
13th ACCC Regulatory Conference 2012
Brisbane, QLD
26-27 July 2012

Government Business 
Enterprises and Performance: 
Evidence from EU

Carlo Cambini
Professor, Politecnico di Torino & 
Florence School of Regulation – EUI
carlo.cambini@polito.it



Roadmap
Plan of the talk:

Profile of ownership structure in Europe: the role of 
Government Business Enterprises (GBEs)
Firm’s operating and financial performance vs. 
ownership
Dynamic Efficiency and incentives
(Anti)competitive issues



Ownership and Regulation

Potential trade-off between (static and dynamic) efficiency and control (see
Tim Brennan’s presentation!)
In the past, European Commission recognized that

“… concerns are reported that the structures in place do not ensure that 
regulatory decisions are not influenced by State ownership 
considerations…”

Potential influence of ownership on regulatory decisions and outcomes.
A view here: GBEs might be a way for the Government to obtain – for 
example - additional financial resources for lessening public budget 
constraints or to impose political objectives that might affect firm behavior 

My talk will be based on evidences from recent empirical studies from EU



Ownership in Europe

Privatization in Europe
A huge ownership transfer until mid-nineties
Reluctant privatization henceforth

In EU utilities private ownership is the exception 
rather than the rule…

Bortolotti & Faccio (2009): at the end of 2000 the 
governments were controlling more than 60% of 
privatized firms (through full ownership or golden 
shares)



Evidence: Ownership in EU15
(source: Cambini, Rondi and Spiegel, 2012)

  
Energy 

 
Telecommunications 

  Electricity Gas   
Country Date of establishing 

an IRA 
Ownership  
(end 2010) 

Ownership 
(end 2010) 

Date of establishing 
an IRA 

Ownership 
(end 2010) 

Austria 2000 State (51%) Partially private
(State 31%) 1997 Partially private  

(State 25%) 

Belgium 1999 Partially private 
(State 49%) 

Partially private
(State 31%) 1991 State (> 50%) 

Denmark 1999 -- -- 2002 Private 

Finland 1995 State (54%) -- 1987 State (>50%) 

France 2000 State (85%) Partially private
(State 37,5%) 1996 Partially private  

(State 32%) 

Germany 2006* Private  
(State 2.5%) 

Private  
(State 2.5%) 1996* Partially private  

(State 28%) 

Greece 2000 State (51%) -- 1992 Partially private  
(State 10%) 

Ireland 1999 -- -- 1997 Private 

Italy 1995 Partially private 
(State 33%) 

Partially private
(State 20%) 1997 Private  

Luxemburg 2000 State (100%) State (100%) 1997 State (100%) 

Netherlands 1998 -- -- 1997 Private 

Portugal 1995 Partially private 
(State 26%) -- 2001 Private  

(State 6%) 
Spain 1998 Private Private 1996 Private 

Sweden 1998 Private Private 1992 State (> 50%) 

UK 1989 Private Private 1984 Private 

 



… And in new EU12 Member states
(source: Cambini, Rondi and Spiegel, 2012)

  
Energy 

 
Telecommunications 

  Electricity Gas   
Country Date of establishing 

an IRA 
Ownership  
(end 2010) 

Ownership 
(end 2010) 

Date of establishing 
an IRA 

Ownership 
(end 2010) 

Bulgaria 1999 State (100%) State (100%) 2006 Private 

Czech Rep. 2001 State (67%) Private 2005 Private 

Cyprus 2003 State (100%) State (100%) 2002 State (100%) 

Estonia 2008* Partially private Partially private 2008* Private 

Hungary 1994 Private Private 2003 Private 

Latvia 2001** State Private 2001** State (51%) 

Lithuania 1997** State  
(96.5%) 

Partially private
(State 30%) 2004 Private 

Malta 2001 State State  2001 Private 

Poland 1997 State (100%) Private 2006 Private 

Romania 2000 Private Private 2006 Partially private 
(State 46%) 

Slovenia 2001 State Partially private 
(State 31%) 2001 Partially private 

(State 49%) 

Slovakia Rep. 2001** State (51%) State (51%) 2004 Partially private 
(State 49%) 

 



Local Utilities in Europe

A recent reasearch by the European Centre of Employers and 
Enterprises Providing Public Services (CEEP) show that in the 
majority of European countries, municipalities organize utilities in 
communal enterprises, which serve the local jurisdiction; they can be
unique property of a municipality, in co-management between
various municipalities, or in co-participation with private agents.



