
Abstract

This articie uses the reform of New Zea-

land's state-owned enterprises from

1984-1995 to h igh i igh t two iessonsfor

public sector reform from New inst i tu-

tionai Economics, First, faiiure to appiy

agency, property rights and transaction

cost theory in tandem can iead to t ime-

consuming pauses and poiicy stiift s in a

reform programme. Second, a d iscr im-

inating aiignment between the inst i tu-

tionai environment and the reguiatory

governance structure chosen is crucial

for successful privafizafion in indus-

tries characterized by economies of

scaie, iarge non-redeployable invest-

ments and extremeiy poiit ical output

such as teiecommunications and eiec-

tr icity.
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INTRODUCTION

y ront r i i ip t . i l i i io l,ii"o,' •,.( ,ilc rcst rurUir ino nt no l i i i i ,ilt\ s r i i s i l i \ r --rr lnrs ot

i h r iT i inomv t \p i ra i i v i i .u r <iiil\ ,\ l i in i l rc i u i iu iow nl nn l i l i i . i l oni iorUinitN iii w l i i i l i u>

impk-i iu-nl l lu' i i- r r l o r i ns ( K c r i r r t 99^ ) . This ar l i i Ir |)rrsrn1> .1 l i i r i * rc l ic . i l t'r.itncwnrk

lii. i i ,iitns 1(1 assist p i ) l i r \ niakcrs i:i i n . w i n i i / i i i ^ i i i r l•^1llnl•^ i fon i s i i r l i onnnrUnii l i i ."-.

W l i i i r ,1 gn iw ino hoiK ol ihco iTUia l (• \ i (k-mr I Mri^'^ii isnii ci J / . i'-^'M ) s i ippor ls Hir

J a i n i UiJl |)|-i\<iii/,ili()n c.iw y ic id suiisUinliai pi^idiK U\ i l \ ^aiiis, iho ditiiriiiiir.-> i i i i i r r rn t

in priv. i l i / . ing nini inpdtics iiavr al.sii h i ' rn r r | H \ i l r i l i \ u iUDXrrrd (I ex \ ami Spiiir i" f-)''!'-);

i-^iiiiiainui'li i 996) , i'dlii. \ niak^Ts coi i i in i lU-d lo rn i ia iu i n^ thr c i l u ' i o u \ ni slate n\\ n r i i

n i l r rpr isc-s hi i l \\.\v\ ni pui i l i i m r in i inat ion hir ia i i r i l pr iw i l i / . i l in i is l ia \ r i in r ia i ls ni

niU' i i i -n i ! l ra( l i r lnr \ i h ro i ' d j ( ,ii appi'nai ill's and arounu' i i ls tn tnns i i i r r in i h r i r i in i i rv

drs i i j t i , ih is a r t i r l c i i iol i l iulus l l ic |K i l rn l ia i tni- cnini i in ino t i i r r r siu h tr.inu'wni'k-. ikai

siiarr i h r i r nrii^ins in ihc N'ru i i is l i lu l innai i'( n t inmirs, 11 at'OLU's dial a nuanrcd

rnn ih inat inn ni aorni'x, [ i r n p n i v i"it;iils .iiul l ransa( l inn rnsl lkcnr\ ' hcips rKp i j i i i i k r

slu•(•^ss^•s ami laiiniTs oi \ c \ \ / ca ia in i s cxpf i- i i ' iux ' vxilh slaU- o\\ ru'ii en l r r p r i s f

rriniNvi wi l i ) spc'nal r rk ' i x ' iuT In ihc i i l i l i l \ siHlni",

ih is New Insi i t i i t innai Apprnat h In pui i i i r srclni" i"r inrni is ronsi,slenl w i lh a l.iroy

i )nd\ ni reccnl l i i r n r r l i ca l ami n n r i i r l i a l wnrL ti-nin i h r ' i iLi i i l ir fnan,it;rnu-iU'

|icr.spri t i \ i ' , ! InwL'MT, il. I IK I \ aisn In' Ir.isihlc In i-xtt' i id i h r i r an i rwnrk prcsrnU-d i i r r r

tn aililrcss l iu- addr i i (nru rrn.s \ n i ( r i l w i l l i i n i h r 'puhlu i^nxiTnancr' pri 'spi r l i \ c

(Knniman i 99 i ; K i rk r ) ' ! 1 ')'-)7|, i'ii'st, ihe \ r s \ I i is l i lut in i ia i Apprnarh tan 1 m niiipass

l lu ' n r n l In ouai"<l Ir^^aiiU ami k 'u i i in ia i ' \ a.s sUi^^i'slnl hv i i ic im'hisinti nt pi'oii i lv

( ( ) , VV'iilidnisnn 1999|. I 'ui i l i r lu ' lwnrks nr i i i l c r iT ia i r i i l)-an,sacliniis nia\ \>v LIS\-I{ as l iu-

in i i l nl analv.sis a,s drninnslraU'<i in ih r p i ' iwi l r scclnr in Ni i 'kcrsnn aiul S i iwrn ian

( i 4 9 7 ) , Siirh r x l n i s i nns aiT i icvniui i h r scnpr oi ihis ai" l i ( i r ihal seeks lo suniniai" i /r

an r i iu-ruino Lin(k'ri\ ino i hcn r r t i r a ! i raniewnrk ini- the 'pu i i l i r n ia i iaornu-n l ' per

s | n x l i \ r nn pLihiir seclor r i . l n r i i i .

Sui'eessiui re ln rn i I ' i io i is mi is l ^ l i I IK ' ineenl i \cs ami prnpei 'U rights risj^hl hnl ihev

niLisI alsn LU'kle ihe di l t icul t ( n n l r a r l i n ^ issues s i i iToundi i i i ; l i ie i-einriii nt i i ian\ slale

seclnr a('ii\'ilie,s. In slioi"!, l l u ' \ nuisl <!_e1 ihe re^ulalnrx ^n\ei"nance s i r m l u r e rit^^iil as

wel l . Wh i le this anaivtiral l i 'ainev\nrk was pi 'npnsrd i i \ () , Wili iani.snn l'i9'^)4), rei enl

l i ienre l i (a i ami empir ical rnn l i ' i iu i l inns i)\ I e\ v ami Spiik'T M'' ' ' f" i | and i l i ' i i i T and

.Me C'uhiiins ( i 996) and nlhers have alinv\'ed Inr an o|n-i-atiniiaii/atinii ot this i iexl si,INC

ni r e i n rm de.siijn, i i i e cenlral lenel is ihal i^n\ernnienls i iuisl lake atkaiilai^t' nl

whalevci ' meeluinisms thev iiave al l i i r i r (iispnsai (.•uiirr an iTidepeiidenl |miiciai-v nr

res;ulalor\' riiie.s ami prneedures v\ i i i rh i an besl pfnvide a rredi i} ie < nmn i i l n ien l

atiaiiisl in ler lerence in ihe cia\' lo <iav opeiMiinns ol an enlerpr ise. in l i ie i h i rd set l inn

ni ihe ar l ic ie, ^'viii^'nce w i l i he prrsenleci l i ial N\'w / i n l and ' s insl i tu l ionai env i rnnnu 'n l

ni terei i I im i led (.Tedihililv tor n-ui iki lnrv rules ami pro ied i i res iii.it was [•elali\el\ innre

e i tu ie i i l al | )rn\ idino en inn i i tn ien i In p r i \ a t i / ed l i rms thrni io i i 1. nnl i 'acl , i inwrver, l i ie i r

pr iva l i /a t inn nro i ' fa inmt ' iniiiulei-e<i when the <.)n\ en in ie i i l laile<l lo .sii i i irieni iv
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ennsider liie iia/ards invnived in transien-inu iiij^hlv pol i l iu /ed UMiisai linns prniku eci

LisiniJ le( iitinlni^ies rhararlei' i/ed iiv suttslanliai ei nnoinies nt srale A[}t\ scnpe and

reciiiirin^ kiri^e (inanlilies nt' nnii redenlovaiiie assels irnm liie puitln' In liie privale

seelni-. The tni ir l i i si-elion conehides and ars^nes ihal ihe lheoi-eli(ai iraim'v\nfk iias

resonaiiee iievnnd liie rase sUi(t\ ni New /eaiand in sur\e\'inij fei-eni empif i f . i l work

nn i i l i i iU nrivali/atinn.

A NEW INSTITUTIONAL APPROACH TO REGULATORY DESIGN

Background: The Institutions and Governance ot Economic Retorm'

(), Wiiiianison |t'->'-'4} liainis liial llie iiiau-n apprnaeh ni' eenlraii/ed planning; and

lar^elim^ ni ac eonnlin^ ai^^reo.Ues iias hern taroeiv discrediUxk In ils pi ace iias

i.'ini.'i"O('d a nmt'e niieriHTonninir appi'oaeii hased on li i ierali/alinti, iiiTe<;iiialioii ami

nriwili '/alinn. ,Mnre rei rnltv ihe in ipmiam e ni ihe |)i-econdilioii ni an itistitiiliona!

en\ ironnient liial supnnrLs liie markel ini'ms nt ni-oani/alion iniplieil in ihis viewpninl

iias ri'iiiiied asiendanl, W'iiiiamsnii aiijue.s inr a niore micrnanaivlir ap|)ioa(.ii in wtiieii

iiie com ern o\ef pi-opeti\ i ioiils is sLi|)piemenled i)\ an an a ivsis oi ihe opiiinai

ijoM-rnance niechanisnis inr pi'ivale seeint" Iransaelinns, In the cnii lcxl ni ii l i l i lv

i ir ivali/atinn, ibe rhniee iniween i.niUrac'1 and lej^islalinn hased |-eoukilinn niav i>e as

impoi'lanl tnr ihe imi^ term perinrmanre nt ihe enlerprise as ihe eiioic e in

ni i\ali/e,

Neoclassicai/neoiiberal policy retorm: getting the prices right

i h e nenelassiral nr iK'nl i in-ral iTeipe in r in 'nnoni ie r i . ' tor i i i includes a i iard i ) n d m i

cons l ra in l , al i i^nnu'nl ol spending p r io r i t i es v \ i lh e ronnmi i , ri. 'Uirns, lax e i t i r i em v,

t inani ial ami i rade i i i ierai i /at inn im ludino a lit l ino ol ,\]^\• rest r i r l ions on tn re i ^n d i rec l

i i i \ i . ' s tn ien l , i tc 'rei iutatinn and p r i \ a t i / a t i n n and i l u ' i. 'siaii i ishmenl ot siH'ure pr ivate

p r n p e i i v r io i i ls . ( ) i these six reeomn iemia l ions , l ive i. ai} he sLinuDari/ed in ihe

[ j res r r i p t i nn i Ve t the prices r i u i i l " , Hx e i in i inat inu pol i l i i .a iK imposed rn i is t ra i iUs nn

(k 've inpmen l and i i i i p i " n \ i n^ I ransparemv dn<\ ai i, n u n l a h i i i u , ibe j^overn inenl hx'es

ecnnnn i i i ai ' lors tn seek ei n tmt i i ie re l i i r ns , I re inemious <^ains iiav^- \<vvn reaii/i. 'd i r n n i

s ta l ' i l i /a t inn ami i-einrni p ro^ran in ies aern.ss i atin An ie r i r a and arnuml i i i i ' w n r i d ti ial

iiave i'ntinwed l l i is s imple < i i i l i i n i ( i a l l t e cl ul. t^>^M; J, W i t iiani.snii i 9 9 4 ; VVnrtd Hani.

