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Abstract: In this paper it is tried to present results from studies done about privatization of companies in some
countries and its comparison with some results of carried out investigations in Iran and examines the performance of
privatization in companies with state ownership. To do this, results of the study will be provided and then compared
in terms of changes in profitability, operational efficiency, output, dividend and financial leverage. Then causes of
the changes will be stated. The results show that privatization will aid the improvement of companies' performances
in many countries, industries and in competitive media. Privatization causes increase in profitability, efficiency,

return, dividend and decrease in financial leverage.
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Introduction

During 1950's and 1960's state economy was
preferred to non-state economy, especially in
underdeveloped countries. Gradually and by spreading
the demands of state activities, some problems like
strong bureaucracy, weakness in management system
and ... caused non-efficiency of state activities during
1970's and 1980's. These problems caused the trend to
self-organized mechanism of market and privatization
to be supported by states. Privatization could make
many benefits and advantages for industries both in
developing and developed countries. States have
learnt how to do privatization plans more efficiently
because of reporting academic findings and
professional data during the last decades. Results of
the research show that companies with private
ownership have better efficiency rather than those
with public or state ownership and where competition
exists in some parts, private sector is able to provide
the same services with better efficiency and results
toward state sector. Most governments accept
privatization plans to increase their income and
improve their financial and executive performance of
state companies by placing them in contact to market
forces, especially governments expect privatization to
increase their profitability, operational efficiency,
ability of the company for investment and improve
their return. In this paper it is tried to study the
accuracy of performance of privatization by providing
results of studies.
Studying some researches relating to privatization
performance

Movement from public or state ownership toward
private one has many advantages for companies. This
issue is clearly shown in Vining and Boardman (1992)
(Amount control and market share), Dewnter and
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Malatesta (2001) (control of business cycle) and
Tian's (2000) researches. Also, La Porta et al (2000)
have studied state banks ownership in 92 countries
and found that state ownership causes delay in
development of financial systems and limits economic
growth rate and this issue was often related to the
effect of state ownership on efficiency. Megginson,
Nash and Van Randenborgh (1994) showed that after
privatization, operational efficiency, profitability,
investment expenses and dividend increased and
financial leverage significantly decreased. There was
no evidence to decrease work force but important
changes occurred in companies' leaders.

Miri  (1994) noted one of the aims of
privatization in Iran to increase efficiency. In fact, the
main question of this study is whether privatization
will cause increase in efficiency or not. To do this, the
hypothesis established on two efficiencies: 1-
economic efficiency, which is studied through
profitability ratios, and 2- technical efficiency which
is studied through studying companies' production.
Relating tables for financial ratios in this study show
that profitability ratios and companies' production
have had a significant increase after privatization than
before it. Rafiei (1995), in a research to study this
issue that transferred companies in Iran have had
better efficiency after transfer, showed some indices
have been extracted and studied efficiency of
transferred companies for 2 or 3 years before and after
privatization regarding to the defined indices. Results
studied showed that efficiency of companies
transferred to private sector was more desirable than
before. Thus, privatization, as a policy to improve the
efficiency of transferred companies, was confirmed.

Petrazzini and Clark (1996) studied active
companies in field of telecommunication and found

editor(@americanscience.org




Journal of American Science 2013;9(1)

