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WIFO

m THE PRIVATISATION EXPERIMENT
IN AUSTRIA

The extent and background of public involvement in Austria’s
economy was particularly strong. Successful privatisation experi-
ments in the nationalised industry occured during the 1990s. In
contrast, a decade-long struggle to privatise a large bank, which
received world-wide attention, shows the difference between the
two privatisation strategies applied. The liberalisation of sectors
with natural monopolies has been started, however, with some
delay and on pressure from rules issued by the European Commu-
nity. Contracting-out and public sector management have not
been used extensively in Austria up to now.

The term “privatisation” can refer to three broad types of policy: first, asset transfer
from the public to the private sector, generally through sale; secondly, deregulation
or liberalisation of statutory monopolies (with or without the sale of assets), with par-
ticular emphasis on the removal of entry restrictions; and finally, franchising or con-
tracting-out the provision of marketable goods and services to private sector firms'.
We could add corporatisation as a fourth method of privatisation; this is transferring
the supply of goods and services from the governmental sector to a separate com-
pany according fo corporate law, while the government remains the owner?. And we
can label activities to promote efficiency and competition within the government as
a fifth mode of privatisation. The motives for privatisation fall in general into one or
more of the following categories: financial motives of the seller (gaining revenues or
balancing losses), increase of productive efficiency (reducing average costs), and
the pursuit of allocative efficiency (increasing consumer surplus). It is well known that
the first goal can be achieved only in combination with an increase in the second,
because otherwise the selling price would equal foregone future dividends.

' See Domberger — Piggott (1994), pp. 48.

2 German literature sometimes distinguishes between “materielle Privatisierung”, where the government
stops to provide a service, “formelle Privatisierung”, where government continues to provide a service,
but makes use of a private company while remaining owner of this company. A third type is “contract-
ing-out”, where the government guarantees the provision of the service, but uses the means of a con-
tract with a private firm (see Fuest, 1997).
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THE SPECIFIC EXPERIMENT AND ITS
BACKGROUND

We can observe in Austria examples of all these policy
types and motives. The single largest cohesive experiment
ever performed, however, was the privatisation of the for-
mer nationalised industry in the 1990s. Up to the late
1970s, publicly owned manufacturing firms (“Verstaat-
lichte”) together with firms belonging to nationalised
banks accounted for 25 percent of Austria’s manufactur-
ing sector®. In the 1990s, the majority of all large indus-
trial firms was sold in a specific attempt to realise the first
type of privatisation (transfer of ownership). The motive
was primarily financial, namely the attempt to limit the fi-
nancial losses, which were remunerated by the public bud-
get. The method of privatisation had specific, interesting
features, which were different from the strategies applied
in other sectors in Austria and in other countries.

THE HISTORY AND STRUCTURE OF PUBLIC
INTERFERENCE IN AUSTRIA

The public sector has traditionally played a strong role in
Austrian economics, as well as in issues of education, cul-
ture and law. One reason for this may be the positive and
progressive impact of the enlightened monarchy in the
19" century (“aufgekldrte Monarchie”), which at this time
led to the development of a rather efficient bureaucracy in
Austria. On the other hand, Austria did not produce a
large stratum of innovative and dynamic entrepreneurs
during the second half of the 19" century, but in contrast,
experienced a lacklustre phase of liberalism. More recent
roots for the high level of government interference may be
that the wide-ranging bureaucratic structures of the former
Austro-Hungarian Empire were concentrated within the
small Austrian Republic following World Warl, and that
the economy stagnated between the two wars. After World
War ll, Austria needed and engineered a strong govern-
ment in the form of a stable “grand coalition” uniting the
conservative and socialist parties, and — parallel to the two
blocs — the highly centralised “social partners”. Both in-
stitutions helped to counterbalance the economic back-

3 The exact shares differed over time and according to whether invest-
ment, value added, employment or exports were used as indicators for
measuring public ownership. Aiginger (1985) reported that 25 percent
of value added in manufacturing was produced by publicly owned firms,
14.5 percent of total value added in manufacturing was produced in
firms with public ownership, as determined by the nationalisation law of
1946, 5.4 percent were owned indirectly via banks with public major-
ities. At its climax 125,000 persons were employed in the first group,
and 50,000 in the second, while total manufacturing amounted to
600,000 (excluding very small firms known as “Gewerbe”).

wardness, to regain sovereignty, and fo protfect the prop-
erty of former German firms from the grip of the Allied
Powers, during Austria’s period of limited sovereignty,
from 1945 to 1955.

There are estimates that near the end of the 1970s,
25 percent of the gross national product was produced by
publicly owned firms*. The lack of large private companies
and a very underdeveloped capital market characterised
the other side of the coin. All the major banks were owned
by the government, specifically the two largest, the Cre-
ditanstalt (CA) and the Landerbank’. These banks had
considerable stakes in big manufacturing and construction
firms. Electricity, the post and telecommunications, broad-
casting and large parts of the transportation sector (high-
ways and railways) were owned by central or local govern-
ments. The share of value added provided by the govern-
ment bureaucracy (as measured by the payroll of the civil
servants) amounted to about 20 percent.