i'-)'-'S), Kampan l in i la t im i iias i ieen ( n i U r n l i e d , sui islantiai nne t ime t ' i i i u e i u v ijains

iiave i H \ i i made in slale o w n e d , resjiiiaU'd ami p r i \ a t i / e d >,'nlerpris(.'s, m'v\ niarivels

iia\'e i ieen r rea led and investor (•oi i l idem e restnred, fa i - i ier in t i ' res l in a i ternat ive

toi 'nis nt husmrss oo \ i - rn inen i i"eiations c liai\K"teri/c'(t \i\ c inser and m o r e i n i n rma i

persnnal ties ( ' \msden 198^1; \Va<le i 99 ( l ; W o r i d i i i n k i 9 9 ^ ; \ e t s o n , i^)46) bave
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waned in ihe nnsel n i ' l i ie .Mexican de i i l crisis ot I 9 9 i and the las t Asian crisis o f

i 9 9 7 8,

The impossibility ot selective intervention: getting the property rights right

1 [n\ve\'er, a grnw ing rni isensus i.s eniergin^i a rn i ind i t ie tiv pnl i i i 's is dial [^eilino t i ie

price,s r i ah l is a neees,sar\' Init nn i sufhi ' lent . •n i ld i t inn i'nr snecesstul state .seelor

r c i n r i n . I 'oi i t ieai ins t i tu t ions arc increasini^lv a ieep led as i ru r i a l de le rn i i nan ts nt

e c n n n m i r oLiteoines ( \ o r l b t 9 9 i ; ( ) . W i i i i a m s n n i 9 9 4 ; i ien is / t ' )9S) . One ins t i l n t i on

tiiat is ( n m m n n i v ( i t e d as l iavinu a ireiTieridou.s ceonnn i i t irnpael is that ni pr ivate

p r n p e i i y , Resjardlcss ni imw ra re tu l l v v\e desii^n conti-aels and ineeni ives. v\e shni i id

no l expe t t .stale nv\'ne(! I'literpi-i.ses i o iie ahle In rep l i i a le die p e r i n r m a n r e n i ' a

pr i \a t i / .ed i n u n t e r p a r t . l i i e rat innaie i n i i nws (>, Wi l i i amsnn 's ( i 9 8 S ) impnss i i i i i i u nt

seieet i \e nwnersh ip argiiiTient t>\' i l n im in j ^ that puhi ic n\\ ne is i i ip is Linahie tn ( n n l r o l

ai^i'ncv (-nsls a,s e i ieet ively a.s t i ie pr ivate seelor n i m i e i . VVliiie hn t i i i j ;n\ernani e

st i-uelurcs lace pnsi t ive transai t i nn en.sis, at;enc\ prnh len is and i. n n i p l e \ in terna l

cnn t rac ts , ihe ins t i l u t inna i arransienienl tor n i i l i iM t in t i l i iese Droi i te i i is varies widetv

across nr i^ani /at ionai i n r m . in the p r i \ a t e se t tn r . l i ie d i ien in ia posed i i \ iUc sepaia l inn

ni owne rsh ip ani l c m i t r o i is cieail w i t h t h i nun i i the d i s i i p l i n t ' n i ' t i ie sharemarket ,

niarki. ' ! i n r < nrpnratt. ' i . 'nnlrol , n i o n i t n r i n i i i)\' hnndho lders , e\pei" l hnard o f d i r<T ln rs ,

iiicinageriat ta imi i r marke t , n i i iUia l n i nn i t n r i n j j i n managers, t i i real o i ' hankruptev and

c n m p e t i t i n n in prndiK' t marke ls (jennins^s and C'aniernn 19X7).

In t i ie pu i i l ie st 'ctnr, eac h nl tlu'se a\eni ies is se\ ereU i uns t ra ined. ( ) n t p n l s ai'e o i ten

snid i l l no i l t nn ipe l i t i ve or l iob t iv reouia led ni . i rkets, I'heT'e n i ten exi.sts at ieasi an

i inp i ie i t gnve rnmen t bai lout guarantee Uiat eliniinaU-s nr reduces t i ic l l i reat nt'

ha i i k r i i p lev , Mns l impn r tan t i v , wh i i e ho lh pr ivate seeloi- sharei iolders and vnler.s ( the

i i r ip l ic i t ,sharebni(iers ni slate o w n e d e i i terpr ises) iiave im.entiv<'s t n i'ree r i t ie .\}u\ nui.sl

beai- some en.sts to t iceome i n i n r i i u ' d , the exis te iu e nt a market i n r nv\ ners lnp

pro \ ides a smali numt ie r ni en l rep reneur ia l i. apilali.sts l l ie i n te i i l i ve In over i .nme these

costs anci re.ip l inaneia! ^ai i i hv trading; un l i i the share p r i t e re i l e i l - ' i i ie net preseni

vaiiK' nt expected l u tu re reti irn,s, 1 u r l h e r m n r e , hoard nienibei-s can use the share pr ice

as a relat ively low cost mea.suri,' ni nianag<,'rial pe i " in rmanre and, assumini^ t iu 'v hn id an

e<[iiit\ slai<e in l i ie l i r n i , t l u ' \ liavt' an incen l ive In ri.'piai.'c manai^ers in v\ ' l inm ihe

niari<ets place low I'oniidenet-, I hus ever\ manasjemeiit i lecis ion in a state o w n e d

enterpr ise i iu Im l ing p r i c i n g , p r o t i i u t i n n , marke t i ng and d ivers i lu a l inn is s i ih jeUed to

r t d i u c t i s r r n t i ny g iv ing managers grealer d i s t r t t i n n tn pi i rsue t i ie i r n w n independent

nh jec l ivc l i ine t inns,

i)e,spi l i ' an\ I o rma i i,'slai)tishinent ni inii^'p^'iictt'iit r ights and r-espnnsibil i l i t 's,

incent ive <-oiitraets, r e p o r t i n g re i |u i rements ami npera t ing independence, stale o w n e d

I 'nterprises remain sui)]*-* I t n enn l i i iue( i i iureaui. rat i i (ii,serel ion an<i pn l i l iea i in ter

ven l i on . .As siressed hv VVeinsi;asl ( l '^>9)), l i ie estahi is i iment nt i n t m a i p rn [ )e r lv rigiiKs



iHenisz: Ttie institutions and governance of economic reform 353

cinc's iini automatic aliv create market incentives nor prn\i<le a credible cnmmili i iei i t

against expi^npriatinn or strategic ac tii)n h\' the government, I bnse im unlives are

dependent on llie incentives ni individual ccnn{)mie actors anci tiiose lights must iie

scti eniorc ing ior a crediiilc c-ommitnient lo nbtain. Stale nwned enterprises, however

in<lepemicntlv constitulecl or separated irom political control, remain llic prc>pert\ ol

the stale as represented bv eieeied pubiie- ni'tie-ials, i'liey w i i i , as such, unavnidaiily iie

ninre c-onstinus nr made more conscious oi politic al and social constraints crucial to

ihc re I'Ic'clion ol tiic partv in power. This nia\ inc liicle, hut is not liniitc'ci to, [irice

reslraint, hiring poiicies or cultural \aiues, i'niicymaker.s wiio tail lo impose these

ijotilicai or social nbjec'ti\'es tm tiic enterprises iace the possitile recriininatinn ni the

vntcrs.

The institutional environment and reguiatory governance: a microanalytic
approach

Tiie dislinetion iietween piiiiiie and privale ownership iic'glec'ts imporlant calegni^ies nl

inlerniediale governance meihanisms. Ihe New Institutional Approach tn resiiiialorx

governance enriches liii.' iramewnrk niiered hv die prnpertv rigiils sc linol in isolalinn

hv arguing thai eac li regulatnrv govcrnam e structure niti-rs ciistincl costs and

competencies under \arinus c nmiiinalions ni the in.st ituliniiai e-n\ironment ami

transact innai c harac Ic ristii s,

Helnre selling nut liie tiieni ciic al iramewnrk snme c lariiic atinii ni terms is in order.

I irsl, Iniinw ing I c\ v And .Spilier (t ')')6, pp. -4 6] liic- in.st it ul innai environ ment is

c liarac teri/ed i i \

(1) the existence cit an independent, nnn enrrtipt and respectcci juciiriary;

( ' I the iiiimbc r ni c4u cks and baianc es nn e\c c utiv<' |)nv\er iiu iuding a Constitution,

demncratie eleclinns, niuitiple eliamiiers nt i'arliament, multiple ie\els oi

go\einmenl ami intc rnatinnai cnnslramts.

Second, [•egulalorv' gnvernamc mav c ither iie aciministralive' (ranging ironi reiiamc nn

competition taw to various iornis ot exlended regutatorv conlracts i).ise<i on easitv

oh,ser\ahie imiicalors .such as KIM X); legislalisc (iegisialed iLiles and procedures iiaseii

on more diifirult In nhserve construcis such as eosi or ai!ow.il)k' rt ' l i irns); or tiie

enterprise mav remain stale nv\ ned nri;ani/ed as cither a stale nwned enterprise (vvith

Jc jure nperating iniiepc ndenc e) or goverunu'nl dcpartiiu'iit (unde'r explicit political

eontro!),

111 order to create ineentivi's lor private agcnis lo invt'st, I ev v anci Spilic'r ( t9 ' )6,

p. }->) ari^ue tiiat t;ovc'riinieut.s in us! c rait disc riminati i i i ; alignmenls ol tlieir re'gulatnrv
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,Hul i l i r in^UUlt!()nJl c i n - i r on i i u ' i i l . I l u ' \ wa rn thai il r r [^ i i la l i ) r \ nice ha

iiJMns lspci,-ihi '. ' ' ' lk'\ i[)lc riilr.';/k-<j_i.s!atioii) arc i in on -cc i k .ilisi^ncil, a u ' r i t i h l r i iM i i n i i l

nu ' iU w i l l not oh ia in aiul ' r l h i r l s at | ) i - i \a l i /a l ion nia\ i-nd in ( l i sanpo inU i i o i t ,

i xx - r i i i i i na l io i i , aiul in rcsui 'sirnt doinaiu ls h i r i T n a l i i i i i a h / a l i n i r .