http://www.jofamericanscience.org

that privatization cause improvement of level and rate
of growth of partners but doesn’t have significant
effect on quality of services. Also, Boubakri and
Cossett (1998) show that after privatization, output,
operational performance, profitability, investment
expenses, dividend and work force will increase and
financial leverage will decrease, significantly. In
addition, Claessens and Djankor (1999) found that
hopefulness of new managers (especially with private
ownership) and concentrated ownership (especially
foreign strategic owners and investment funds don’t
use bank supports) will cause significant improvement
in margin of profit and utilization of work force.
Frydman et al (1999) believed that privatization, if the
buyer is internal, will cause 18 percent increase in rate
of growth and if the buyer is foreign will cause 12
percent increase in rate of growth. Also, if the buyer is
foreign, it will cause 9 percent increase in utilization
growth. In this term, Djankov (1999) studied
privatization in 6 independent states and observed that
foreign ownership will cause changes in high levels of
management and ownership by employees of the
company will cause efficiency of staff and changes in
low levels of management. Dsouza and Megginson
(1999) compared financial and executive performance
before and after privatization in 85 privatized
companies and found that privatization will cause
significantly increase in output, operational efficiency,
profitability band dividend and also decrease
significantly in leverage. Mohammadi (1999)
evaluated results of privatization policy in Iran in
Electricity  Distribution Company using some
documents and indices. The obtained results showed
that in this company deep changes have occurred in
comparison to the past. But, regarding to the lack of
providing  required  substrates,  organizational
effectiveness was not described in terms of lessening
the size of organization and following that, decrease in
costs, serious responsibility toward customers,
competition creation, complete separation from state
sector, development of share ownership, profitability
and omitting the exclusiveness. Wallsten (2000)
studied 30 companies from Africa and South America
using Panel data, were privatized during 1984-1997
and found that privatization can be useful only when
used with independent and efficient rules.

Almasi (2002) has studied effects of privatization
policies of Iran government in terms of finance
effectiveness evaluation of these policies has been
carried out using three criteria, each share income,
assets output and special value output status of the
three criteria has been studied 5 years before and after
privatization for the privatized companies. The
privatized companies evaluated in frame of 5 different
industries and surveyed totally. Results of this study
show that financial efficiency of the companies had no
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meaningful changes after privatization. Thus,
execution of privatization policy hadn't been able to
achieve the aims, means efficiency improvement of
the companies. Gupta (2005) studied Indian
companies during 1990-2000 (using companies of
which some ownership parts had been privatized
during 1991-1999 and companies of which no part
had been privatized) and resulted that privatization
had positive effect on profitability, efficiency and
investment. Boubakri and et al (2005) showed that in
countries with weak support by investors had more
importance. In a similar comparison, Boubakri et al
showed that privatization caused improvement in
profitability, efficiency and output. They also obtained
same data for a sample containing 230 companies
during 1980-1999.

Ranjbar Dargah (2005) in a research tried to
evaluate effects of privatization on performance of
transferred companies to the private and state sectors
to study the improvement of companies' performance
after transfer comparing before it and effect of
different ownerships (public and private) after transfer
on their performance. So that, it will be identified
what kind of private or public ownership has
performed better after transfer. Using financial
information related to 18 companies (8 companies
transferred to the private sector and 10 companies
transferred to the public sector) which transferred
during 1991-2000, performance of three years before
and after transfer of the two categories were studied.
Results from hypo tests show that companies'
performances improved after transferring. In all
mentioned studies above, researches have focused
only on a special industry or field. Thus, in order to
detailed study of influence of privatization on
companies' performances, Mathur and Banchuen
researches (2007), which studied influence of
privatization on financial and executive performances
of 103 privatized companies around the world during
1993-2003, will be provided. In this study the final
sample includes 103 companies from 36 countries in
which 65 companies are from developed countries and
38 ones from developing countries. Performance
criteria tested include: profitability, operational
efficiency, output, financial leverage and dividend. In
the following, results obtained from the above
research compared with other ones.

