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Abstract

The privatization of public enterprises has being implemented in Taiwan for
the past 15 years since the promulgation of privatization policy in 1989. Yet there
are still pros and cons on various issues concerning privatization, such as the
issues of uplifting enterprise competitiveness, protecting employee rights, or
opening public offerings of stocks, etc. Thus, at this juncture it is imperative to
conduct an overal review and evaluation of public enterprise privatization
policies, with the aim to clarify and suggest directions for more transparent policy
implementation in the future, to gain public support, and to reduce enterprise
workers' apprehension and resistance.

This project involves comprehensive review and thorough discussion of
many aspects of privatization policies. The following is a brief summary and
conclusion of the seven aspects which have been extensively explored by the
project team:

1. Privatization Impacts, Advantages and Disadvantages.

Based on related studies conducted by CEPD, those enterprises that have
completed privatization process did perform positively in terms of financial
structure and employee productivity. Those enterprises also advanced in the
competitiveness rankings. However, it aso appears that employee protection
could be a serious problem, especially when privatization was undertaken during
the period of economic downturn or high unemployment rates. Thus, it is
important to address the issue of worker placement and relocation package.
Another concern about privatization is the impact of auctioning off public
holdings on the stock markets. To reduce the adverse impact on the stock markets,
it is suggested that the releasing and selling of public holdings need to be more
versatile and flexible.

2. Privatization Assessment and Foreign Experiences.
Based on review of foreign experiences it is suggested that since

privatization involves many complicated aspects, the timetable to privatize a
specific public enterprise should be more flexible, and should also consider the
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different competitive structure that different public enterprises are situated. For
example, for enterprises of the natural monopoly or public good nature, whether
or not they should be privatized needs to be reassessed. If it turns out that they
still should be privatized, it is important to develop an independent and effective
regulatory mechanism.

It is the view of this project team that it iSs not necessary to stipulate a
stringent timetable for privatization. If atimetable has been determined before, in
principle, it should be carried out accordingly. But if the reassessment reveals that
the timetable is unrealistic, it is suggested that a timetable can be reformulated
and reprioritized according to the four principles detailed in the project. In
addition to the four principles, we suggest two concepts to be incorporated in the
privatization implementation process: (1) Profitability should not be a yardstick
for the decision to privatize or not; (2) For enterprises of public utility or natural
monopoly nature, it is important to establish a transparent regulation mechanism
(such as the parameters used in pricing formula) prior to privatization.

3. Should the Definition of Privatization be Broadened?

The most important element and characteristic of privatization, in our view,
is to alow the private sector full autonomy in enterprise decision-making. Some
enterprises that are regarded as being privatized by the current definition are
actually still controlled by the government. Hence there is a need to rethink and
redefine privatization. One way to determine if a specific enterprise has achieved
the standard of privatization, in our view, is to measure the extent of that
enterprise’s operational efficiency.

4. Employee Benefits after Privatization and Protection of Displaced
Workers.

The project team suggests adoption of the goal-oriented job training concept,
proposed by Sunita Kiteri in the 1998 World Bank Report Privatization and L abor:
What Happens to Workers When Governments Divest. In essence, this concept
offers workers a choice between job training and other equivalent benefits but no
job training. In addition, a consensus emerged from several dialogues with many
public enterprise workers. That is, the real compensation and sticky issue lies in
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the buy-out of civil servant status. The union leaders consider the compensation
of civil servant status as the most concrete and tangible compensation.

5. How to Win Support of Workersto Agree on Privatization.

To gain support (or reduce resistance) of workers for privatization, one
common global practice is to alow employees to become owners of the firm,
through reservation of issues or discount sales of issue with preferential financing.
That way the workers and the new management share the same interest of the firm.
The project team recognizes that one major difficulty of privatization in Taiwan is
the protection of workers benefits. The team aso notes a maor problem in
Talwan's case studies in this respect, namely, the “late joiners get more”
syndrome. To deal with these problems, the team suggests direct monetary
compensation such as a one-time buy-out of civil servant status. And in doing so
it isvery important to insist on standardized treatment to all workers, regardless of
the profit performance of the enterprises and the timing of the compensation, i.e.
no more “drag on and get more”.

6. Should There Be a Buffer Period during Privatization Process?

The project team holds the view that the government should first adjust the
system or structure of the enterprises before privatization, and should not do so
just for the sake of privatization or for alleviating budget deficit. Also, for those
enterprises that have the characteristic of public good or utility, the current user
benefits should be protected and not to be jeopardized following privatization.
Moreover, for those enterprises currently burdened with policy charges in their
operation by the government, those charges should be relieved following
privatization so that they can stand on alevel-playing field to compete with other
enterprises.

7. How can the Privatization Process Be More Transparent?
It is suggested that more should be done to avoid political influence over
privatization process and rent-seeking behavior or improprieties. For instance,

over-interference from the legidlative sector should be avoided in the legal design
of privatization. Further, during the process of the offerings and selling of public
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holdings, there needs to be an open, fair and transparent system in place so as not
to benefit particular entities.
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