In ihc ai i>ciuc ol an i iuk 'pcn<i i 'n l j i idjciarx i n i i c whose au lhu i ' iU i n c r co i i l rac ls

b c l w c c n p r iw iU ' or hc twc i -n p r i \ a l c anil pu l i h i ciUilic.s is not s i ih jcci In pn l i l i ca l

i n l c | - \ cn t i ( i n ) , [ jnxcrnnu 'n is arc Liiiahlc to ( i -c i l ihK i i n n i i i i l wi t lu iL i t r x t r r n a l assislaiu c

A n \ p rom is i ' , Ico js la t io i i , r i i i i l r ac t o r ru le can he rcnci^ci l upon u i l h o u l i-ccoiirsc nl an

appeal to an i iH lcpc iu len l pa i 'U. Svu'h societies w l i i t i i inclii<le ahsolul is i n u m a r i hies.,

1 cn l ra l l v planned ei. ono i i i i cs ,\ui.\ sinsi^lc pa rU lo la l i ta i ' ia i i stales can he t liai-ai lci-i'/e<l l u

I ouis X IV ' s lanioi is d i c t u m ' I ' l l a t c'cst nu) i" (I am the stale). I h c cx is lcnce o f an

ind i 'pe iu lc iU judit. iai"\ <>i\es I'it i/.ens and f i rms an indcpc i ide i i t l o r n in to w Inch lhc \ •. .\\^

appiMl a rh i l r a r \ , i aprit. ious oi- sell serv ing ru l inus In the slati.' and whose ru l ings the\'

can ha\e conl idenee w i l l he e n l o n e d hv that stale. I e \ \ and Spi l ler posil iha t , in the

ahseiu e ol judic ia l independence, e l l o r l s at estahli.shin^ judic ia l I 'e lorm sl iott id prec i^ le

e l l o r l s at p r i \ a l i / a l i o n or, il p r i \ a l i / a l i on musi he enabled lo r i io l i l i ca l reasons,

( j o w r n m e n t s should re l \ on th i rd pa r t \ ( o n i m i t m e n t mechanisms siich a.s p rov ided h\

in t iTna t iona l inst i tul ion.s.

( j i \ e n the prcs^-iui.' ol AI\ i ndcpcnden l jud i i iarv, the next ri. ' lc\ant \a r ia l i l c is ihc

extent to w h i c h the Government in power is uni f ied across \ai"ion,s hranches

(unit, amcra i \c rsus hie anu'ral leo i^ lat i i rc , lederal ist versus i eiit rah /^ 'd , par l iauu 'n la r \

versn.s pi\'.si<l(.'ntial, e t i . . ) . ( joM. ' rnn ients that hue l i m i i e d intei 'nal ct^nstraints (an

c|uii.klv o v e r t u r n [)ast Iciji.slation makin<^ ihat mechanism insi i l lK-icnt io r the pi"i>\ision

ol a ( rcd ih le i. o m n i i t n u - n t . Inst^Mti tlu'v .should adopt M'\ adin in ist iMt ive or rules hased

approach that can p r o d i u e comtn i t nu ' i i t t h ronuh c o n t r a d . l ) iv ide<l ^ o \ e r n m e n t s n ia \ ,

h\ i ' on t ras i , i"el\ mo re on more l lex ih le L'nahlinu leoislat ioi i rather than a i lmin is t i "a t i \e

pi'oi. t ' lkt ix's. M K ' authors uo on l o demon.sUMte that the ev ide iue ol (he pe rh i rmanee

ol p r i v a i i / e d te lecom munic at ions companies in Ari^ent ina, Ch i l e , Jamaica, the I'hil

ippi i ics and the Un i ted K i n i j d o m is lons is tcn t w i t h ihc ahove theor \ .

\\\ 1 ont rast , 1 (el ler and McCi. ihhins ( 1 99(i) ( kun i thai jud i i iai i ndependem e is not

a pr'.'rcfiLiisite loi" suicesslu l p r i \ a t i / a t i o n hut tliat ins t i tu l iona l en\ iT'onmeiUs wh ich

provi<le reu inu ' s tah i l i l \ ' ( t h rough t in i t \ ol p t i rpose or, l i iori . ' l o t n m o n K , sepal at ion ol

power.s) anil re^^ulator\ pn-d ie tah i l i t v (tlii-oLii;h rcui i la torv I'Lik's and proi. cdiu'cs) can

luster p r i va le sector investmeni w i l h stahle p r u e s and sustainahk' p i i i l i t s in th<' Lit i l i t \

sector. I h c at i t i iors siicccsslullv app l \ this l ranicvvork to ihe case.s ol t l u ' p r i \ a t i / a t i o n

ol e lec t r i i ' n l i l i t i cs in t hi le and Ar i^ent ina.

I he i w o lraniev\ork,s ai"e hroai lK eonsi.sient. As ret^ime stahi l i t \ v\-eakens, v \ h i i l i

hoth authors d i ' l i i u ' as a I unc t ion ol some i onstraints on execut ive d isc re t ion , ( red ihk

I o n i m i t nn'nts a i \ ' increa.sinij^K d i ihen i t la lashion. I he ( o n t r i h u l i o n ol ihe l l e l l e r and

.McCuhhins a i i i c l e is n o l i n ^ thai incixMsini^ ihe spec i iu i tv ol rules oc legislat ion i an

compensate lo r increasi 'd unce r ta inU in judic ia l outcot iu 's . Spi l ler A\\<] Voi^elsaii!_^

( l9 ' - ' ( i ) and ihe i ase .siud\ oi .\ \ 'v\ / .ealand's u l i l i t \ p r i \ a t i / a l i o u presented in ihis
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.ui i r ic iHil I'lirw.ird l l i r rnin])k'nu'i i l, ir\ .ii-(;i.miciil: iiu rr.ising l i i r iru!r|U'nilciu'c ol llu-

juili i i.ir\ (."in i'(mi|u-ris,ilc fur a paiiriU n\ li)rinal consl[Minis on cxiTulivc disriTliDii l i \

rcKins*^ on ronl r .u l ami coi i i ini i l iDn law.

'['\iv \\\i) i i isliluliun.il r i u ii'oninrtils ui i i l rr ronsulrraliori pT-fscnl i l i l l r rn i i . lia/arcis lo

ni iUracl in^ |iarlii',s. i'licsr lia/.inls aiT bcsl niilitjaU'd iisino . i l i rrnal ivr rcsi_iilalor\

oo\efiianrc m n hanisni''. (.'iiiinlrirs in which one ooxcninir i i l can iinilati'ralK ovci iurn

the ndlik'ics (il ils nrcilcci'ssor, siirh a-̂  WVslniinsIri' I'arhanu'nlarv s\sl.cnis, shdnlil I'cK

as hi.-a\ jK as nossihk- nn the inslilulional I ran U'work ni conlrai, I law in w hit. IT ihc

ni-i\alc propcrU riohls nf the ul i l iU ai'c as (arrli i l lx spcri l ir i l as pnssilih- rwn al llic

risk of IDSI n r \ i l i i l i l \ . "Tlu'se riulils rna\ t l i rn he p r u t r d r d l i \ ihc romis wilhiuU

roni crn n\c\- rri;niaioi-\ i incrriainlx. ]^\ i iitUrasi, in insliUilional rin'irnnnu'nls in

wiii i 11 ihr JLidn iai'\ is less l ikr l \ to rule ,i!jainsl ihc L!,o\ri-nnirnl in a pohtic alK' srnsil ! \r

li ispiitr o|- one in which unici-UuiUv is liij^h due to corruption or lack ol competence.,

|ii(li i ial discrdion shoiiKI he narrow l\ delimited ihrough ihe nse ol a liitjliK spetihc

rnlcs h.iscd appi'oac h lo rcoulalion wi lh ninhipic chei ks and halaiu'es.' In each < ase

i-c'iulalor\ desiiJii maxinii/cs ihe {•Mcnl io wliii.h Uie oovernment, oi\en ils consiella

lion oi insiiUiiional eiuii 'onmcni |iaramelers. (an pi'ox ide a crcdihic coLnniitmenl nol

lo inlei-\ene in ihe t\d\ lo i\.\\ oper.iiions ol ihe pri\al.i/e<l i i l ih i \ .

(.'oiiniries iinahlc to provide crrdihic commilrncnl ihroiioh cither judicial cnlorcc

nicnl or i red i hie remilalorx rules an<i proceduix's will likeK henehl lroni l•el,^inin^

stale ow nership ol ihese en1ei-pi-iscs until such t oninii lnicnls mav \>c l.isliioncd.

t'oLiiitries ahle lo draw upon I'olh I \ nes oi coninutment nieeli.inisms re(|Liirc an

extension ol this atiaKlic h-atiiework.

One niusl alsn consider \ariaiion in the Iransaclion io he regulated, hollowing ().

Williamson (199(1]^ (onlrai i ino ha/ai"ds \,irv depeiidino on llie \aliie ol the asset in its

ncM hesi nsc (the lc\cl ol assii spcci lu iUj , the h-c(|uen( \ wi ih wliich the transai'lion

ociLirs, the nni rr la inU sun-oiniding ihi ' Ir.insaciion ,ind the deniand lor prohit\ lii

siinpK ((). Williamson I'-''-''-'), l im i l inn anaKsis in the hrsl an<t lasl i onsiderations,

when a--sel snecilicilv is hii^h, oi\en the incomplete nature ol loti lracls presiLnied hv

ihe heha\ ioral assu millions ol hounded ration.ilil \ (' niicmlcJh rational, I nit oi i l \

linuicJh so' (Simon 1961, p. xx i \ , emphasis in original)) and opportunism ('sell

interest seekin^^ wi lh ouile' ((). Williamsiin 1996, p. 6)), ihe potential lor hold up in

market e \ i lianoe increases. Ahoxe sotiie threshold, the ha/ards to sinijile spot market

exchanoe wil l he too large lo hear and the iransaclion wil l he hi-ouj^ht iLtnU'r a more

I or null shovel'nance niec hanisrn SLU'II as a Ion;) Icrni ( oniract, joint \ent i i i \ ' or common

ownership. The demand lor prohiu imposes a i ost disad\anl,ige on private lornis ol

provision due io tlu' perception ol illicit prohts or conlliclmg ohjeclivcs.

As conU\uting losls increase hased on tr.insactioiial characteristics, the iniplit ii

regulatoi-\ conlr.icl neix'ssaiv to sustain the liMiis.iclion in the pr i \at i ' sector hcciinies

inc rcasingU i osliv to supjxir l . I e\ \ and .Spiller ( I 996) conv inc irigK argut.' that ulil i l ics

are the prototvpieal hioh cost transaction. I'tiev provide highly |)oliiica! services (high

dcTiiand lor prohitv), using tec hnologies cliai"aeicri/ed h\ ec ononiies ol scale and scope
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(small nnmhcr hargaining), and rec|uiring iarge non i-edeplo\al)le inveslments (hii;h

asset speciluiiy). However, within the iiti l itv iridusti'v there rtniain a wide ranjje ol'

dilh-icritialed transat tiojis wbich vary in iheir transat tional characU rislics. Ibus m

countries in wbich the iiistitulionai environnienl pr(]\ided lilt le clear ouidance as lo

tlu- optimal r<'gulaloi-y franiework or for transactions in wb i ih ihe ha/ards .ifc

fspeciaily liigh, a more microanalytic analvsis o l t l u - spei ilic transaclion, the hazard it

poses and tlie rfgulator\ governance mechajiisnis availahle to miligale that hazard

is (ailed loi-. The lollowing section provides an e.\amplc of i l i i ' application of ilio aho\i.'

outlined N<'u Institutional Approacli to state sec lor relorm ini ludini i such a micro

analvtic anal\sis ol' tbe New Zealand iiti l itv setior.

A CASE STUDY OF NEW ZEALAND STATE-OWNED ENTERPRiSES

institutional background

Belore turning to the history ol' Nev\' /.ealan<rs state ov\ ned enierprise relorm

progr.urirne, one mast undei-starid tbt.' institutional context in w l i i ih lluse reforms

took place and the constraints that this placed on tbe govcrnnient. At lirst glance, \ c w

Zealand's institutional environnienl stands out as a polar case ol a sjovc rnnu nt

uncoiistrairud hy institutions (G. I'alnur 1987). 'Ncv\ /caland is the most streamlined

example of a VVestTiiinslcr I'arliamentarv democ I'ac v in the wor ld ' (M. I'almer 199^).

