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RESEARCH SUMMARY

The Impact on Privatization of State-Owned Enterprises: Pros and Cons

In the past, “state enterprises” were established by the government in order to provide
services of public utilities. The vital public utilities are electricity, water supply, telephone, mail
and telegraph, expressway, seaport, airport, mass transit, state railway, and etc. Apparently, these
state enterprises are critical to social and economic growth. Some state enterprises are able to
generate high income for government and many may well employ, develop and create capable
and skillful employees. (State Enterprise and Securities Office and Economic Research and
Training Center. State Enterprise Reform, 2000 : 1)

However, tremendous changes in technology and market mechanisms have attributed to
higher competition both locally and globally to the extent that many state-owned enterprises
(SOEs) experienced operating losses in a row. It appears that the restructuring of price and
service quality is imperative.

The government, therefore, has come up with the policy to reform and to privatize these
SOEs with the objectives to restructure SOEs’ operations in order to increase the nation’s
competitive advantage, to improve the service efficiency at the proper price, and to reduce
government’s financial burden. Moreover, the SOEs will be able to invest further in critical
infrastructures while responding well to public service provision as well as better job opportunity.
(Thai Government. Master Plan of Privatization of State-Owned Enterprises, 1998).

On the contrary, some civil societies are questioning whether the said reformation and
privatization is about selling nation’s valuable assets and whether the transformation into business
entity will change SOE’s objectives into creating wealth through higher selling price. Since these
concerns are still questionable, this study is intended to formulate a decision model for how far
the privatization should be implemented and to study the impact on the privatization.

It is necessary for the government to develop and improve the SOE’s operating efficiency

to survive with competitive advantage while reducing the financial burden to the government. At
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the same time, the government has to promote and strengthen economic growth. If the
reformation is conducted in conflict to the market mechanism, it will weaken the market
sentiment, i.e. if the privatization heightens the service price, cost of living will become higher to
the extent that it may attenuate the market mechanism.

On the other hand, it is required by Section 87 of the Constitution of Thailand 1997 that
the government must implement a policy of free trade through market mechanism whereas the
government must not compete with the private sector. However, in Section 78, the government
has to promote the public goods and services with equity countrywide. Moreover, there are other
specific laws for each industry; for example, Section 40 is about the mass communication and
telecommunication.

Therefore, it is necessary to understand the formulation of the reform and the level to
which the reform should attain and the effects after the reform. This study was conducted to

obtain a decision model based on the requirement as asserted by the Constitution.

Summary of Research Results
Research team synthesized data from various documents available in domestic and
international sources in the aspects of economics and laws by comparing the agreement and

disagreement to the state enterprise reform. The results of study can be summarized as follows:

Economic Impact
Economic impact can be divided into two different schools of thought: agreement to the

reform and disagreement to it. Each perception has its own point of view.

Competition Theory School of Thought

Understandably, private sector, in comparing with public sector like SOEs, is more
efficient mainly due to the economies of scale, higher productivity and less legal limitation.
Failure in service provision by SOEs is rooted to monopoly and incapable to respond to customer
needs due to inefficiency, unsuitable service approach to fulfill different requirements of various

groups of customers (one-size-fit-all services) (Mildred Warner, 2004), and staffing with no
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respect to the service efficiency as well as lack of capability and responsibility in budgeting
(Ellen J. Dannin, 2001).

In response to the aforementioned limitations, certain groups of economists believe that
competition will improve the efficiency of service providing. Through the reduction of
monopolistic advantage on some selective products/services, economic growth will be positively
influenced. Conditionally, political development is inevitable while the government has to push

for the efficiency policy.

Anti-Competition Theory School of Thought

Theoretically, it is asserted that the competition in the free market after privatization
will automatically improve the efficiency. However, Scalar and Elliot (2000) it can be time
consuming to change from monopolistic economies to competitive economies; eventually, it will
only become oligopolistic economies.