While public ownership in infrastructure had long been a
common feature of European economies, maintaining a
large share of public ownership in manufacturing up to the
1990s was an Austrian speciality among Western market
economies®. The larger part of the nationalised sector —
specifically firms doing business in mining, oil, chemicals,
steel, and aluminium — was nationalised in 1946. Social-
ists had to some extent favoured nationalisation for ide-
ological reasons, the People’s Party joined in on that goal
in part because no potential Austrian owners were avail-
able, and partly because nationalisation helped hold off
the grip of the Allies on former German firms. German
ownership did exist in 1945, since some of the larger firms
were founded by the Nazi regime to help supply the war
machine. Other firms were expropriated during the Nazi
regime; some owners were forced to leave Austria after
World War Il due to collaboration.

In sectors in which natural monopolies traditionally were
supposed to exist, or in which the possession of a central

“ Aiginger (1985), p. 41. The figure was 25 percent for the total econo-
my, excluding public consumption in the numerator, but using GNP in
the denominator. If we add the public consumption in the denominator,
the share of public ownership increased to 37 percent.

5 Later the Landerbank merged with the Zentralsparkasse (a savings
bank with strong stakes of Vienna's city government) to become the
largest bank, called BA (Bank Austria).

¢ Comparing ownership structures across countries is a difficult empirical
issue. The share of public ownership in manufacturing in Austria is defi-
nitely higher than in Germany or Sweden. Comparing the share of pub-
lic firms with France, the U.K. and Finland does not create a clear pic-
ture. Studies cited in Aiginger (1985) report approximately equal shares
of about 11 to 13 percent of employees for France, the U.K., ltaly and
Austria. On the other hand public ownership in all its different forms, in-
cluding bank subsidiaries, state monopolies and co-operative associ-
ations amounted to 19 percent according to the Austrian statistics.
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facility enabled one large firm to dominate the national
markets, it is well known that there are two alternative
methods of dealing with market failure: continental Eu-
rope, as well as the U.K. and Australia, usually established
public ownership, while the USA chose to regulate private
firms. Instead of choosing between these two options, Aus-
tria installed the double grip: ownership plus a regulatory
process embedded in the bureaucracy of a ministry (also
allowing the trade union and employers’ organisation to
play supporting roles). This tactic led to a predominance
of political over economic goals.

In the first stage, this governance structure implied a rapid
rebuilding and expansion of capacities, which proved ex-
tremely important for Austria’s recovery process. Later on,
the selection of managers not only according to their abil-
ity, but also according to their political orientation became
the norm. Initially prices were fixed with the goal of shelter-
ing low income consumers from unaffordable expenses;
later on, prices were set with an eye on the next election
date. Many of the well-known inefficiencies of cost-plus
regulation became apparent; investment decisions were
made according to regional demands and political lobby-
ing, increasing capacity became a more important goal
than innovation and service orientation, regulators were
captured by the monopolies.

These judgements are, of course being made with the
benefit of historical hindsight. It has to be stressed that the
negative assessment evolved only after the system had op-
erated successfully for three or four decades. The first
twenty years after World War Il were a period of remarka-
ble recovery in Austria. And the efficient infrastructure pro-
vided by the national champions, as well as the inexpen-
sive and high-quality products produced by the state-
owned basic goods industry were two pillars of that proc-
ess. Equally important were the low prices for heating and
transportation, which helped Austrians with lower incomes
to catch up with the middle-class. But, as the system con-
tinued over decades, the potential increase in the produc-
tive efficiency of large firms, and their Schumpeterian po-
tential for innovation, were more than outweighed by the
Leibenstein slacks and allocative inefficiencies, since
profit-seeking managers, firms and political parties de-
creased the incentive to equate resources and demands
(allocative efficiencies), while cost-plus regulation inhib-
ited the search for low-cost technologies and innovation.

SOME INTERMEDIATE STEPS TOWARDS
REFORM

We should mention that several attempts to reduce public
interference were made in previous decades. As far as

privatisation in the mode of ownership transfer is con-
cerned, there was a limited wave of privatisation in the late
1950s. Several firms, located in eastern Austria, had been
German-owned, and later managed by the Russians dur-
ing the occupation period. In the late 1950s, the need for
restructuring was unavoidable. Some firms were sold to
private owners, and some were privatised by a stock of-
fering specifically targeted at employees and middle in-
come investors (“Volksaktie”). Minority shares of the two
large nationalised banks (CA and Landerbank) were also
offered to the public, although the government retained
the voting rights. This experiment is considered today to
have been moderately successful. No broad capital mar-
ket existed in Austria, there was no popular, widespread
aftitude towards investment in stocks. Only a limited num-
ber of small-income investors had the patience to wait for
stock prices to rise, so that the lion’s share of the broadly
distributed shares was sold to large or institutional buyers
within a short period.