As a Brilish cwlonv, it inherited much ot its institutional framework from (he United

Kingdom ,\nd bas modihed it to enhance I'arlianientarv pov\cr. 1 )espit(.' seL'mingiv

iimite<l c heck.s on gtnei-|imcnl discretion in such a system, New /ealaiid's tradilion of

judicial compelerue and indepenilnuc still ollereil suhstanlial i^uaraiitees lor tbe

sanclily ol contract, fur thermore, the lony liistojy oi i-i'spcH t lor civil service had

drawn a higbly talcnU-d pool ol economists and [)olic\ makers into government.

Incentives and corporatization

III tile 1981/.^ liscal year, Nev\ Zealand's slate owned enterprises produic'<l IKS riei'

ceni oi tbat country's Ciross Domestic Product, accounted for ,'0.9 per cent of sjross

lixcd capital lormatioi i and represented a consistent drain on government resources. In

1984, a new I.dhour govei-nment entered ol iuc in the midst ol a loreion exchan^e

crisis tliat higblightecl tbc' century-long relative <lechne of the New /caiand cnonom\.'

Despite this iont; term decline ol ihe macTocncinomv and the mounlin;; eviclencc- ol

microeeonomic ei'licieruy (R. 11. G. l'ahner 1986; Jennings and fameroi i 1987; Spicer

cl nl. 1991; l-tirchlied and Grant 199^), wholesale relorm ot stale owned entei'prises

was hv no means loreshadovvcd hv the incomini" I ahour government whose nlatlorni
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pledged oniv the in t roduct ion ol more markel lorccs in lo government operations lo

improve ellic ic nc v (Boston 198 /1 .

1 be I ahour governnienl 's earlv e l lor ls ( 1984 (•>) were true lo ibeir p la t lo rm. I bev

reconstituted the tradinj j operations ol goxcrnment departnients as stale owned

enterprises wi th eommercial objectives and incentives. The government's a im, in the

worcis ol one intcrv iev\c'c , was lo create 'c ompanic s in drag ' . I bis meant giving

managers a targel rate ol re lurn and lul l autonomv on input , pr ic ing and marketing

decisions. Managers could tbus he evaluated on eommercial perlormance conipare<l

w i l h a (cirporale plan. .Anv non commercial ohjectives would he achievc'd through a

s;overnrneiit contract w i th ^n ' independent ' though gcivcrnment owned ent i t \ rather

tl iaii internallv h\ iiat. I inane ing would have to he ohtaiiu'd on the hnancial markets

and div idends would have to l)e paid to the oovernmeni shareholder (Minister ol

l inance 1985). Kc'^ulations v\ere streamlined (Audi tor ( ieneral ol Canada 1994) and

Iree entrv and cd inpet i l ion were to be introduced where possihie (Dunean and Bollard

1997).

"I he hnal step in the i '{)rporati/at ion process involved the passage oi the State

( )wned I nterprise Act in Septemlu'r I9S(T . It i lel ined the principal ohji 'ct ive ol litteen

newlv c realed state owned enterprises as he ing 'a successtui hiisiness' itsell delined

In: '

being (a) as piofitabic and di'Citi;!: as coriipa'ablc buaintissĉ  thai aru iiol owned bv ll̂ e down, anfl (b) a good

cmpioycr and (c) an orgaiii/a!iui: iBl exhitiiis a sense nl soci<il lespons-biliiy Dy having regard to ttte interests

nf the r.nm'Tiunity in wmch it operates and by endeavoring to accommodate or uncouragc Ihesc wticn aulc lo do

so

(New Zealand Govcrriirmnt 1%b]

Beino a oocid emplover was itsell delined hv operating:

a personnel policy contammg p'oviSions generally accepted as necessary lor [I'c lair and proper treatment ol

employees in all aspects nf Iheir fimplnymenl, inchiding provisions regiiiring (a) gnod and safe working

conaitions, and (b) an equal opporiumties employment proq̂ am, and [z) the !mpartial selection of suitatily

qualilied persons lO! appoinfment. and (d) oppDifunifies for enhannement of the abilities of .ndivinual

employees

(New /ealand Govemmen!

rbe State-Owned l.nterprise Act also attem[Hed to work around tbe ownership
prohlem hy c raft iiit; an ahernat e inonit oriiii; sc iicmc to proxy lor I lie ;il)senc c ol a

sbaiTinarkct. I bi.' tvpical private st'Ctor scbeme v\as niodihed under the recognit ion

that private sector l i rms lace verv di l ierent incentives than state-owned enterprises,

l ' irst, private l i rms have an incentive to provide in iormat ion and set il ividends to

attrai't nrivaU' investment wbilc' state owned enti 'rprises can also relv on s^overninerit

lunciiny. Second, private l i rnis are more pro l i l cjriented v\hile public Iv owned l i r ms
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l i k i ' l v have h r o a d e r o l i j e i t i v e s . I h i i - d , t h e R o a r d o l l ) i r c c t o i " s a n d •^enioi ' mana; j_emeni

o l p i ' i va te f i r m s t vp ic 'a lK h a \ e i " e m u n e i \ i t i o i i pa i ka^es tha t a["e m o r e c o i " r c l a t e d v \ i l h

l i r m p e r l o r m a n e c t h a n is poss ih i e in i h e [ ) t i h l i c •-ector. I ' l i r r e s u l t i i i o l o u r p a i i i i u e n t i v e

s c h e m e a t t e n i [ ) l e d t o l o r r e c l l o r t hese d i l l e r e i R - e ^ 1)\ m a n d a t i n ; ^ i n l u i - m a l i o n l l o w s ,

i n s n r i n o a c t i o n I n m i n i s t e r s w h e n p e r i o i ' i i i a n e c Udl h e i o w l a r u e i e d leve ls a n d insLU'int^

i h a t t l i e s i ' p c ' r i o r m a n c e leve ls w e r e n o t set t o o l o w . It n u l u d e d a n n u a l n e g o t i a t i o n ' ^

het w e e n H o a r d s a n d M i n i s t e r s o n S l a l e m e n t s o i C o r p o i M l e h i t e i i t I ha l i n c l u d e d

p e i " l o r n i a n c i ' l a r j i e t s , d i v i i l e n i l [ l o l i cv a n d c a p i t a l r e ( | U i r e m e n K ; r e g u l a r r e p o i i i i i o

r e c | u i r e m e n t s hv s ta te o w n e d e n l e i " p r i s e s tha i i n c l u d e d l o r m a l hus iness p l a n s , o p e r a t

ino hud^cUs , B n a r d |" iapers, a c c o u n t s , h a l a n c e sheets ,M)(\ p e r l o i ' n i a n i e tneasu i 'es ;

proc c-dures l o r e v a l n a l i n ^ a l t e i ' i i a l e c on i ' ses o l a c t i o n t o he t a k e n hv M i n i s t e i " s w h e n

pe l - t o r m a nee la^s inc l u d i n : ^ t h e h i r i n u o l i n d e p e n d e n t c o n s u l t ant s^ and [ l e r i o d i c r e \ u vv

o l s ta te o w n e d c ' n t e r p r i s e s t o i-evahie assets i h u s i n s n r i t i ^ o p t i m a l asset mai ia;>e

ineiil.

The impossibility of selective intervention

D e s p i t e r e n i a r k a h l e i n i t i a l p e r l o i - m a n c e i m p i - o v e m e i i i s i . i u s i n o \\ i n he h e i \ i i i ! e d a- a

d e s i o n h r e a k t h i ' o n < ^ h , ' t i i e s o h i t i o i i l o r s ta te n w i i e d e i i t c r p r i se ' i M c k i n l a v I ' - ' .STi, ..\t\t\

a c I 'ed ihU- t h i r d vv av h e t w e e i i ^ o v e r n m e n l d e p a i i n i e n t a n d [ i r i v a t i / a l i o n , e o i " p o i " a t i / a

t i o n w a s n o l a l o n o U ' l ' m s o l u t i o n i. a p a h l e o l p r o v i d i [ i ^ p r i v a t e sec l o r l e v e l s o !

e f l i c ienc V in t h e pL ih I i c sei t o r . I he S t a t e O v v [ i e d f n t e i ' p r i s c A i t it se l l e i u a p s u l a l e s i h e

t e n s i o n s in t h i s n o a l p i ^ c d i c l e d hv p i ' o p e r t v r i g h t s i h e o r v ,]t)(\ hv t h e i i r a s u i ' v ((. a i i i e i ' o n

a n d DL i i i ^nan l'-'IS4 ).

In a 1 o u i i c ase d e c i d e d hv t h e I l k I ' r iv v t o u i u i l . t h e I 'ec iu i i ' enn-u t tha t s t a l e o w n e d

e i i t e i - p r i s e s he i ^ood e m p l o v e r s ,u\t\ I K - I L I V C S<J, i. i l lv r e s p o n s i h l v w e r e he l<l l o he o i ec |ua l

v v e i o h i as t h e p r o h t a h i l i U a n d r l i u ienev o h j e c i i v e h e i ' a l d e d \<\ i h e o( i\ e r n i i u - n t . W h i l e

s h a i ' e h o l d e r s o r s t a k e h o h l e r s mav p l a c e p ressu i "es o n p r i v a t e s e e l o r l i r i n s l o vvoi4-;

l o w a re !s t h e s e g e n e r a l p i ' i n c i p l e s , n o p r i v a t e sei t o r l i r m w o u l d i-ecei ve a c o L i r t m a n d a t e

lo re in<^ t h e m t o i^ive ec jua l w e i t j h l t o t h e s e oh jec t i v e s a n d a p i "o l i t m o t i v e . S i m i l a r l v , n o

[ i r i v a t e s e c t o r l i r n i l aces m a n d a t o r v r e p o i ' t m i j ^ r e ( | u i r e n i e n t s as s l r e i i L i o u s as t l i n s i -

i m p o s e d o n s l a l e o w n e d e n t e r p r i s k - s a n d , m n r k ' i m p o r t a n t i v , n o s u c h l i r m has l o

n e i ^ o t i a l e anv t h i n u as o n c ' r o u s as a S i a U - n i e n t o i ( n i " p i i r a t e h U e n t . I f i is ,il l o w s t he

s l i a r c h o l d i n o . M i n i s t e r t o i m p o s e d iv i c l e i i d l e v e l s , t h e n a l i i r c a n d s c o p e o( o p e r a i i o n s ,

i h e o h j e c l i v e s o l t h e e n t e r p r i s e , a c c o u n t i n g p o l i c i e s , p c ' r i o r m a n c c l a r t j e t s a n d

a d < l i t i o n a l i n i o r m a t i o n r e c i n i r e i i i e n l s . W h i l e t h e s e d n e r o r n c e s h ' o m p r i v a l c s e c t o r

p r a c t i c ' c a r e n e c e s s i t a t e d hv t h e d i v e r o e n c e s in i i i c e i U i v e s i i L i t l i m - d a b o v e , t hev

nee i - ssa r i l v d i s a d v a n t a i ^ e s t a t e o w n e d e n t e r p r i s e s lu c o m p e t i t i o n w i t h t h e i r p r i v a t e

s e c l o i ' c o m p e t i t o r s .