There are still certain barriers to entry such as laws and regulations, government policy,
and naturally monopolistic nature of some businesses. Many state enterprises are simply
monopolistic because they are established in order to provide services that private sector cannot
do and monopolization is needed to facilitate the operations. In addition, some state enterprises
are monopolistic naturally because of high investment, limitation of production materials, and
intellectual property of the products/services. Some enterprises have to be in large scale in order
to survive or to be competitive.

To allow private sector to compete freely in business with monopolistic nature can
negatively impact public benefits. Business monopoly cannot provide citizen with optimal
welfare. It will duplicate the investment and become waste of investment especially in
infrastructure and public utility systems. The development may not be distributed down to
upcountry where high investment is needed in such limited market size. Therefore, the state-

owned enterprises have to take care of this kind of investment.
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Impact by Legal Aspect

State-owned enterprise is established under the State Enterprise Act. To privatize is to
change its status from an organization under government to be a public limited company under
Public Law; even though the company’s shares are not immediately sold out. As a government
organization under specific Act, it has its own right, power, and obligation to provide public
service as specified by the Act. However, as a public company, even though the government is
still the major shareholder or it is wholly owned by the government, it will not have its own Act.

In the privatization process, the government will encounter with several obstacles and
problems in regards to laws due to the specific establishment under the specific Act as mentioned.
There are four legal problems to be investigated as follows:

1. The assessment and execution of public power

2. Loan guaranteed by Ministry of Finance

3. SOE’s share price evaluation

4. Job security of SOE’s employees

Presently, the problems and obstacles in the aspect of law as raised above exist
throughout the privatization processes. These problems seem to be ignorant among concern
parties in communicating and countermeasure preparing.

Generally, the importance and necessity of privatization are well received among the
studies as reasonable and necessary. However, there seems a short-cut in the implementation with
specific attention paid to financial management rather than legal and social aspects especially the
standard procedures and the transparency. The said ignorance of legal and social aspects create
much difficulty in the implementation process. For example, there is an appeal to the
Constitutional Court to consider the State Enterprise’s Capital Act whether it is against the
Constitution. Moreover, the said ignorance may affect the success of the reform policy and may
also affect the government’s stability.

Furthermore, through the data review, criteria and factors for state enterprise reform can

be practically categorized as follows:
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This category of public goods is important to the public wellbeing and as a necessary cost

of living while it handles over half of total assets of the whole country’s public enterprises. It is

highly important to thoroughly analyze the integrated picture of the energy utilization and the

service provision. It is also necessary to consider how to reduce the government’s liability on the

high investment of this category of public goods.

0))

(0))

3

Electricity

The privatization in order to be competitive with private sector should be done at
the upstream level of the production. Government’s assigned regulator must do
the policymaking in order to specify the right fuel material other than
hydropower from dam. As for the middle stream process of transmission line, it
still belongs to the government under the management of the privatized SOE.
Finally, for the down stream e.g. the small transmission line 115 KVA
distributed to household, it may be privatized only the part located in town
where full coverage is attained. The outer part from the town where the coverage
is still under expansion process may be privatized after fulfill the service
obligation.

Energy

The real upstream energy resource is PTT Plc which has already been
appropriately privatized. However, caution is in the transmission pipeline as a
monopoly system that can be abused and cause the higher cost of living.

Oil

Government has to support the public by subsidizing the retail selling price
through the oil fund and to reduce imported fuel oil by promoting the alternative
fuel such as natural gas. Furthermore, the government should review and revise
laws and regulations in regards to National Energy Policy Office for better

efficiency and clearer autonomy in the new created Ministry of Energy.
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Communication, Telecommunication and Information Technology

This category is under rapid and enormous changes. Specific Act has been enacted and a

new regulator body called National Telecommunications Commission has been established while

another commission, National Communication Commission, is in the process of recruitment.

Normally, this category of utility requires high investment and risky for its rapid change in

technology which in turn will rapidly and highly affect the service charge. To regulate and

monitor this category’s operations is significant in free trade requirement especially the

competition of service charge and service quality.