Evidence on Productivity, Operating and 
Financial Efficiency



Productivity and Efficiency
Do GBEs perform differently from fully private companies?

Saal and Parker (2003) examine the productivity and price 
performance of the privatized water and sewerage companies of 
England and Wales ⇒ labor productivity improved significantly
after privatization, but they find no evidence that total factor
productivity grew as a direct result of the ownership change.
Newbery and Pollitt (1997) document significant post-
privatization performance improvements in the UK Electric
sector.
Price and Weyman-Jones (1996) analyse the efficiency of the 
UK natural gas industry before and after its 1986 privatization ⇒
Industry’s rate of productivity growth increased significantly after 
privatization - though not as much as it could have if the industry
had been restructured and subjected to direct competition and 
more appropriate regulation.



Productivity and Efficiency

Other studies non UK-based:

Villalonga (2000) examines the effect of privatization on the 
operating efficiency of 24 Spanish firms (including telecoms and 
energy) that were fully divested between 1985 and 1993. 
Privatization seems to decrease efficiency over the intermediate 
term (5 and 6 years after divestiture), but to increase efficiency
over the longer term (7 and 8 years) afterwards.

Goldstein and Nicoletti (2003) conduct a performance analysis
based on a sample of 25 Italian privatized non-financial firms. 
They show that none of the traditional performance indicators
gains statistical significance, with the exception of investment 
indicators which show a marked improvement.



Financial performace and Ownership

Evidence: Ten years after the beginning of 
privatization and liberalization in network industries in 
Europe, regulated utilities have substantially 
increased their financial leverage
In the U.K., DTI and HM Treasury (2004) have 
expressed a concern about the “dash for debt” “flight 
of equity” within the U.K. utilities sector from the mid-
late 1990’s 
They argue that high leverage “could imply greater 
risks of financial distress, transferring risk to 
consumers and taxpayers and threatening the future 
financeability of investment requirements”



The “Dash for debt”
Leverage in selected EU Utilities
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A Strategic Explanation 
of Leverage

Problem of lack of commitment: regulator may reduce regulated prices after 
sunk investment. May firms “use” capital structure to influence the regulators’
decisions? … and may regulators “use” capital structure to tie their own 
hands and discipline their own opportunism? 

A welfare maximizing regulator has the incentive to set a high regulated 
price so as to reduce the probability that the firm will become financially 
distressed (Spiegel and Spulber, 1994). Hence, firm’s leverage mitigates
regulatory opportunism

What about GBEs?
Government ownership lowers the risk of financial distress, but it can also work as 
an alternative commitment device

Politicians support high tariffs to cash in dividends, but also high investment 
(“broad service”) to bring in votes
Politicians would not act opportunistically against the firms they own via 
regulation 

⇒ Thus state-controlled firms do not need to issue debt to hedge regulatory risk



Empirical evidence on Financial Leverage
(source: Bortolotti, Cambini, Rondi and Spiegel, 2011 

Journal of Economics & Management Strategy)

We constructed an unbalanced panel of 92 publicly traded utilities and 
transportation infrastructure operators during 1994-2005 (927 firm-year 
observations) in 14 EU member states:

44 firms in electricity and gas distribution
13 water supply companies
15 telecoms (mainly vertically integrated operators)
8 freight roads concessionaires
12 transportation infrastructure operators

The sample covers 85-90% of publicly traded utilities in EU and 12 of the 
top 30 for Mkt. capitalization in EU
For every company we construct the Government Ultimate Control Rights 
measured using the “weakest link concept” (LLSV, 1999)

67 firms in our sample have been privatized by 2005. Of these firms 24 have been 
privatized during 1994-2005 period. 25 firms in our sample are still state-controlled in 
2005.
Privatization is still incomplete: the state’s UCR in the firms in our sample are 37%  on av.