A l t h i s p o i n t , t h e d c h a t e r e l o c u s e d o n t h e ( i n e s l i o n o l o w n e r s h i p t h a t h a d e a r l i e r

h e e n set a s i d e . I h e r e w a s an inc rcMsins" r e c o o n i l i o n h \ v a i ' i o u s " o v e i ' i u i i e i i t a c t o r s t h a i
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c o r p o r a t i / a t i o n was a se ionc l hesi pol ic v s o l u t i o n that c o u l d i m p r o v e u p o n t l i e

p e r f o r m o n c e o l g o v e r n m e n t d e p a r t m e n t s hn t w o u l d he u n l i k e l v t o a p p r o a c h leve ls ot

eftic iencv seen in t h e p r i v a t e sec to r , tn fac t , o p p o r t u n i s t i c hehav ioLii" hv state o w n e d

I ' n t e r p r i s e m a n a g e r s and o i i v c rn i nc - i i t .M in i s te rs c o n s p i r e d t o k e e p th i s s v s l e m l r o n i

o p e i M t i n i ; at peak c l f i c ienc v.

t l i e C o n I r o l l e r an i l A u d i t o r C lene i 'a l l o i i n d that t he c o r p o r . i t i / e d f i i -n is d i d n o t m e e t

the ac c o u n t a h i l i t v rec |L i i remei ! ts es tah l i shed hv the S la te O w n e d I• n t e r p r i s e Ac t

( ( . ' o i i t r o l l e r a n d A n d i t o r ( renei - , i l I ' . ISH, \'->'-){}; S late ( ) v v n e i ! t n t e r p r i s e C o m m i t t e e

t 9 9 ( ) ) . .Manaij;ers n o t s u r p r i s i n o K vv i thhc l< l iha l i t i i o i " m , i l i o n tha i vvon ld he usetut m

d e v e l o p i n g sanc t i ons a j ja ins i t h e m . S t a t e m e n t s o l C o r p o r a t e I n t e n t v \e re seen ,"is

sLipc'rIu i a i ; c o i ' p o r a t e o b j e c t i v e s w e r e de t i i uH ! in p h i l o s o p h i c a l r . i t he r t h a n i neasu rah le

t e r m s ; t he scope ot ac t i v i t v t o he u n d e r t a k e n v\as vaouelv s p e c i h e i l ; .^m] p e r t o r m . i n c e

measu res w e r e s^enerallv v i e w e d ,is in. ic leci i iaU' . t ^ c p o r t i n < ; r e c | u i r e m e n t s w e r e o f t e n

i l ^no red .mcl dat. i w e r e w i t h h e l d i l u e t o ' c o m m e r c i a l sens j t i v i t v ' . f u r t h e r m o r e , th is

sec onci best i i r o xv w o u l d c o n t i n u e t o d e t e r i o r a t e m p e r h i r m a n c c r e l a t i v e t o t he [ i r i v a t e

sec to r , un less i ls osseis vvei^e re ev . i l u . i l e i l p e r i o d i c a l l v hv e x t e r n a l l v c o n t r a c t e d

c o n s u l t a n l s t o i n s u r e a<;ainst i k ' ^ r a c L i t i o n o r excess ive r i sk e x p o s u r e .

.M in i s t e r i a l o p p o r t t m i s m also i»c'ci irrec! laki i i i ,^ t he f o r m of iL- jiiiio e x p r o p r i a t i o n .

( ) n e ot i h e t i rst i ns tances ot p o l i t i c a l i n t e r t c r e n c e in t he u p e i M t i o n ot a state o w n e d

e n t e r [ ) r i s e oc c L i r red in t t ie e s t a h l i s h n i e n t of t e l e v i s i o n N e w /cMlanc l ' s S t . i l e m e i i t ot

C o r p o i M l e i n t e n t . A t t e m p t s t o t o r c e the- i n c l u s i o n ot t he o h j e c t i v c ' p r o m o t e N e w

/ e a l a n i l ' s c u l t u r e and i d e n t i t v ' w e r e der ic lecl hv IVeasi irv in i h e strcmifest poss ib le

ilhis wiiukll 'PdiiC,:! iiii.ilils, i-:!(liii":o [;;vi!i',if!S '0 I'lf! Crown •ediiC!! !i!;w assi!f viihi; unc ihiis ijcnlravcie t'lc State

{)\Y\\]\:. \ i]]iirpnsi.i l\z\. I vcn 'furLi it/idainci'lal'V, :hii iiolitiy 'wouid so cui'Lisi; t''i! !.;;.)riipany's goir:; I'lal I woi.li]

!)!• iiti|)i)^si;)i-:! 10 iis^e .̂s i;s p(;il()iiii;ii'i:f; !)liJ!!Ciivi!ly cfifijivi;!; ;i ;f;'ijii' la 'h(; sil.ialion wli i/i prevailed iindei •.Hii

'•fjiinf!! Brnadi:asfng CoiTinary ol Nt!w Zealan:! wwx Ihe'i; was corl.isioi belwnen scciai and coirimfcial

ub;oi;tiv(!s ami (.oilnu'i^i; ;ii!]ii'fi!ii!s aboii; •|i!;iii::i;i. sin.i/iii'; -ii'd iji^'lnri'ianiyr

ifreasi.iv araivsis nil^d n Spicer e/, i ; hl93)

S i m i l a r c on t rove i "sv s u r r o u n d e d the I a i i o u r l 'a i" tv 's 19S'-' c a n i p a i i ; n a n n o i n u ' e m e n t

l ovv i ' r i no i n o i i o . i o e in te i 'est ra les (a p o w e r sup|)osecl lv l i i ' l d hv t he c o r p o r a t i / e < i

I lousin^L; C o r p o r a t i o n ) so as ' t o h e l p t o r e i n f o i ' i e t h e gene ra l d e c l i n e in i t i t e res t rates

( \ ' f n / . • i j / . i / n / llcniJil, "''I A u o u s t f^S'-J, c i t e d in N e w / e a h i n c l Bus iness K o u n d l a h l e

I h e m o s t e o r e o m i i s p o h t i i a l i n t e r v e n t i o n iHCUi ' r i ' d in ! '•) ')] w h e n the ( i o v e r n n i r n l

d i s a p p r o v e d a ra te inciHMse ot ^ . 9 [)er cen t c o n t r a v e n i n i ^ an e a r l i e r a y r e r n i r n t w i t h t l u '

t dec tr ie i lv t o r p o r . i t i o n ot N e w / e a L m d . tn t he w o i ' d s o i ( ' ! • ( ) John h e r n v o u i ^ h , " t h e r e

is in m \ v i e w no poss i t i i l i l v tha i .mv t i i t t i r e t'C N / t i o o r d w i l t . i t t e n i j i t t o inc rease p r i c e s

w i t h o u t f u l l C 'ahinet a p p r o v , i l j\i(.{ h a c k i n g , t i f e c t i v e l v , th is m e a n s tha t e l e e t r i c i t v p r i c e s

.we now p o l i t ical lv c o n t r o l l e d ' ( S p i c e r ci a!. 1 ' ' '"M |. t Ins o p i n i o n was c ' o n f i r m e d w h e n ,
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i l l 1 4 9 ' , I w n .sh.ircli i i lclin^ Min is ters u. ld i lu- Ho.ii-il ui I lie co rnn r . i l i d i i l l io l i h r

g o w n i m c n t u i j u l i l ai. ri, ' | i l lcn\i.'r raH's iti r r i i i r n i o . i rcnmniud.Ur o ni ' i i i n ^ sti\itci2,\ ' - I ' - ' '

WIHJKI niU (Icier cc i indmic rcc'ini.'i"v anil l l ia l w.is r i i n i i s l cn l w i l h ci 'oni imi i . ' ^ n i w t h

| \ e u / r . i l . i n t i Business Rnundtahle ( N / l i K ) i 9 9 : ' | .

I he (. i i i \ei 'nmi. 'nrs i'<in"!iiiilnii.'iil io prov ide no i inaiu ial haiioiUs was also levied and

iound vxaniiriij. New /ea iand Rai l , Kadio New / l a l a n d , ( i ' ) \ e r i i i n e i i l i ' rnn i . ' r i \

Services, the Hank nl NL'W /ea lan i i and ihe I )e\e lo|Mnei i i 1-inanee C'orporai ion all

i \ T e i \ c d substantial cash ini i is ions I r om ihc ( i o x c r n t i i c n l (N ' / , l iK i '•)'•>'). Simi lar

hai loi i is and res l ruc tunn^s were imp lemen tc i l on New Zealand Si ee l . Shipping

(. Drpora t io i ! and I 'ctroleiLm C o rno ra l i dn (N / .H I^ I ' 'SS| .

Ihe co rpu ra l i / a t i on exp iTJn icn i resU'il on the assntTiniion ihal slale owned

eniei"|)i-ises eonl<l n i i in i ( the liij^h powered inc e n l n e selienie ol ihe pi- i \ate set i o r w l i i le

renia in int i under slate ownersh ip , l l i e Siale ( )w t i ed i n ierpr ise A i l a l lemr i ted l o

eons i r i i c i a new oryan i /a l iona l l o r m thai wot i ld oKcr die n i o n i i o r i n i ; and incen i i \e

trains provi<k'i i l>\ a sharemarkel w i l ho i i t scl l inu shaix-s. Il scl the l ic iu hniark io r

eiHi iparison for pcr lormanei . ' al l l ie ji.'\el oi pi" i \ale sec lo i ' corpora l ions and expcnted

simul iant 'ons adherence lo i^ood e m p l o \ c r r i i le^ , soi iai i"espon--ihilii\ re i iu i remen ls ,

more s i r in i ;cn l i"epoi"tiii<^ recjniremenls and e(|ui lv i o iu ei'ns. Ih is l o n i l i c l he lweei i

ihese pr iva ie and publ ic ob jec l i \es p lated mherenl slrcss on ihe eorpo iMi i /ed l i rn is .

( i i xen ihat the state' retained ownersh ip and thai eon i ra i i s are iiecessariK i i u o m p K ' l c

( ( ) , W i l l i amson i9SS) , il was impossibie to i i i lK fecreate |)i"i\ate sei tor int . i 'n l i \es loi"

residual ov\ nership r iohls remaint 'd in t in ' hands oi ! lu pn l i l i r seclor

W h i l e these lai i l is wou ld prevent t o r p o r a t i / e d enterpi ' ises h'om ai iairuno pr ivate

sector levels oi p e r l o r m a i u e , l l i e \ ma\ have laei l i la led die process ol p r i va t i / a l i o i i .

I Respite uoveminen t p ronouncemcn is that p r i xa t i /a t ion w as n u l , as same ha\e ( la i ined,

die in lende i i sĵ oai ii"om ihe s i a i i , co rpo ra i i / a l i on did c a-̂ e the pro i ess oi asset \a lnat ion

and the senaration ol <,'ommereiai i r o m non commerc ia l acl iv i t ics

Privatization

In die e n d , the ar i^umeni ihai . ippareni lv swa\c~d tin.- [ lo l i t ic ia i is and, pos^ii i lv, ihe

electorate in iavovir o i p r i \ a l i / a l i on was one ihal had been \o i ced ear l ier hi i l viev\ed

as a l iene iu i r o m , thonoh nol a c anse lor, p r i va t i za t ion : del i i r educ i i o ] i , U\ couch ing

ihe ar i^umcni in these t e r m s , the inherent v\eakncsses oi ^taie owin- rsh ip were

obseureci Soi iu ' comb ina t i on ol the inercMsino cvideiu'c oi i iaws in t in- siatt' ov\ ned

en le rp r i se mode l and l l i is new iv i i iohli<;hied benei i i ot i rans ier lo ihe p r i \ a l e sec lo r '

a l lowi ' i l Douglas to cross the pol i t i i 'a l watershed in i'-)S7 (M in is t i - r ot I' inance l'-'S7;

I reasi i rv I 4S7b) and expand the scope oi tbe p r i \ a t i / a t i o n p i -ooramme in I'-'81S.

