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“golden share”™ whereby the government re-
tains a veto on key decisions of the privatized
company. The golden share concept has been
used successfully by several countries who
privatized strategic sectors,

Regulation

A significant reason for government owner-
ship of infrastructure enterprises, particularly
those operating in monopolies, is the [ear that
the private sector will abuse its market power
by reducing the quality of service or increas-
ing prices. Privatization will only lead to an
increase in the standard of living if it is ac-
companied by proper government regulation.
There are many examples from international

experience in the establishment and rules of

regulation; Iran will have to invest in, and
work hard to, adopt the best practical regula-
tion models. This will require government
resources and commitment.

Role of Foreigners
In the case of Iran, with its own particular
type of paranoia from foreign domination and

hegemony, there are sufficient quantities of

domestic private capital. If the government
chooses, foreigners could be kept out of the

States. The foreign agencies urging privatization
are mainly the IMF, the World Bank, and the
USAID. Secondly, it is considered to be a re-
sponse to the political interests of the business
classes, foreign and domestic, who put claims
on the state and seek reliel from obligations to
the public. Businessmen understand both that
achieving their economic interests requires po-
litical action and that, by their location and
wealth, they enjoy considerable leverage. Fi-
nally, business classes seek to dominate the state
with a view to affect the distribution of national
income in their own lavor at the expense of the
masses, A variant on this last point is that the
poor are bound to become poorer in a free-mar-
ket economy because the increasing wealth of
the few and the pairing of the economy to ad-
vanced industrial nations contributes to infla-
tion and the lowering purchasing capacity of
the poor. Cognizant of this argument, political
leaders fear that privatization and rapid liberal-
ization of the economy may lead to political
turmoil, a turmoil which could undermine their
regimes.

Recommendations:
When the actual privatization schemes
within NIOC (National Iran Oil Company) are

Jrivatization

purchase of upstream activities entirely. For-
eigners would be allowed to partner with do-
mestic entities on upstream activities with
Buy Back schemes or Product Sharing Agree-
ments. To attract the large multi-national oil
industries with their expertise and financing
capabilities, it would be prudent to offer a
small percentage of the stake in the down
stream activities.

The strongest charge against privatization has
generally been political. Firstly, it has been
argued that because it has been sponsored by
foreign actors, privatization reflects the inter-
ests ol advanced industrial states which occupy
a prominent place in the world economy, such
as those of Western Europe and the United
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implemented, the private sector will look to
both internal and external sources to fund the
acquisition of the shares. Generally, we should

expect domestic deposits to absorb most of

the financing burden. This is another reason
why the process should be a gradual one: oth-
erwise the reduction in deposits could force
banks to curtail lending and may lead to a
credit crunch. While the aim is to bring larger
private sector participation., a rush to
privatization without careful planning could
end up disrupting private sector activities.
There are companies where the government
has sold part of its share holdings without dis-
turbing the stock market. Successful examples
in public and private partnership include the
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selling ol government shares in industrial, elec-
tricity, petrochemical, agriculture, cement and
services companies. As most of these compa-

* nies still operate in a monopolistic or semi-mo-

nopolistic setting, and as they are the only pro-
viders of the goods and/or services they offer,
clear and eflicient regulations of their behavior
need to be in place before they can become can-
didates for privatization. Some of them need to
be reorganized and nursed to profitability be-
fore they are floated in the stock market. Air-
lines, NIOC helicopter services, tanker compa-
nies (NITC), telecommunications, public trans-

» port companies and port services are among the

grouping which will need re-organization.
While one can not generalize, some of the
afTiliated companies of NIOC are pricing their
national assets and labor out of the private
sector reach, thus weakening the relationship
between productivity and wages. Over pro-
tection of local labor has given the private
sector a disincentive to hire locals, an issue
that needs to be addressed. Furthermore, over
pricing the worth of the affiliated companies
discourages serious bidders from participat-
ing in the privatization of those entities.
Finally, it should be noted that privatization
does not necessarily mean the total transfer
of ownership from the government to the pri-
vate sector. Many of the government’s con-
cerns may be partially addressed by retaining
a minority government ownership, as well as
instituting efficient regulation. Partial govern-
ment ownership should be transitional and it
should not convey the notion that the govern-
ment 1s guaranteeing private investment.
For privatization to work in general and spe-
cifically to make privatization work in the Oil
and Gas sectors, the [ranian government must be
able to analyze complex policy issues, make le-
gal changes to the existing laws, choose among
alternative privatization methods (if a home
grown model or template is not yet available),
and complete privatization deals with transpar-
ency. Privatization is more skill and information
intensive than other economic reforms. While
prices, tarifls, or interest rates can be deregulated
relatively easily, the expertise needed for gov-
ernment involvement in privatization can not be
achieved without significant study and prepara-
tion. The choice of public enterprises to be priva-
tized is not only politically controversial but re-
quires sophisticated technical analysis, as do fi-
nancial restructuring, valuation, and the design
ol regulatory systems. ©)
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