Many examples exist of cases in which reforms were imple-
mented in the attempt to insulate the daily management of
agencies or firms from the direct bureaucratic grip, through
the formation of quasi-independent agencies or independ-
ent companies by Corporate Law (corporatisation). In this
form of privatisation, the government is still the owner, de-
ciding in principle upon the goals, strategies and activities
of the firm, selecting and monitoring the management.
However, decisions regarding daily operations, financial
details, and personnel are made on the level of the firm,
and operation is according to the rules of the private sector.
The minister cannot give direct orders (Weisungsrecht); the
employees have no life-long job guarantee.

Examples of this type of privatisation are available on all
government levels with a huge diversity of legal and oper-
ational constructs. At its very beginning, the Austrian Na-
tional Bank (OeNB) was established as quasi-public
agency with majority ownership by the central government,
but free from any direct interference in monetary affairs.
Here we see that it is even legally possible to transfer an
inherent public responsibility (hoheitsrechtliche Aufgabe)
to an independent company. Another early example is the
Austrian Broadcasting Company (ORF), which was trans-
ferred to a separate agency in the late 1960s. The Aus-
trian Railways were organised as a separate company in
1993, the post and telecom company in 1996. Several
funds for industrial support (ERP, Birges, FFF) are organ-
ised as companies at an arm’s length, as it is the Labour
Market Service (AMS) since 1994. Air traffic control was
corporatised in 1994,

The 1980s brought with them a new wave of privatisation,
in the sense of ownership transfer. The motives were
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mixed. Efficiency was among them, the People’s Party
joined the government and supported privatisation as a
political goal, but the potential of the revenues for reduc-
ing the Federal budget deficit was the driving force. In the
majority of cases, possession changed from one public
owner to another. The largest single action was the trans-
fer of the Hauptminzamt (the central mint) from direct
ownership by the central government to the Austrian Na-
tional Bank (OeNB; 1989). The second largest was the
privatisation of 49 percent of the electrical ufilities com-
pany, a state owned monopoly’. The largest portion of the
shares was bought by other public companies or local
governments; only some of the shares were purchased by
the broad public. The state travel agency was sold to a pri-
vate investor (1990), state owned residential flats were
sold to the tenants, shares of the Austrian Airlines (AUA)
were purchased by the public and by other airlines. Public
ownership in the two largest banks was reduced (1987,
1989). All in all, the volume of privatisation in the 1980s
may have amounted to ATS 30 billion; two thirds consti-
tuted the restructuring from one public owner to another.
The main objective was 1o reduce the federal deficit, a sec-
ondary issue was the upcoming idea that efficiency and in-
novation would be supported by private stakes®.

HOW TO PRIVATISE FIRMS: SELLING THE
MAJORITY OF FIVE LARGE INDUSTRIAL
FIRMS

The governing structure of the public firms in manufactur-
ing’ changed several times over the last four decades.

7 Verbundgesellschaft, 1988. This company has the import and export
monopoly, owns the largest share of the distribution network and guar-
antees the overall supply of electricity.

8 For a summary of attempts at privatisation between 1987-1990, see
Siegl (1990). The figures cited do not include specific attempts at priv-
atisation in the nationalised industry sector. During this period, a minor-
ity share of the oil company was sold to the public, the ownership of a
pharmaceutical firm and an electrical firm was transferred to foreign in-
vestors. But at the same time, the nationalised firms purchased just as
many firms, in an attempt to restructure and to internationalise, so that
we consider this phase as one of restructuring, but not of (netf) priv-
atisation.

The OECD (1997) calculates revenues from privatisation at USD 32 mil-
lion, increasing to USD 1.2 billion in 1996, but this includes only priv-
atfisation by public offerings, not by trade sales. The figures are USD
24.7 billion and USD 68.4 billion, respectively, for the OECD countries.

? There are several types of public ownership of manufacturing firms in
Austria. The largest type is the so-called “Verstaatlichte Industrie”. This
sector is comprised more or less of those firms which were nationalised
in 1946 by law (1. Verstaatlichungsgesetz 1946). The ownership rights
were monitored by different ministries and then by different holding or
operating companies, called OIG, OIAG, Al, and finally again OIAG.

Sometimes the firms were directly governed by a ministry,
sometimes separate agencies were installed with limited
freedom in strategic and operational decisions. In the
early 1970s a stock company (OIG, then OIAG) was cre-
ated as a holding company for individual firms; 100 per-
cent of the shares remained in government hands. Differ-
ent steering methods were tested within the conglomerate
of firms. Sometimes the holding company was designed as
a loose financial holding. Later, it was transformed into a
holding according to Austrian business law, which implied
that it could implement strategic goals and extract divi-
dend payments from the individual firms, and reshuffle
them between industries. In the beginning of the 1970s,
all the firms within an industry were integrated in a branch
holding: the big steel companies and those in the non-
ferrous metals industry were merged. The planned oil-
chemical merger was prevented by the management, em-
ployees, and regional lobbies, though law also called for
this merger (“Branchenzusammenfihrung”).