Mu' Nat iona l I 'ar lv r c i u r n e d lo power in i'J9() . l iu' i" - - i \ v-'ars in oppos i t i on and

l i i r i h e r accek'iMieci t i ie pact' oi the pr ivat izat ion p r o o r a m m e (sei,' lable i l wh i i e alscj

exi)andin;> unon the t i ieoret ica i i ran iev \o rk in one i n i n o r t a n i r<,-'>ai"d liasi.'d c-iiher on
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Table 1: Reform of state owned enterprises

SlaSe-owned enterprise Acltvity Slalus and comment

Corporaie forms predalmg 198/

New Zeaiand Steei Steel production

Mew Zeaiand Raiiways Train, bus, terry s

Corporation

Housing Corporation

Deveiopment finance

Corporation

Bank of New Zeaiand

Air New Zeaiand. Ltd

Petroleum Corporation of New

Zeaiand

lourist Hotei Corporation of Nevj

Zealand

Stiipping Corporation of New

Zeaiand

Rural Bank

Corporations established under

1987 Act

Airways Corporation of New

Zeaiand

Coal Corporation of Nevi* Zealand

Eieciriciiy Corporation of New

Zeaiand

TransPowei

Government Lile insurance

Corporation

Governmeni Property Services

Land Corporalion

Concessionai mortgages and

rental properties

Deveiopment bank

Trading bank

Domestic and international air

services

Ott and gas production

Hotels

Shipping services

Agiiculfurai bank

Air traffic controi

Coai mining

Eiecfricity generafion

Eiectncity transmission

Life insurance

Governnienf property Itoidings

Government rurai landhoidmgs

Pnvatized (1988)

Privatized (1993), government

retains ownership of iand

pending settiement of Waifangi

ciaini

Approximafeiy I\IZ$1 2b

mortgages privatized (1991 2)

Sold under statutory

management (1988)

Privatized (t992)

Privatized (1989)

Privatized (1988)

Pnvatized (1990)

Privaiized (1989-90) with partial

payback (1993)

Privafi/ed (1989 and 1992)

State-owned enterprises (profifs

of S6m in 1994)

Settiing ov înership issues under

Treaty of Waitangi

State-owned enterprise

Slate-owned enterprise (creafed

1994)

Now owned by poiicyhoiders

State-owned enterprise (profits

of $1 5m in t994)

Sfafe-owned enterprise (profits

of $36m in 1994)

S77m in mortgages soid in

1989--90
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T a b l e 1 c o n t i n u e d

SLilo-nwiicd enterprise

New Zeaiand i-oreslrv

Corporafion

New Zeaiand Posi

Aclivily

Forests and sawmiiis

Postai services

Post Office Bank Savings bank

feiccom Corporation Teiephone services

Works and Devciopnicnf Civil enijinecring

Services Corp

(Government Computing Services Computer systems

Government Suppiy Brokerage

Corp.

Radio New Zeaiand

ieievision Mew Zeaiand

Government purcfiasing

company

Nationai radio services

Iwo nationat IV ciiannei;

Sfjtus and comment

S88/ITI of ciitting rigiits

privatized ;esl remain aiong wi!h

iiind as statc-ov.^ricd cnferprise

S!ate-owneil fiiiioriinse ([irotits

of S6/ii; m 1994)

Pnvafized (1989)

Privafi/ed (1990)

State-owned enterprise (profits

of $10m in 1994)

Privali/cd (1994)

Privatized (1992)

Slate ownou enterprise (prolits

of $1 6m 111 1994)

State-owned entei prise

of S33m III 199'1)

Uncofporali/ed tiodics

Heaitii Computing Services

Government Print

National Film Unil

Communicate New Zeaiand

Heaitti computirK]

Printing

Film making

Putiiictty services

Piivaii/ea (1988)

Privatized (1990)

Soid to Teievision New Zeaiand

Pnvati/ed (1990)

Source Bollairl (199?) and Ircdsiiiy (1995.i

l l u ' I r ssd t i s n i p r e \ i o i i s ^ o v c r n m n i t i i a i l m i l s n r ,i r i i lu ' i " a p p i ' c c i . i l i n t i n l l i i r ha /a i ' i t s

i i i x o K c d , l. i ir C i i n r i ' l i i n r i i l <iii<iiv''r<l l l i c n o t c n l i . i l I n r i-v niK; n n n o c t u i i i s m i i \ i i i . i n . im ' r s

(*i | i r i \ ' . i l i / r d f i r m s ih .U r c t a i n n l s o i i u ' snc i . i l n i - | ) n l i l j f , i l i i l i | c i 1 i \ r s . l i i c uns r r n n i i ' i i l

l i i i w r n n g i i j / r i l l l i a l i'\rn l i i i ' i r a i i s k T (it i \ ' s i i l n , i i n \ \ i i r i - s l i i | ) ^ i ^ h l s i n i i i i l n n l r r t i i o v r

,i!i o o x e r n n i e n l d i i l i ^ a l H i n s so l<iiio as t h e p r i \ a l i / r i l c o i ' i i o r a l i o n r c t a i i u ' d s o n i r UL i i i l i i '

n i i i i u a l i i m s . l l p l r i i i ^ ^ ' i l l u iT i .Mtr ',i r l c i f i n l r r ^ u L i l i i f \ i i -a i tu- \sni-k ' !<< "a l l ow l l i o lU'W

o \ \ i K T s i o p l a n w i l h ( • I ' l i . i i n l x ' .\nt\ t n I ra i i s t c f t l i c r c s n o n s i l i i l i l x i o r " a i i \ ( i<) \ v r n t i i r i U

p<)li<."\ o h j i , ' c ! i \ i ' s l i i a l ini<^hl 1 L I \ C h r r t i s d t n r l l i c in is i iu-ssi-s l o i l u - i n r c n n h l i i s n l o r

( i r rasu i " \ ' ! '-)'- '()). W i i i l c i h i s wa.s ,in i n i p o r l a n i s | r p i o c w a r i l s , i l l . i i l c i l t n i l r \ c i n p a

l i M m c w n r i N tha t w n L l l d si t j iKi i w l u ' i i s iu 'h l i . i / ,u" i is ,u"i' l i i ^ rK l o In- r s p n i a l K i m n n r l a i i l

i n i p i \ i n i j _ i h a l a r r U i r n i n p n i i i i i a l c m u i - n l o r i h c ^ i - a l l i n y n l ,ni a i l r n i a l r i n s l i U i t i o n a l

I r a i i U ' W o r k s h o u l i l l>c p r f l c f i " i . ' i i I n ] i r i \ a l i / a l i n i i i o i " s m i u - s i i hsc l nl t r ansa i l i n n s .



Henisz Ihc Insfitutlons and governance ol economic rctorm 363

The special problem of utilities

l lu- r r lnn i i nl U\ n slalrnw!U'<i cnlcrprisr.s in p.irl ii'uLir hcdrx )lcii tiic \a l io i ia l

(Hnemtiu' i i t , "I \\c rxprr ie iu rs nl New /ra lani l Icircntiimiinic .11 ions ami l.lri. Iriritx

C'nrpnralioii nt New /calami illuslfalc tlic l \ pcs ni liMiisai lions thai, as aroucd \iv I {'x \'

anil Spiller (I99(-)), arc mosl apt lo r rc iU ' CDiUr.u ILI.II lia/arils when oro,ini/rd liirniij^li

l l i r niai^kk'l. While most suilc owtir(i ciiU'rprisrs wrre prii i i . ir iU riioao^'d in transar

lions ni Inw/tnni ieralr assii sp^H'iiiciu (prinl ino, prnprrU inan.ioctncnt, ( nnslr i i r l ion,

nu'cii.i, airiini's, rni.To\ anil hanivins^), Icirc ntnniunic.ilions aiul i.'ici I r i r i lv W(-i"r

I liararU-ri/i-(! l)\ sLibslantialU j^rralrr Ifaiisai i ion 1 nsls ik ir in ihr pnl i l ic i / rd naliire ni

the mark i i , l iu ' iiLcliiu)oil ni sniall nniniirrs li.ir^ainini^ (^i\rii rinnoniii.'s ni siaie aiui

srnpr and ihc nvc(.\ ior iai'm' non iTiirpinvaiiir iiurslTneiUs.

(ii\i,'n l iu ' New /catanil oo\rt"nnuMil s inaiiiiiU lo roni in i l nol lo i i i l r i " \cni ' in an\

Iradilintiai ri'i^ulatni"\ i^n\Trnanci.' str iu lurc Inr liu- i i l i l i l i rs (a polcnlial Jr joiio

(•xpi'npi-jalion h\ liic sLitc). pri\<iu- nuinopolics wniiid cilluT iia\i.' lo iie niiered rales

or rclur i i iii.it w<ui!(l \ ic ld poiitu al at r inioiu nr iic so lii>iill\ i"c^iil,iU'<l as lo nllcr l i t tk '

c i i ic inu \ iĵ ain oxer ih r i r cnnlinualinn as i^n\i.TnnK'nl (icpartmciits. I )cbali' cnnlinncil

tni" \xMrs alU'i' ihr passam' nl llic Stale ()w ncil 1 nierprisr ..Arl 1 ^SiS on a hri-'akup nl tin-

prc\inuslv stale (jwnrd monnpoiics ihal wonid ri"c<iU' a 1 nnip<iit i \( ' market thai would

ciisciplinc liu'sc iirnis uniler a liolit iiandcd r{'uuK"ilnr\ approai h. I'arllv iiccniisr ni New

/ealaiid's sni.iil si/r 1 Iniio (iist.iiuT ,ind inral calis were run ln l ihi'nuoh llu- same

swiu-hrs rr.siilrnl in Ir lcconi I icadtj nailers ('i rrasnrx i 9 IS'-'a, I '•'S'-'b)) an<l uni<]uc

dcpeiuiriu e nn hvdror l r r l ric power ( r r i iu i r in^ mnnl inal ion across i l i i irrc'nl ilains,

k'\ics M\A \'\\v\- s\sU'ms (I Icrti i( it\ i )islrihiit ion Kelnrm Unit l'-'91)), iberr v\ns ihe

perrrptinn ihal no lirc.ikii|) ol U'lr(oii i or Mr( Ir i i orp could lir ik'siuncd llial

acconiplisiu'ii liu'si.' ri i i ls.

Ick' toi i i was cventiiaiK pr i \a l i /cd as ,1 nmiuipolv rci>nlaU'il priniariK' In' l i i r thrcal

ni coniprl i t inn wh i i i i , in l ad , did cincri^r (|LIIIC ra|)iill\. llow<'\er, n\ercapai. i l \ in

c ic i l r i fa l ocncralion made ihe iniliai threat ol [lolenlial conipelition cjuite remote lor

i'iei Iricorp si vniieins;^ ooxcrnnicnl ci iorls .ll pri\ali/.alion. In bolh cases, tin' (lilliciilli^'s

encniiniercil in the ooM'riimi'nl wei'e (cnlrcd nti the proiiieni ni access In essenliai

laciiilics nr inti.M"i oniu'ction.

