotti, D'Souza, Fantini, &
Megginson, 2001; Boubakri, Cosset, &
Guedhami, 2001; D'Souza, Megginson &
Nash, 2001,

Efficiency

Megginson, Nash, & Van Randenborgh
1994; Newberry & Pollitt, 1997; Boubakri &
Cosset, 1998; D'Souza & Megginson, 1999;
La Porta & Lopez-de-Silanes, 1999;
Bortolotti, D'Souza, Fantini & Megginson,
2001; Boubakri, Cosset, & Guedhami, 2001;
Pombo & Ramirez, 2003

Productivity

Ros, 1999

Boles de Boer & Evans, 1996; Newberry &
Pollitt, 1997; Ramamurti, 1997; Bortolotti,
D'Souza, Fantini, & Megginson, 2001;
Estache, Goldstein, & Pittman, 2001; Fink,
Mattoo, Rathindran, 2002

Leverage

Bortolotti, D'Souza, Fantini, & Megginson,
2001; Dewenter & Malesta, 2001; D'Souza,
Megginson, & Nash, 2001

Capital Investment

Megginson, Nash, & Van Randenborgh,
1994; Boubakri & Cosset, 1998; La Porta &
Lopez-de-Silanes, 1999; Boubakri, Cosset, &
Guedhami, 2001; Bortolotti, D'Souza, Fantini,
& Megginson, 2001; D’'Souza, Megginson, &
Nash, 2001;

Employee Totals

Boles de Boer & Evans 1996; Ramamurti,
1997; La Porta & Lopez-de-Silanes, 1999;
Boubakir, Cosset, & Guedhami, 2001;
Dewenter & Malatesta, 2001; Estache,
Goldstein, Pittman, 2001

Service Indicators

Ros, 1999

Boles de Boer & Evans, 1996; Ramamurti,
1996; Ramamurti, 1997; Bortolotti, D'Souza,
Fantini, & Megginson, 2001
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FIGURE 1: Model of Organizational Change Post-Privatization
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