Following the large losses suffered by state owned compa-
nies during the 1980s — centred around the steel company
and its unsuccessful diversification info mining, oil spec-
ulation, etc. — a new step towards reform'® changed the
rules of management rather dramatically in 1987. One
specific feature was increasing the independence of the
nationalised firms from government: the recruiting of man-
agement was de-politicised, a large subsidy (ATS 33 bil-
lion) was injected to stop losses and allow for active strate-
gies. The government announced that this was the last in-
jection of government money that could be expected; any
further losses would have to be covered by privatisation
revenues. The leverage of the holding over the individual
subholdings and firms was increased by defining the newly
created Austrian Industries (Al) as a holding company by
the Austrian Corporate Law. The vision was to form a
large, professional, Austrian, multi-industry conglomerate,
which was planned to go public within three to five years.

Positive restructuring took place during the following
years, the quality of decision-making processes and man-
agement was upgraded, firms invested in active interna-
tionalisation. Minority stakes in the oil company were sold
in 1987 and 1989, but afterwards, privatisation via the
stock offerings of individual firms was forbidden by the
holding, which eventually wanted to place the shares of

The second most important form is the indirect public ownership of firms,
whose shares are held by nationalised banks. The number of firms held
by banks was reduced over time, but as of 1997, the largest European
brick company and major Austrian firms in the vehicle and chemical in-
dustries, and specifically construction industries were still held by the
banks. A third group includes the (former) state monopolies for tobacco
and salt; a fourth sector of firms has been organised as co-operatives.

10 OIAG-Gesetz 1986, OIAG-Finanzierungsgesetz 1987.
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the holding company. A bond option going public was is-
sued for this purpose in 1990, offering a preferential swap
into stocks in five years’ time. However, the attempt to res-
tructure the firms failed. One reason was the specifically
unfriendly business climate in the steel industry, another
was a mismanaged internationalisation campaign by the
large aluminum company (AMAG), which resulted in a
loss of ATS 12 billion in 1993. In addition to these unlucky
events, the conglomerate proved to be too large, the in-
terests of the firms too diverse. In this situation the strategic
interference and control potential of the holding was, in
various cases, simultaneously too strong and too weak. In
the globalising world economy, the time for large diversi-
fied conglomerates had passed, the competitors had
opted for cost reduction, leanness, flexibility, and flat hie-
rarchies.

The final stage of the Austrian nationalised industry and
the privatisation experience started in 1993. The old hold-
ing was dissolved''. A new capitalisation of ATS 7.5 billion
was provided by the owner and combined with the binding
demand to sell all the majority stakes. The new holding
(OIAG) was explicitly stated in the law as being not a hold-
ing company according to Austrian Corporate Law (Kon-
zerngesetz). It could give no orders to its subsidiaries, ex-
cept those which where necessary for the promotion of the
privatisation process. For some of the firms, explicit dead-
lines for privatisation were set (e.g., 51 percent of the
technology group should be privatised by June 1994),
while for others, the method of privatisation was indicated
(the refined steel company should be offered to the pub-
lic). The law used the term “should”, which meant stop-
ping short of enforcing the time and method of privatisa-
tion by law. This created an indicative guide which did not
have to be followed, if there were strong arguments
against it, but otherwise were to be accepted.

The law declared that the goal of privatisation — and there-
fore the criteria for choosing between alternative offers
and methods — is the amount of revenue gained by the
seller. But the law added that the selling agency also had
“to consider that Austrian manufacturing firms and the
value added in Austria should be maintained, if econom-
ically feasible”. This clause had to be realised and was
made operational in the so-called “privatisation con-
cepts”, which were to be developed by the new holding
and approved by the owner (the central government). In
these concepts, the detailed time schedule and method of
privatisation, as well as the restructuring intentions, were
fixed by the OIAG management, and approved by its su-

1" Novelle zum OIAG-Gesetz und OIAG-Finanzierungsgesetz, BGBI.
973/1993. Technically, the holding Austrian Industries was merged with
OIAG and thus disappeared.

pervisory board and finally the owner. The character of the
privatisation concept can be assessed as equivalent to a
strategic plan, which is based on the targets of the law, but
which makes them one step more concrete. The “Austrian
clause” was made operational by establishing a “privatisa-
tion checklist”. This included an assessment of the long-
term business plans of the potential buyers regarding in-
vestment, employment, research activities and headquar-
ters, the probability that the firms would continue to exist
or even be upgraded, the role of the Austrian firms as a
centre of competence, and the consequences for Austrian
suppliers and consumers. The final purpose of the check-
list is o assess whether the buyer will strip the firm, elim-
inate an unwanted competitor, use the acquired firm as a
low-cost supplier, or whether the bidder has a strategic in-
terest in a quality partner with own core competencies. It
does not contain a preference for the nationality of the
buyer.

In 1997, the majority of all of the five large holdings has
been privatised (in four of them the OIAG still holds a stra-
tegic share). In each case a different method, speed or
process was applied. All headquarters remained in Aus-
tria.