Results on Firm’s Financial Performance
(source: Bortolotti, Cambini, Rondi and Spiegel, 2011 

Journal of Economics & Management Strategy)

Evidence that utilities increase their leverage following the 
introduction of independent regulation, provided they are 
privately controlled

Significant long-run effects are found:

the introduction of an IRA is associated with a long-run 
increase in leverage by 7.2% for the full sample. 

For privately-controlled firms the long-run effect is 9.2% 
for all privately-controlled firms and 11.9% for firms that 
were privately controlled throughout our sample period



Results on Firm’s Financial Performance
(source: Bortolotti, Cambini, Rondi and Spiegel, 2011 

Journal of Economics & Management Strategy)

Leverage Granger-causes Regulated Prices:

↑ Leverage ⇒ ↑ regulated prices

Leverage does not Granger-cause regulated prices for 
the sub-sample of State-controlled firms.

Our findings are broadly consistent with the idea that 
regulated firms use leverage strategically to mitigate 
regulatory opportunism.

But ownership does matter: the theory holds only for 
privately-controlled firms.



Ownership and Firms’ Market Value in EU
(source: Bortolotti, Cambini and Rondi, 2012)

Governments are “bad owners”: they typically impose political 
objectives that destroy firm value (Shleifer & Vishny 1994)
Still recent empirical evidence shows:

Partial, not full, privatization boosts economic and financial 
performance (Gupta, 2005)
Fully privatized firms are typically less valuable than state-
controlled firms (Bortolotti and Faccio, 2009) and require a 
premium to compensate political risk (Beltratti et a. 2007) 

Why partial ownership? Residual state ownership may reassure 
investors that politicians will not behave so as to reduce the value of 
partially privatized company (Perotti, 1995)



Ownership and Firms’ Market Value in EU
(source: Bortolotti, Cambini and Rondi, 2012)

Why do Governments keep shares in GBEs?
Politicians may interfere with legally (but not genuinely) independent 
regulators to obtain favorable decisions and extract economic rents 
This opaque governmental “protection” is valued by investors in the equity 
market ⇒ Residual state ownership may positively affect firm value
What makes political interference in regulatory matters possible?...the 
transmission mechanism
Levy and Spiller (1994) show that regulation is more credible and 
independent in countries where political institutions constrain the 
executive’s discretion  

⇒ Political institutions influence the latitude of governments to decide about 
reluctant privatization and reluctant delegation of powers to EU-imposed 
IRAs (reluctant regulation)



Evidence on Market Value in EU
(source: Bortolotti, Cambini and Rondi, 2012)
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Firm Value and Institutions in EU
(source: Bortolotti, Cambini and Rondi, 2012)

The larger the Gov’t ownership stake, the larger the 
market value of IRA-regulated firms, especially 
when political institutions are weak

Political economy story: 
Governments want to keep shares in GBEs in order to get 
extra-benefits, and this is more likely the weaker is the 
institutional endowments of a country.



Ownership and Dynamic Efficiency



Ownership and Dynamic Efficiency in EU

Relationship between Investment, IRA and Ownership in EU

Cambini and Rondi (2012): using a panel of 80 publicly traded EU 
telecoms, energy, transportation, and water utilities over the 1994-2004 
period, they find that utilities invest more when an IRA is in place.
Moreover, conditional on the existence of an IRA, firms invest more 
when the IRA has a larger degree of formal independence.
The IRA set up leads to a long-run increase of 2.5% in the investment 
rate (= capex to total asset).
However, ownership does not display any significant effect. Hence, no 
differences between investment behavior among state controlled and 
privately controlled firms. This result is confirmed in sub-sample of 
Telecoms and Energy companies.
Political interference on investments



Ownership and Dynamic Efficiency in EU

Relationship between Investment, Regulatory mechanisms and 
Ownership

Cambini and Rondi (2010 Journal of Regulatory Economics): 
Investigates the relationship between investment and regulatory 
regimes for a  panel of European energy utilities from 1997 to 
2007

Do investment decisions differ across  different regulatory regimes: Incentive 
vs. Rate of Return (RoR) regulation?