Comparison of the research results

In Mathur and Banchuen study (2007),
profitability was measured by three ratios: Return on
sale (ROS), return on assets (ROA) and return on
equity (ROE). Results show that after privatization,
profitability increased but this increase was not
important. Average ROS increased up to 5.97%, i.e.
from 13.37% to 19.33% and profit margins of 45% of
sample companies improved after privatization.
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Although this important lack of change in profitability
after privatization in the studied sample in Mathur and
Banchune's research (2007) is similar to the results
obtained from Almasi (2002) and Mohammadi
researches (1999), it is somehow different with the
results from other researches. For instance, La Porta et
al (1999), Boubakri and Cosset (1999), Classens and
Djankor (1999), Tian (2000), Gupta (2005), Rafiei
(1995) and Miri (1994) studies show usefulness of
privatization to improve profitability of companies
with state ownership. According to the study of Boike
and et al (1996), a possible explanation to increase
profitability is that privatization cause's shift of the
company control and cash flow to the managers who
like more profitability and efficiency rather than
politicians. Sales efficiency (SALEFF) and also Net
income efficiency (NIEFF) for each employee used as
the efficiency criteria. Results of Mathur and Panchu
research as well as other ones such as Bpardman and
Vinning (1992), Ramamutti (1996), Pettrazzini and et
al (1999), Tian (2000), Rafie (1995), Miri (1994) and
Ranjbar 's (2005) showed improvement in efficiency
which describes this viewpoint that when companies
with state ownership enter competition markets and
their state subsides stopped, they utilized their human,
technical and local recourses more efficiently. In
Mathur and Bancheun research (2007) output rate was
studied using actual sales in which the obtained results
show significant increase in actual sales. Potential
reasons for increase in output after privatization in this
study and other ones are: better bonus, more flexible
financial ~ opportunities, more and  boarder
competitions for innovation and creativity. Also it
seems that increase in output can be resulted from
increase in efficiency of private companies. Mathur
and Bncheun used debt to assets ratio (total debt /total
assets) and long-term debt to quality ratio (long-term
debt/equity) in order to measure changes in financial
leverage. As it was predicted, a meaningful decrease
registered for both ratios. These ratios decreased
almost in 69% of companies after privatization.
Broudly et al (1984) and Dewenter and Malatesta
(2001) studies showed decrease in debt levels.
Companies with state ownership have high debt levels
as they can't sell stocks to the private sector investors
and thus the only way to support their financial needs
is injection of investment by the government and
retained earnings. Therefore and most probably, state
companies will decrease their debt levels after
privatization as separation of government guarantee
from the debts increase their Borrowing costs and they
prefer to finance it through offering of shares.

In Mathur and Bancheot research, dividends
divided by sale and total dividends divided by net
profit were used to study changes in dividends.
Results of the study for dividend after privatization,
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not only in this study but also in most studies, are
similar and show that privatization cause increase in
dividend. According to Megginsaon study dividend
increases after privatization, as private investors want
more dividend and this dividend is a response to the
broad ownership and most privatization plans resulted
in it. According to what mentioned about performance
of privatization, the following cases can be noted as
effective factors for better efficiency and also barriers
in privatization:
Effective reasons for better efficiency of privatized
companies
1- Shift of company control and cash flow to the
managers who interest in profitability and
efficiency more than politicians.

2- More efficient use of human, technical and
national resources.

3- More flexible financial opportunities.

4- More and broader competition for creativity and
innovation.

5- Increase in efficiency

6- Omitting governmental guarantees and financial
support through public offering stocks.

7- Significant decrease of costs.

8- More dividends because of investors' demands in
private sector to receive dividend

9- Managent and organization aims.

10- More and strong supervision by beneficiaries.

Some barriers in the path of privatization
Although studies done in this field in some cases

show positive results, in some instances barriers have

been noted that by removing them, better results can

be obtained, which include as follow:

1- 1-Lack of proper substrate to achieve aims of this
plan

2- Lack of required supporting rules.

3- Lack of transparency of ownership of company
shares

4- Lack of economic resources as the main
background

5- Non resolving the subject of excess human force.

Conclusion

In this paper results of some studies done in Iran
and other countries, related to financial and initial
privatization through public offering shares, have been
reported. According to the survey of these researches
it can be noted that privatization will cause increase in
profitability and also significant increase in three
criteria of efficiency. Most carried out studies showed
significant increase in output. Better bonus, more
competition and creative entrepreneurship are possible
reasons for this increase. Also, these studies show a
significant decrease in financial leverage. Availability
to investment markets and omitting of governmental
guarantees in case of debts is the reason to decrease
leverage ratios. These researches show important
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increase in dividends which is for the demands of
investors to receive more dividends. Although, carried
out studies show positive results, in most cases there
have been some problems and barriers such as lack of
proper substrates to achieve the aims of this plan, lack
of required field of share ownership, lack of economic
resources as the main background, non resolving the
subject of excess human resources, and it seems we
can get better results by removing these barriers.
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