The oil and gas company, OMV, found a strategic partner
in IPIC, a company in Abu Dabi. Today, the holding owns
a 35 percent share of OMV, which is syndicated with IPIC,
so as to guarantee the joint strategic dominance of these
two partners. The remaining shares were offered to the
public. The attempt to win other Austrian energy groups as
partners failed, due a to competitive attitude and personal
iealousies. IPIC was chosen because it guaranteed a long-
term strategic interest, the company wanted to integrate
forward and to diversify geographical interests. Finally, it is
not linked to one of the major multinational oil compa-
nies. The potential interests of the large multinational oil
companies did not fit into the privatisation strategy cho-
sen: the risk that the Austrian firm would have been ac-
quired, in order to eliminate an independent competitor
and to downsize it to another regional network of gas sta-
tions had been evident. Attempts to decrease the share of
the holding further are to be expected, but they are limited
because of the necessity to find a reliable partner ac-
cepted by and joining the syndicate.

The Austrian Technology group VA-Tech is a success story.
It started as a collection of several small engineering firms
in the energy and environmental industry, to which the en-
gineering divisions of the largest steel firms were added.
Now VA-Tech is a large international engineering con-
glomerate with subsidiaries all over the world. Specifically,
the firm has a lead in cost-saving technologies in the steel
industry (KVA technology). 51 percent of the shares of VA-
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Tech were offered to the public, 20 percent belong to VA-
Stahl (Austria’s largest steel firm), 24 percent remained in
the holding. Out of the 51 percent sold, a slight majority is
held by international investors (most of them are very small
shares held by investment and pension funds, a 5 percent
share was bought by General Electric), 43 percent of the
shares sold were bought by Austrian investors. Originally,
27,000 Austrian investors bought stocks, although more
than half of them sold their shares after one year (Gold-
mann, 1996).

The privatisation of the two steel firms was performed via
the stock market. The VA-Stahl (which concentrates on flat
steel and basic products in the long-steel sector) was sold
in 1995. The holding kept 38.8 percent, but plans to sell
more shares later. The VA-Tech has a considerable cross
ownership, so that the majority of Austrian owners is well
established. In addition, out of the publicly offered stocks,
56.5 percent were bought by Austrian investors. Since VA-
Stahl has traditionally been one of the largest and best
known Austrian firms, the ownership of this firm is a sensi-
tive issue in Austria. During the 1950s, VA-Stahl devel-
oped the path-breaking LD steel technology, and today
concentrates on the high quality segment for the car indus-
fry.

BUAG is a company which produces special steel prod-
ucts, and which has leading positions in high quality tools.
It is the result of a merger of Austrian and Swedish firms,
and is under Austrian management. lts international qual-
ities, with respect to locations, employees and sales, made
its sale to the international public possible and advisable.
This was done in two offerings, in 1995 and 1996. The
OIAG currently has a 25 percent share.

AMAG is Austria’s largest aluminium firm, and we already
have mentioned the losses in the early 1990s, stemming
from its unsuccessful internationalisation strategy. Too
many firms, some of them ailing, and some of them at ex-
tremely high prices, were purchased. No middle manage-
ment existed capable of keeping track of the reorganisa-
tion, AMAG's assets were too small for a firm in this risky
and volatile field. Earlier, a strategic internationalisation
programme orientated towards the future had been de-
layed by a long discussion as to whether its outdated pri-
mary aluminium capacity should be rebuilt with the help of
a large public subsidy. Political leaders had specifically
promised that subsidy at election times, the management
had concentrated on lobbying for low energy prices to
make primary aluminium production competitive, which is
a tough problem for a high-income country, which lacks
the necessary raw materials, as well as expensive trans-
portation routes or ports. The firm finally had to be restruc-

tured before it could be sold. AMAG was sold in 1996 at

a negative price to a joint venture consisting of the restruc-
turing management and a large, private Austrian com-
pany (Constantia).

Many smaller firms were sold, some via management
buyout, some to foreign firms with larger stakes in the in-
dustry, some to Austrian entrepreneurs. No ideology was
accepted as to the ideal owner, but the privatisation
checklist was always used to add non-financial parameters
in choosing between offers.

The privatisation experience is now considered to have
been successful. The revenues of ATS 23 billion are much
higher than anticipated'?, the holding still owns a strategic
investment in four of the five firms, which is valued by the
market at ATS 28 billion, and headquarters have re-
mained in Austria. The sales of the five firms are rising, the
stock market evaluation outperforms the general index.
Employment is declining, but not much faster than in other
parts of manufacturing'®.

If we sum up the results, we can recognise the following
specific features of the process:

* Privatisation was rationalised by the experience, that
neither variant of public ownership could control a
large and diversified conglomerate. The only way fo
stop pouring money into the firms was to render the
firms to private ownership and stock market control.