(.'nmpelilion inr leiecnninmnicalinti ser\i(es i.s i>i"eali\ iacilitaled when conipelini;

networks are aiile to iiileri, nnnei I sn thai tisers nl nne s(.'r\ice ha\e act ess tn all ntlu'r

u.sers. I lnwe\er, lelei'oni \\.\i\ a slroni^ aiKaniam' in anv ne<^nlialinns lor inter

cniHU'Clion as it nvxtu'ii liie onK local network thai reat IUHI lOi) pei' cent nl ( iistnmers.

'IIK.' iirsl inajnr entrant intn the t cie( ninniiinieal i{)ns markel, Clear ('nmmiinicalions

i u l , riaiined thai 'lekHoin'.s prit ino oi interi niinectinn was neithei" "iair' noi' 'reasnn

able' ,\\M\ \'iolate(l section ^6 ni the C'onnnerix' Aet 1986 bet ause lek'i 'oni used its

markel power in .in .mtieniiipetilive ni.inner In ni.iinlain its doniinani position and

protet't mnnnpoU' rents. In a i ase that reached ihe i'rivv Conncil ni the I Iniise nl

lords in london, t.'k'ar s aronnKiil was larm'K dismissed. In I )i.i. ember I99S, alter
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o\ei" ii\'e \ears ni iie^nliation, an inlei"( oniun lion ai^i'ei'iin-nt was Imallv i"eached.

Despite tile ai^reenient. Clear cnnlinues tn |irntcsi t lainiini^ il lia<l no i hoi( e iii.U tn

siijn a iiiased a{'cord. liellSniith did not reach an ac cnrd w i th ' Ic iernin until 1'-)'-'S an<l

has .sint'c .snId ils c^'linlar opeiMlinns in Nk'w /ealanii In \''nclalone,

l*nh( MTiaki'i's laced a ditlieull decision, lelecnni ilenianik'd reiniiiiirsenienl lor the

poiiticaliv iieies.sar\ Kiwi share and aliowaiue Inr a lonipetit ive rale ot r-elnrti nn a

hiijIiK speciiic IIXIHI itivesltiu'iil.' ' Clear's ari;iunenls .seeni ec.inalK persuasi\e. ieletnnt

can he expected tn iielia\e nppnrtunisticallv and thns threaten the coti ipeti l i \e returns

on inw'stmenl in eompetino inlraslriu tui"e and new sei-\i(es made in eiilranls

I he (.Jnxernnient did warn thai laiiure lo halani, e these i iai ins in pri\. i le iie^oti.ilion

I ould lead to a rei-nn si deration ni the lis^hl -handed rcoulalorv approach init iai i\

ia\'nnred. In 198'), lreasur\' noted thai a.s U'le( oin's nianam.Tnent taxourt'd privati/a

t ion, thev were current I v on their best lieha\ iour. I lowex'ei", w bile cni-renl intei'

conneetinn proposals seemed 'lair aiid reasnnahie", ihev \\ere 'iiinc.^icJ /n .h lihil

opcriiliiuj cxpcnrncc' I'l reasnrv 1989a, emphasis in original ], Thonsĵ h initiaiU ImpeluI

ihat lurtlK-r atl ion would he uniiet essarv, llie (jnvernnu'i it, Irustratt'd l)\ the lent;lliv,

,11-rinionions and politieailv damagin^ neooiiation prociss, publi.shed a liareK' \eiied

warning; to leleenni in Auij^usl 199S m expi'dile ihe process. I iial i lni imu'nt iailed to

reach a coiu'liisinn re^^ardin;^ the merits ol a revision lo ihe e\islino reuulalnrv

strut ture but did call lor ])ublic coninietil nn ihe mattei' am! protnise({ In i-\aluate ils

options suri-ouiuiing 'price re.sl rain I.s on aceess or interi-onnection to llie nalurai

iiionopoK lat i i i lv ' (Irea.snrv and .Vlinistrv ol Conimeixc I99o). !)e.spite the si^jnini^ ol

an intercoiinei tion as^reenient h\ Clear, the hnal on I come of this debate is slili

uncertain, I lu' politic a i con I rover sv surrounding ihe nei>ol iai ions denionsl rales the

ha/aiii ot opportunislic ni.inipulalion ol ihe politieai process h\ both (.-ntrants ami

imnnibents e\en in a light-handed regulatorx leuinu .

Despite l lu' loni^-staiKlin^ inleri onneclion balHe, New Zealand lek'toniniLinii, ations

was privali/.ed an<l does now compete v\'ith Clear and V'ndalone In loi i^ distance .MU\

sonie k)cal markets. Tin.' relnrtn ol the lo r i i u r l-.ieclricitv Division ni the .Ministry of

l'.nert^v took an ahiiosl enlirelv converse (ourse. While relnrms in the s^•^tnrs ol

ele(1ri( it\' supply and distributinn have been impressive, proposals to c reale a

competit i\e gi.'ni.'ration sL'ctor in [irivate hands have ori!\ ht'en acted upoTi in the pa.sl

lew months.

'I he centre oi ihe controversy was, a^iain, ititertoiUKx tion to ihe transmission

nelv\ork. Civen the lack ol potential private eoii ipeti l ion, llie sioverninent atleTiipleii

tn al k'dst avoid the (i)nccritration ol monopoly power ol generation and tran.smission

in a sini>le I'ntity bv estahlisbinii a ijriv.ite chib owner.shiij ior the naliona! power i^rid

di\ide<l between generators, distributors and, uiuler some proposals, private investors.

1 iinvever, <lue to concern surrounding the market jinwer held bv the iloitiinant state

owned generating conipdiiv, l lu ' distributors rfsiste<l and nhinia1el\ siuceeded in

deleating this retorm proposal. Reform efforts did not bejiin ajjain in earnest until

suppiy shnrtas^es in the summer ol
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Since l i i e n , s u h s t a n t i a i p r o g r e s s has b e e n ma i l i ' in t h e letailinsi^ o r lot al s u p p l v se i . to r

ami in ti ie c r e a t i o n i o r a spo t m a r k e t l o r e l e c t r i i i l v . i h e i o r l v e i^h l local l i l e c t r i i a l

Supp iv .'Xuthni-ilies ( I .SA) w e r e { n r p n r a t i / e d in 199 ^ w i t h t h e i n t e n t tha t t h e y wn i i l d

iie p r i v a t i / e c i . In 1 9 9 4 , l : C N / ' s i i iy i i - \n l la i je t r a n s m i s s i o n h i i s iness w a s sc 'pardlei l i n t n

an in<lepen<lenl s l a t e ow n e d e n t e r p r i s e \\ ith t h e i n t e n t i o n nl i. realinji^ a l o n i m n n

cai-r ier l o r a c o m p e t i t i \ e o e n e r a t i o n s e c t o r . .As ni l ' ' 9 6 , d e s p i t e l l ie lact that o i i l \ n i n e

I 'SAs had snid e \ 'en a m i n n r i t v ni l i ie i r s h a r e s to c u s t o m e r s w i t h i o n t r n i r e ina in ins i

w i t h ll ie local ( o u r u i l o r a c o m n i u n i t \ t r i i s l ani\ iha l i ;enei-al ion rcnia ineci a s l a l e

o w i u ' i l o l j i JopoU (31) j ier c en t o! r , C N / . ' s y e n e r a l i n i ; ( a p a i i t v havini^ in-eii split oli t o

I n r n i the iti(iej)eiuieiit s l a t e o w n eci e n l e r p i i s e C o n t a c t tiiat w a s pi ivali /eci in M a \

1999)^ ti ie i k ' s i r e d c o m p e t i t i o n had b e ^ u n t o e i i i e r u e .

S ince 1 9 9 4 , all c u s t o m e r s h a \ e ba<l t h e rii^lii t o p n r d i a s t * e i e i t i i c i l v i r o m anv s u p p U

com|")an\ . In tha i s a m e vear , i h e I l e c l r i c i l v Marke t i ng ; C n n i p a n v ( l i M C ( ) ) was set u p

as a joinl \ e n l u r e i i e t w e e n I ' C N / . , T r a n s P o w e r a n d t h e n a l i o n a l a s snc i a t i nn oi I S A s

w i t h t h e task ol c r e a t i n g a w h o i e s a l e m a r k e t Inr ( . ' leclricitv. I h e i n s l i t u l i o n a i ciesi^Ti oi

I , M C ( ) i i i L d r p o r a l e d m a n v i e s sons i r o n i t h e ia i led a t t e m p t to set u p a c l u b c n v n e r s h i p

of t h e ti a n s n i i s s i o n o r i d . V'otino i-iulits ai'e d i v i d e d e( |ualiv b e t w e e n b u y e r s An(\ s e l l e r s

t o r e l l e t t t h e lac I t h a t , i inl iki ' i inaiicia! m a r k e l s , m a r k e t p a r t i c i p a n t s l e n d l o |)!av o n e

o r t h e o t h e r r o l e i iul r a r e l y i)oti i . N o o n e cn l i tv is p e r m i U e d n u i r e t h a n 4S p i ' r CC-TII

oi w i t h i n l i a s s vot in j j s h a r e s so a i lhoi i i ih l . C N Z has 1? p e r cx'iil ol t h e oeiU'ratin<^

c a p a c i t y it has 4S p e r cen t ol p r o ( k u e r v o t e s ec|ual t o t h e s h a r e oi C 'on tac l w h i c h has

32 p e r c e n l of n a t i o n a l ^ e n e r a t i n ^ capae i tv . i u r t l i e r m o i - e , a i i iajnri lv nl b o t h b u y e r s

a n d s e l l e r s is r e q u i r e d l o pass any ( b a i l e e s in ll ie r u i e s repnla t in ;^ t h e m a r k e t ,

Inili.illy, I . M C O ioc i i sed on t r a n s p a r e n c y in p r i c e s e t t i n o iiv p u b l i s h i n g w e e k K

u p d a t e s o n t h e piuice.ss us i 'd b \ I'.CN'Z t o d e t e r m i n e p r i c e s . In 199 : ) , t h e c a p w a s

r e m o \ e d im t h e spo t m a r k e t i o r e l e c t r i c i t y and g o v e r n m e n t s u p p o r t Inr a light h a n d e d

r e i ; u l a t o r v a j i p r o a t l i w a s r c i t e r a U ' d . S ince I O c l n h e i - 1 9 9 6 , p r i c e s have b e e n se t In a

c o m p u t e r b a s e d I radi i i t i a n d i n i o r n i a l i o n s v s l e n i deycTopecl I ron i l l ie lorciy^n exclidns^e

r o o m s v s t e m u s e d by m a j o r b a n k s arovincl l lu ' wori<l based on iiicls i ic ' tween b u y e r s a iu!

s e l l e r s l o r K ) - m i n u t e bloc k.s oi e l e c t r i c i t y at 7 0 0 e n t r y o r ex i t p o i n t s a l o n g t b e n a t i o n a l

ijrici ( B o l l a r d and P i c k f o r d 1 9 9 h ) , A rec:ent s t udy by Bersjara a n d Sp i l l e r ( 1 9 9 7 ) u s iny

da t a d i s c l o s e d u n d e r t b e hph t h a n d e d r e p u l a l o r v s y s t e m iiiids t h a t r e i a t i v f l y h i ^b cos t

s u p p l i e r s in u r b a n o r i n d u s t r i a l a r e a s l e n d l o d i s l r i b u l e i h e elc-clric:ity ol o t h e r s

s u p g e s l i n g that m a r k e t f o r c e s a r e hav ing an i m p o r l . i n t i m p a c t r e l a t i ve ly r ap id iy .