Is investment sensitive to changes in the regulatory instruments: WACC and 
X Factors?

Collection of detailed data on regulatory instruments (incentive
vs. RoR) in 5 EU countries (Spain, Germany, France, italy, UK)

We account for the impact of public vs. private ownership



Capex to total asset ratio: 
incentive mechanism vs RoR

(source: Cambini and Rondi, 2010 
Journal of Regulatory Economics)
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Capex to total asset ratio: 
Private vs. State control

(source: Cambini and Rondi, 2010 
Journal of Regulatory Economics)
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Results on Dynamic Efficiency 
of EU Energy Utilities

(source: Cambini and Rondi, 2010 JRE)

In the first decade after reforms, investment at EU energy 
utilities under incentive regulation was higher than at firms 
under Rate of Return regulation.
Private firms appear to invest more, but not if we account 
for endogeneity of ownership. Again, no statistical 
significant difference between different ownership types.
Our results suggest that regulation rather that ownership
matters! 
Regulatory intervention – if effective - provides an
environment which somewhat reduces the differences
between private and public managers’ internal incentives.



(Anti)competitive Effects of GBEs



(Anti)competitive issues on GBEs

Level playing field:
Sappington and Sidak (2003, RIO): Managerial oriented government
enterprises … discount cost and are more aggressive (antitrust 
concerns). 
OECD Report - Conway and Nicoletti (2006): the presence of public 
ownership hinders competition in some sectors: "with public enterprises 
often enjoying soft budget constraints and state guarantees, the playing 
field is not level in markets where they operate“ (p. 6). 

Soft budget constraint story ⇒ GBEs more likely to be bailed-out
Borisova et al. (2011) find strong support for the notion that 
debtholders view government ownership as an implicit 
assurance of repayment and protection against bankruptcy. 
Similarly, Borisova and Megginson (2012) examine corporate 
bonds of fully and partially privatized firms and show that on 
average, a one-percentage-point increase in government 
ownership is associated with a decrease in the credit spread of 
roughly three-quarters of a basis point.



(Anti)competitive issues on GBEs

Soft budget constraint story: 
Glowicka (2006) finds evidence that distressed EU public firms 
are more likely to receive long-term government assistance 
("restructuring aid"), while distressed private firms are more likely 
to receive only short-term "rescue aid". 

Regulatory advantage through ownership:
Edwards and Waverman (2006, JRE): Using a sample of 15 EU 
incumbent telecommunications operators tracked from 1997 to 
2003, the authors show that public ownership of the incumbent 
positively affects access charges to incumbent’s access 
networks, suggesting that governments influence regulatory 
outcomes in favor of incumbents where they have substantially 
invested in.



A tentative sum up
The evidence presented so far does not allow us to provide an
unambiguous answer about the role of privatization on the financial
and operating performance of European GBEs.
Productivity seems higher in private companies, but mostly due to
regulatory intervention rather that ownership per se 
Infrastructure investments are not (statistically) different between
state controlled and privately controlled companies.
Privatization alone does have an impact, but this impact is much
stronger when joint with effective regulatory interventions.
Problem: state ownership gives scope for political interference !! 
Governments may use utilites to obtain extra rents (i.e. dividends) 
especially when public budget conditions are harsh.
Preliminary eivdence (Bremberg, Cambini, Rondi and Gugler, 2012) 
does show that state-controlled firms have significantly higher target 
dividend payout ratios and show higher smoothing parameters than
fully privatised, privately-controlled firms (in EU energy).



The state’s UCR are measured using the “weakest 
link concept” as in La Porta et al. (JF, 1999) and 
Faccio and Lang (JFE, 2002).
An example: 

According to the weakest link approach, the gov’t
holds 25% of Firm B

Appendix: Measuring UCR

Government Firm A Firm B
50% 25%