* The former holding company, which initially was a fi-
nancial holding, and then a holding by corporate law
exerting a strategic influence on the individual firms,
was fransformed into a privatisation agency with the ob-
iective of relinquishing the majority stakes. For that pur-
pose, but only for that purpose, it could intervene in the
firms, with the stick being the necessity to pay back the
old loans, and the carrot being an incentive contract for
the management with a 50 percent bonus, if privatisa-
tion revenues exceeded expected revenues. To a great
extent, the firms were restructured before privatisation,
which helped increase the revenues from privatisation
considerably.

* The maximisation of revenue was the main criteria for
choosing the time and type of privatisation, since only

12 OIAG (1999) reports sales revenues from stock market transactions of
ATS 30.5 billion, and additional sales revenues of ATS 6.8 billion from
selling smaller firms to strategic investors. These figures include revenues
from selling the salt company and shares of the tobacco company (both
were not part of the original portfolio of OIAG).

13 As of 1998, total sales of the four large partially privatised firms
amounted to ATS 163 billion (1993 139 billion). These four firms em-
ployed 51,438 people (1993 53,395). The eight firms which were com-
pletely privatised have increased their sales from 18 to 22 billion (em-

ployment from 8,827 to 10,897; OIAG, 1999).
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high revenues would allow paying back more of the old
debt. The time schedule in the privatisation law was in-
dicative and could be changed if the holding demon-
strated that restructuring would increase the revenues.

* A second criteria for choosing among potential buyers
was the continuing operation of the privatised firms,
specifically that of firms located in Austria, and the
value added created by them. This criteria nearly equat-
es to a national preference clause. But the careful use
of words, and the objective, allowed the law to pass the
scrutiny of the EU competition agency. Preferring a
buyer who can plausibly contend that he will continue
the production in the same country and use the plants
as the headquarters for international expansion is not
unfair. The alternative offer, by which the plants would
be shut down, since they are one of many in an industry
faced with overcapacity, and the headquarters of the
acquiring firm are located in a faraway country, which
is already coping with excess capacities, would prob-
ably also be shunned by a private investor. The priv-
atisation checklist and the privatisation strategies defi-
nitely preselected the structure of the potential buyers.
In the oil industry, it was quite clear that no large multi-
national firm would be accepted. In the aluminium in-
dustry, the offers made by three buyers were very close,
as far as the revenue aspect alone was concerned. In
the case of BUAG and VA-Stahl, large purchasing or-
ders by a competitor would probably not have been ac-
cepted.

* Privatisation succeeded insofar as all five companies
were sold and the strategic ownership of all of them re-
mained in Austria. This was achieved in a non-discrimi-
natory fashion, no single question of fairness was raised
in Brussels by a competitor.

The success of this process induced the Austrian govern-
ment to use the holding or, respectively, its management
team, for further privatisation plans. The management
team chairs the Austrian Post and Telekom Holding
(PTBG), which had two goals: to repay old debts and to
make the operative company (PTA) fit for competition (and
privatisation in 1999).

HOW NOT TO PRIVATISE A BANK, OR THE
MISSING PRIVATISATION AGENT

In contrast to the successful privatisation of the manufac-
turing firms, the privatisation of the two largest banks has
become a long-lasting tragedy'. Specifically, the Austrian
government has been planning to give up its majority

'“ For an extensive documentation see Aiginger — Mooslechner (1999).

stake in the CA ever since 1987. The type of privatisation
selected was to find a buyer who would purchase a stock
package, which enabled the strategic control of the bank.
The process of selling was directly managed by the minis-
ter of Finance. Offers had to be made to him; he assessed
the adequacy of each offer. An agreement between the
two parties of the ruling coalition declared that privatisa-
tion was a sensitive issue in which the minister of Finance
had to consult the minister of Economic Affairs. There was
no definite agreement as to what objectives the sale
should follow — for example, whether the maximisation of
revenues was the overriding goal or whether it was a nec-
essary or warranted condition to demand that the pur-
chaser be of Austrian nationality. At least implicitly, the lat-
ter was the case. In addition there was an understanding
that the CA had always been the bank belonging to the
sphere of the conservative party, so that buyers from that
party had priority.

Several offers came in over time. A serious offer was made
by a large Swiss bank, but it was publicly rebuffed by the
Austrian People’s Party, and therefore withdrawn (1993).
Another offer came from a group representing an agro-
industrial bank, which was rejected by the minister of Fi-
nance due to imprecision. For a long time, the favourite
bidder was a consortium, which included a conservative
bank, an ltalian and a German group, as well as several
Austrian manufacturing firms (Consortium). The offer was
accepted with varying degrees of enthusiasm from the
right to the left side of the government, but the financial
offer was rather low and the decision making structure
within the consortium remained unclear. Finally, a public
offer was issued in the Financial Times. Although it did not
mention a preference for Austrian offers, a few days later
the head of the Austrian government declared that Aus-
trian buyers would have priority. The result was — apart
from angry comments in the international press — that the
offer made by the Austro-ltalian-German consortium re-
mained the sole bid.