The dis t i n d r e l o r m p a t h s t a k e n by t h e s e t w o ut i l i ty sec t o r s u n d e r c o m p a r a b l e

in!ititutic)nal regimes oi light handed regulation highlight the importance ol transac-
tioiidl (hard( teristic s to the (k'termindtion of an o[)tinial regulatory governance
mec hatiism. In the case of iTectric ity, despite tht.' diific ult> in transferring the
generalini) seclor to [irivale control, interconnection was at bievecl with little' acrimony
and a fund ion in jr spot market for power has deyeloped. By contrast, despite' thê
emergence of a compel it iye telecom munieations seryice sector, interconnectimi
remains hiirbiy i ontentious. iTectricity rnay haye ]>roceeeled turther e!ue tej the
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A d d i t i o n a l I v , a l t e ' i - c o r p n r a t i / a t i n i i a n d d e r e ' t j i i [ a l i n n n l l l i e I n r U e i u h t M e d r i c i t v

S n p p i v • • \ i i t i i o r i t i e s , t h e r e e x i s t e d a c n i n p e l i l i v e d n w i i s l i - e a m n i a i " k e l . H \ ( o n l r a s i ,

l e l e c o m n u i n i c a l i o n s e r v u e s . \ r v h e l c T ' o i j e n e n n s , b n n d l e d ,\\M\ s o l d d i r e d K l o l l u

c n n s u i n e r a c r o s s .i p a i i i c i p a i i l n v v i i e d a>\'.\ c i i r r e n l i v m o n n p o l i s l ji J i i h - . i s i r i K U i r e .

i n b o t h c a s e s , a l t e r s n h s t a n l i a l d e i a v , U ' i a l a n d e r r n | - a n d ac i - i m o n v , p r i c e s \ M ' i - e

r e d n c e d , s e r v i i e r r i i a h i l i t v i m p r o v e d a n c i c o n i p e t i l i o n i M i h a n c c d . l ' r o ( ; r e s s i i ! c o n i p e t i

t i o n w a s i ^ r e a t e ' s l v x l i e r e l o n t r a c t i n o c o s t s w e r e m i n i n i i / e d . i o r I r a i i s a c l i n t i s i n w h i c h ,

d u e t n t e c h i i o l o j ; i c a l o r p o l i t i c a l i n i i s t r a i n t s , s m a l l n u m b e r s i i a r ^ a i t i i i i i ^ n v e i - l i i e

r e t u r n s n n n n n r e d e p l o \ a h i e a s s e l s w a s s i i h j e c I I n p n h l i c a l i n t e r v e n l i o n , p i " o t ^ r e ' s s w a s

l i i n i l e d , H v c o n t r a s t , w h e r e c o m p e t i t i v e s n [ ) p h e - r s c o n i d e m e r o e ^^tMl s a t e s H i a r d t h e

h a / a r i l s i n t h e i r e ' x c h a n s ; e ~ i h r o u s j ^ h c o n l r a c I n \ ' r e c i p r o c a l a r r a n i j e i i i e n t •̂ , o a i i i s v \ e r e i h i

g r e a t e s t . I t i s n o l p o s s i b l e , i n h i i u i s j o h t , l o a s s e ' s s w h e l h e r m o r e n r h i . - l U M " r e ' l n r m s vve - re

t h e o r e - t i c a l i \ p o s s i i i l e h n l n n i \ I n c o m p a r e ' i e ' a s i h i e a l t e r n a t i v e i i i s l i l n t i o n a l s t r u c H i i ' e s .

t i i v e i i s t a i n s l o t n t i s u n i c r a n d p r c u k i c e r s u r p l u s i n h o l h s i ' c t o r s ( l i n l e s d e U n e r . \ ] n \

I ' v a n s i 9 9 - 1 ; C n K ,•( u l . I ' ' 9 ( - ) ) s i n e e I ' ) ( S 4 a n i l l i k e K j ^ a i n s n i l i M i a m i c e l l i c i e ' i u v , t h e r e

i s i i t t i e ' l i e i u i i t l i i a t N e w / . e ' a l a n < l s n e c e c i i e d n t i t h i s s c o r e

CONCLUSIONS ANO FURTHER APPLICATIONS IN THE INTERNATIONAL
CONTEXT

I h e N e w I n s t i l u l i n n a l A p p r o a c l i l o s l a l e s e ' c t o j - r e ' i o r i n p r e s e n l e d a h o v e a i i n v v s I n r a

h e t t i ' I " \ . i n d e r s t a n < l i n o n l l i i e s u e c e s s e s AWII I a i h i r e s o i N e w / . e a l . i i u r s s l a t e ' o v \ n e d

e ' l i t e ' r p r i s e ' r e i o r n i s a s w e ' l l a s l i i e c o n s t r u c t i o n o l a s e ' 1 n i r e e n m m e m l a t i n t i s h i r l u h i r e -

r e i n r 111 c i i n r t s . U n t i l t h e 1 9 ' - ) 5 e l e e i o r a l i - e t o r m . N e w / . e ' a l a n d s ^ o v e r t i m e i U w a s

c o n s t r a i i u ' e l i r o m a i " i ) i t r a r \ o r o p p n r t n n i s t i c I n ' h a v i o i i r n t i i \ I n t i l e ' i n d e ' p e ' i i e i e ' n c e a m i

p r o t e s s i o n a i i . s n i n i t h e j u d i c ' i a r v , t h e s l r o n u a d m i n i s l i " a l i v e i a p a i i i l i l i e ~ s n l i h e ' c i v i i

s e r v i c e a i u i i n i o r m a l s e i e ' i e ' t a l l u i r n i s i h a l e ' o n s l r a i n c d C X I C S S I M ' h c h a v i e i u r . W h i l e s u e i i

a i r . i n u - v v e i r k n i l e r e ' e i s u b s l a n t i a l o u a r a i i l e e s a j ^ a i n s ! a r h i t i - a r v a c l n i i n i s l r a l i v e n r j u d i c i a l

e \ p r o p r i a l i e ) n e i i p r i v a t e a s s e ' t s , i e u i s i a U ' i i r e l o i ' n i s l a i ' k i ' d e r e ' e i i h i l i u d u e t n t i l e ' c a s e

v \ i t i i v \ l i i c h t h e ' p r e s e n l o r a n v i u t u r e i . > o \ e r n m e n l I ' o i i l d o \ e ' i i i i r n p . i s l l a w ,

I h e ' e ' x t e ' i u k ' d a ^ j e n e \ t i i e - n r \ - i i a s e i i e x p e r i n u ' i i t w i t i i c e ) i - p o r a l i / a l i o n o i s l a l e ' o w n e d

e n t e r p r i s e ' s , i k ' s p i t e i n i t i a l e l l i e i e i u v s t a i n s , i a i l e d t e i \ i e k l p r i v a l e s e c l n r i e v e ' l s o l

e ' t l i e i e ' i u ' v e ) r p r o d n e ' e ' t h e s u s t a i i u ' d t l v n a m i e ' e ' i t u ' i e n e v ^ a i n s h e ) p e d i o r . I ' o l i t i e a i

i n t e r \ e n l i o n h e c a i n e i t i c r e a s i n j j l v c n m m n n a i u l d i s c l o s u r e s t a u d a r e l s h - e ' e | u e n l l v e ' v a d e ' d .

i t i I ' e ' s p n t i s e ' t o 1 l u ' s e s h o r t c o m i n s i s a m i n e w t h e ' o r e ' t i c a l i n s i u h t s I r o m l l u ' [ ) r e ) p \ ' r t v

r i g h t s s e ' h o n l , s t a l e ' o w n e d e ' n t e ' r p r i s e ' s t i i a l w e r e ' s e ' e ' i i a s o p e i ' a t i n i j ^ i n i e i n i p e l i t i \ e , o r

a t i e a s l c o n t e s l a i i i e , m a r k e t s w e r e [ ) r i \ a l i / e ' < l w i i i i e ' i h e r e ^ n i a i i i d e ' r w e ' r e b r o u i j ^ h l h a e i<

L i n d e i " i i u r e ' a s i n j ^ l v e l i r e ' e t s l a t e ' c o n t r e i l ( s e ' e l a b l e I ) , h i i h o s e ' c a s e ' s , s i i c h a s p u h i i c

n t i l i t i e ' s w h e r e c n i i t r a c t i i i i ^ e ' o s t s w e ' r e e x l r e n u ' l v i l i ^ h , r e t ^ n l a l n r v g o v e r n . n i c e w a s
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s l r u c t i i r c d a r o c u u i l i o i i t h a n d e d r e s ^ i t n e s t h a i l o o k a d v a n t a m ' o l N e v % / e a l a t i d s

i m l e ' p c n d e n t j u d i e i a r v a n d m i n i m i / e < i t h e e l a t i ^ e r s o t r e ' i j ^ n i a t o r v u i u ' e ' r t a i n t v p e i s e d h \

i l s W e s l m i n s t e ' r I ' a r l i a n i e n t a r v r e ' ^ i n u ' .

1 l e i w e ' v e ' i ' , ( o n s i s l e ' i i l w i l h l l i e i e ' s s o n s o t l i M i i s a e ' t i o n c o s t e c o n o m i c s , i h e ' I v p e o t

r c ' t ; u i a t o r v a p p a r a t u s t h a t v \ a s a d n p t e e i d i i i e ' r e d s n i > s t a n l i a i i \ h e t w c - e n l i i e t e l e '

e ' o t n m u n i c a l i i > i i s a i u l e i e c l r i c i t v s e e l o r s b a s e - d o n t h e ' u n i e | L i e t e c h t i n i n u j c a i , n i a r k e ' t a t u l

p e i i i l i c a l i l i a r a e l e - r i s l i e s o i t h e ' t w o i i u k i s t i i e ' s . A n i m p o r t a n t l e s s e i n i r o t i i t h i s . l p p i i e a t i e ) n

o f t i i e N e w I n s t i t u t i o n a l A p p r e i a e l i t e ) p u i i l i e s e e l o r r e l o r m i s i h e \-n\'(.\ i o r a e ' a r e i u i

m i c r o a n a l v t i e a t i a i \ s i s o i t h e h a / a r < i s l o m a r k e t e x c h a n i ^ e a n d i r o t n [ ) o i i t i c a l i t i t e r

v e n l i o n l l i a l e ' l i a r a e ' t e r i / e ' a s p e ' e i t i c r e ' o n i . i t e d i n e k i s l r v p r i e n ' t o t i i e p r e i p o s a l o i a s p e c i i u '

s c ' c t e i r a i r e i o r m p r n u r a t n n u ' , N o l n t i i \ w i i i i h e ' r e ^ u l a l n r ^ ^ o v ^ ' r t l a t l c e m c c i i a n i s i n
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