)

(0))

3

Telecommunication

The promptness for privatization is chiefly important for this group of state
enterprises because of the ever increasing competition of this industry.
Nevertheless, it should be freely competitive by international requirement of fast
development in telecommunication and constantly cost reduction for the benefit

to consumers.

Broadcasting

State enterprises in broadcasting group involve national security. Therefore,
government must maintain an organization directly operated under government
budget and not to compete with private sector such as the Government Public

Relations Department as a not for income entity

Information Technology

This group needs reform and support for technology development
simultaneously and to be leaded by private sector while government must
promote free competitive market. In addition, government should provide
private sector with some benefit or advantage as partial compensation of the risk

in investment and rapid change in technology.
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Transportation

Normally, government will invest in this category and provide the services to people
and business sector. The government may have two types of service: basic transportation system
operated by the government, and alternative transportation systems providing more convenience
for payable service users whereas able to reduce production cost in free competitive market such
as express way, subway, motor way, etc. through private sector investment.

Some state enterprises are obliged with high level of social responsibility such as the
State Railway of Thailand, Bangkok Mass Transit Authority, etc. This group of state enterprises
may have to face continuous operating loss. To privatize these state enterprises, the social aspect
must be well considered. In case, monopolization can be lowered because of growth distribution
or joining operation with private sector, the government may consider share distribution offering

in the state enterprises that do not affect much to the social services.

Water Resources and Consuming Water

Water resources and consuming water are resources for farmer and overall people.
Privatizing this category of state enterprises must be selective; i.e., only those with proper
structure such as the Metropolitan Waterworks Authority (MWA) may be considered privatizing
for the beginning process like Filter Works, but not for distribution line except a regulator body is
already in place.

In provincial area, water supply is operated by the Provincial Waterworks Authority
(PWA) that still requires continuous expansion; so, it should not be privatized, except when its
service network can cover more area; otherwise, price may be too high to low income consumers.
However, government may consider concession to private sector in specific area such as
industrial estates.

Government has to provide water sources for waterworks through a suitable regulator
body. This type of operation should not enter into free competitive market including water for

farmer and for business operation purposes.

In conclusion, there are 5 major suggestions for state enterprise privatization as follows:
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1. State enterprise must be reformed to an appropriate level. Principally, state enterprise
must be reformed in its organizational structure in order to be capable to compete commercially
and to gain an effective operation. Direct and indirect selling out of state enterprise is not vital at
this stage because economic situation is getting better; then, government has opportunities to gain
income from the investment.

2. Either direct or indirect selling out of state enterprises, the importance of each state
enterprise must be prioritized in order to harmonize the privatization with vision and strategy of
the country’s long-term development plan. In selling of each state enterprise, government
strategy in shares offering should be mapped out so that first selling should be for state
enterprises that are in loss in order to reduce the government’s burden in supporting these state
enterprises, and to keep state enterprises that earn the most profitability such as Electricity to be
revenue earning resources, and then, to shift income to pay out the debt. With this strategy,
income may cover and can pay back the debt and it is better than to expedite selling out state
enterprises to obtain enough money for interest payment or to keep as reserve for future crisis. In
addition, factors of time and economic situation should be included in consideration in order to be
able to sell at good price and allow Thai people a chance to pride the ownership.

3. Income from the selling of any category of state enterprises should be allocated for
other state enterprises within the same category as the earning can be a tool to develop a specific
type of state enterprise rather than spending for non-specific categories. In addition, general
spending without specific strategy cannot be the most efficient. Moreover, a portion of earning
from selling should be allocated as compensation to employees who are affected and may be
unemployed so that the employees are able to relax and look for a new job.

4. Government should encourage and promote a structure of free trade market in order to
attain fair price, efficiency, and welfare to the society. At the same time, a suitable system should
be established in order to support the poor able to get the services.

5. Privatization should be conducted transparently. People should be able to get involved
and participate, and also able to continuously monitor the reform processes as it is the whole

country’s people who jointly own these state enterprises.
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