This was discussed for many months, and then the minister
of Finance decided that it was too low. He issued another,
final tender, stating that the size of the offer, its strategic
effect on reform in the Austrian financial sector, and un-
specified Austrian interests would be the decisive criteria
for acceptance. Three offers were received, one made by
the consortium, one by a private Austrian citizen who had
sold Austria’s largest retail company some months earlier,
and a surprise offer by the Bank Austria, the CA’s main
competitor. Through a merger some years earlier Bank
Austria had become Austria’s largest bank. lts ownership
structure is difficult to explain, but essentially its boards are
appointed by the local Viennese municipality.
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The last offer was by far that with the largest financial con-
tribution. Now a political quarrel began between the coa-
lition partners. The socialist party had for a decade implic-
itly accepted that the CA should remain within the conser-
vative sphere, but this assumption was never expressed ex-
plicitly and was, of course, not one of the conditions in the
tender. Officially, the People’s Party claimed that the offer
should be rejected, because the BA had, itself, received
public support to prevent bankruptcy 12 years earlier. Fur-
thermore, the BA had asked for exemption from the obli-
gation to fulfil the compulsory standards for its own assets,
as recently required by EU law. It was also claimed that
this offer would not result in a privatisation, since the ma-
jority share of the BA belonged (in a rather indirect way) to
the Viennese municipality. Experts questioned the syner-
gies between the two banks, which could be derived from
a merger, others decried the loss of options for large firms,
especially firms wanting to issue stocks, since together, the
two banks made up 80 to 90 percent of newly issued equi-
ty in Austria. On the positive side, many observers agreed
that the merger of the two banks would create a large
player in the European finance industry, specifically, highly
competent in Central and Eastern Europe. Austrian own-
ership was given, while the value to the restructuring of
Austria’s overcrowded financial sector was considered to
be mixed, although judgements were leaning tfowards the
positive side.

The minister of Finance permitted the bidding to enter a
second round. The BA and the consortium increased their
bids, but the relative ranking remained unchanged. Before
finally awarding the CA to the BA, the coalition partners
agreed on several side agreements, which to some degree
will soften the links between the BA and the Viennese mu-
nicipalities, and which will temporarily shelter the CA from
radical stripping and downsizing. After ten years of irreso-
lution, the story ended with a financial success for the min-
ister of Finance — as far as privatisation revenues are con-
cerned — and a strategical triumph for the BA over an in-
decisive conglomerate. The EU commission accepted the
merger with minor amendments.

What is to be learned from this story?¢ My main conclusion
is that the minister of Finance cannot privatise a firm by
himself. His attention to the problem of privatisation fluctu-
ated over time. When budgetary problems or Maastricht
criteria became urgent, the attention towards privatisation
vanished. In addition, he is a member of a political party,
and as such is confronted with a great amount of pressure
from his own party and from his coalition partner. The task
of the owner is o specify in advance the goals, a rough
time frame, and maybe the type of privatisation. Then, he
needs to delegate the process to an agency or company,
which can make decisions professionally, according to the

rules stated. The agency should have some temporary lev-
erage over the firm to be privatised, the minimum being a
close co-operation with the firm’s supervisory board. Sev-
eral times, the management of CA actively interfered to at-
tract or thwart off offers from potential bidders. It preferred
a public placement, because this type of privatisation
would have permitted the largest manoeuvring capacity
for the management and of course, its contfinuation. Fi-
nally, the incentives for the privatisation agency should be
such that payment directly depends on the fulfilment of the
criteria for privatisation, as declared by the owner. All
these rules were fulfilled in the privatisation of the nation-
alised manufacturing firms, while none were obeyed in the
privatisation of the CA'®.

OTHER FORMS OF PRIVATISATION:
LIBERALISATION AND RESTRUCTURING OF
GOVERNMENT

This article can not offer an overview on privatisation and
liberalisation of the utilities, nor of restructuring govern-
ment in Austria. The system of regulating natural monopo-
lies has already been described as a double grip, consist-
ing of public ownership and a rather strict regulatory pol-
icy for entry, prices and technical rules. Systems vary for
electricity, telecommunications, railways, and gas. The
pressure to change the system originated from the rules is-
sued by the European Community. Deregulating or liber-
alising entry is lagging in all sectors but has started. The
large PTO has formed a telecom subsidiary, a controlling
minority stake (25 percent plus 1 share) has been sold to
Telecom ltalia. The mobile telephone firm has got private
competitors. Some of the electricity companies have sold
minority stakes, a solution to form a larger company in-
cluding the Verbund and some regional companies is in a
late stage of discussion. Electricity imports are liberalised
according to the rules of the European Community.

As for the government sector proper contracting-out and
the tendering of services and licenses are underdeveloped
in Austria. An overview on the transfer of services to off-
budget companies is given in Gantner (1994), concluding
that the off-budget companies had not been overwhelm-
ingly efficient. One reason could be inefficiencies in the
monitoring process. In rare cases, the objectives of these
firms were stated precisely; many of these agencies implic-
itly try to follow certain non-economic goals. A more recent
review on the attempts to include principles of public sector

15|n the latest stage, most of the rules were fulfilled. An international
consultant guided the last tenders in close collaboration with the bureau
of the minister of Finance.
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Table 1: Privatisation revenues in EU countries

1990-1993 1995-1997
As a percentage of GDP

1995-1996
As a percentage of
domestic market
capitalisation

Austria’ 0.04 0.56 2.30
Belgium 0.042 0.60 .
Denmark 0.29¢ 0.09 0.30
Finland 0.272 0.37 1.00
France 0.972 0.31 0.50
Germany! 0.02¢ 0.34° 2.00
Ireland 0.60¢ 0.337 .
Italy 0.202 0.57 2.50
The Netherlands 0.14 0.49 0.80
Portugal 1.44 2.98 .
Spain 0.288 0.87 1.10
Sweden 0.14° 0.37 0.50
U.K. 1.1 0.48 0.40
EU 15 0.26 0.44

Source: Financial Market Trends, 1999, (March). — ! Information on trade sales not avail-

able. —21993. 31990, 1993. - 41991, 1993. - 51996, 1997. - ¢1991-1993. -7 1995,
1996. —81990, 1992, 1993. - 21992, 1993.

management info the government sector is given by Ober-
mair (1999). For a discussion which objectives should be
addressed by government, see Bayeret al. (1997).

CONCLUSION

Privatisation has recently become an important topic in
Austria. Privatisation revenues are now large compared to
other countries and compared to the size of the Austrian
stock market (Table 1). Traditionally, there has been a
high degree of direct interference by the government and
centrally organised social partners with Austria’s economic
sector. Public ownership has been larger than in other
Western countries; specifically up to one quarter of Aus-
tria’s manufacturing firms were nationalised.

The nationalised sector of Austrian manufacturing devel-
oped quite favourably up to the 1970s; afterwards, it tum-
bled from one crisis into the next. Between 1993 and 1996,
the majority of all large firms was sold. It is interesting to
note that it was a privatisation experience after restructur-
ing. We label the experience a success, since the revenues
were high, the headquarters remained in Austria, and the
privatised firms for a long period outperformed the stock
market average. The privatisation was delegated to the for-
mer holding company, which was transferred into a priv-
atisation agency with clear incentives to privatise. The priv-
atisation schedule and mode was flexible; a specific supple-
mentary criteria demanded that offers with higher value
added in Austria should be preferred, if economically feasi-
ble. The nationality of the owner did not play a role.

In contrast to this successful privatisation, the attempt to
privatise one of Austria’s largest banks had gained world-
wide aftention as a long and cumbersome process. The

difference between privatisation in the manufacturing sec-
tor and privatisation in the banking sector was that the first
followed explicit rules (guidelines for the objective, the
schedule, and the form of the privatisation) and was dele-
gated to a privatisation agent with the power to restructure
firms. In contrast the latter remained under direct minis-
terial control up to the very last stage of the privatisation
process, the feam in charge of the process was restricted
in its strategies and options by political considerations.
The bank itself was reluctant to be privatised and sought to
affect the buyer and the method of privatisation. No inde-
pendent agent was employed to promote privatisation and
supervise the project up to its final stage.

Austria has long been lagging in liberalisation and priv-
atisation of its large infrastructural firms. It has many ex-
amples of off-budget companies, but often neglects spec-
ifying the objectives of these agencies, defining universal
services, and monitoring them after cutting direct links.
Contracting-out, tendering of services, and application of
the principles of public sector management offer addi-
tional space for future restructuring of the government.
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sales and employment, and they are noted on the stock
market — performing for a long time above average. The
success of the privatisation was based on the explicitly
stated goal to privatise and the following delegation of
the process to a privatisation agency with clear incentives
to privatise. The privatisation schedule and mode was
flexible; specific supplementary criteria demanded that
offers with higher value added in Austria should be pre-
ferred, if economically feasible. The nationality of the
owner did not play a role.

In contrast to this successful privatisation, the attempt to
privatise one of Austria’s largest banks gained world-
wide attention as a never ending story. The difference
between privatisation in the manufacturing sector and
privatisation in the banking sector was that the first fol-
lowed explicit rules (guidelines for the objective, the
schedule, and the form of the privatisation) and was del-
egated to a privatisation agent with the power to restruc-
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ture firms. In contrast the latter remained under direct
ministerial control up to the very last stage of the priv-
atisation process, the rules were changed during the
process, and never made explicit up to a very late stage.
The principal was weak and his choices were limited by
political considerations. The firm was reluctant to be
privatised and sought to codetermine the buyer as well
as the method of privatisation. Furthermore, no special
agent was employed to promote privatisation and super-
vise the project.

Liberalisation of the large infrastructural firms follows the
rules of the European Union, without using the potential
of earlier schedules. Restructuring the public sector ac-
cording to the principles of new public sector manage-
ment is only in the beginning. Many examples of off-
budget companies exist, but specifying the objectives of
these agencies, defining universal services, and monitor-
ing them after cutting the direct links is done insuffi-
ciently. Contracting-out, tendering of services, and com-
petition within the government are less common than in
other countries.
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