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Abstract 
 

Privatization has been recognized as a worldwide phenomenon. In this pa-

per, a political economy approach is developed to analyze privatization. The ap-

proach assumes that political economy and privatization overlap in people’s need. 

So, the framework of political economy in privatization is based on the ‘need’ phi-

losophy. Government and private sectors are contrasted in this respect, leading to 

a conclusion on privatization as a method to manage the economy.  
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INTRODUCTION 

The role of public enterprise has 

been challenged in the last ten years, and 

the belief in public benefit from govern-

ment-owned enterprise has been questioned 

(Galal, et al. 1994). In these circumstances, 

hopes have been focused on the other side of 

business, the private sector. Governments 

have come to subscribe to belief in the mar-

ket forces reflected in a belief in privatiza-

tion. 

As a matter of influence, the trend to 

privatization has been spread to many coun-

tries (Smith and Staple, 1994; World Bank, 

1992). This international movement creates 

an assumption that privatization is a gen-

eral prescription for the ill of nationalized 

industry problems. Privatization has even 

been proposed as a prescription for better 

welfare, in the view of international institu-

tions, such as the World Bank and IMF. 

Thus, privatization has come to be more of 

an ideological than a business strategy. 

The objective of this paper is to de-

velop an insight into privatization practice. 

How is it treated in different backgrounds or 

perspectives? Is it possible to implement an 

approach, such as political economy? If it is 

possible, how can the perspective are devel-

oped to create an integrated understanding 

of the privatization phenomenon? 

To achieve these objectives, the dis-

cussion starts by exploring two extremes of 

privatization theory. An in-depth under-

standing of both extremes is expected to 

help in the search for a privatization phi-

losophy from a political economy perspec-

tive. Based on these discussions, a privati-

zation framework will be suggested. Finally, 

the concluding comments will be delivered, 

in the light of accounting’s role. 

 

THE RECENT DEBATE  

Privatization policy is actually highly 

correlated to the government’s business 

role.  In the literature, the debate about this 

role can be classified as two extremes: the 

United Kingdom and United States of 
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America perspectives1(Henig, 1989). In UK 

government, business is assumed to be a 

part of administration (Beesley and Lit-

tlechild, 1983). On the other hand, the US 

government assumes their business is the 

people’s. This means that the government’s 

role is that of facilitator and organizer. Both 

extremes, with their different backgrounds, 

have enriched privatization theory. Below, 

we would like to explore the contribution of 

each perspective. 

 

USA Perspective 

In the USA, the privatization process 

was raised by the private sector. As a less 

state directed economy, US business is 

dominated by the private sector.  People on 

the private side called for better manage-

ment to serve public. Besides that, the 

budget burden of public service was increas-

ing. At the same time, a major reform of 

government was proposed by academicians. 

The coincidence of interest among the pub-

lic, the business community and academi-

cians produced a self-conscious movement. 

So, in the mid - 1980s, the privatization 

movement began. 

The US government based their ac-

tions on the ground of public policy. They 

viewed that the economy as a main stimulus 

to the need for privatization. Privatization 

actually arose from a need to rebuild local 

government practice. The federal govern-

ment aimed to decentralize its economic 

responsibility. These processes were re-

flected in public services in the federal and 

local levels. This means that decentraliza-

tion and freedoms for public enterprise were 

determined by public policy. Freedom for 

public enterprise has been mentioned as the 

substance of privatization (Swan, 1988). 

                                                        
1 See Dunleavy,1986,p.13.  US and UK had been suggested 

as a leader of implementation public choice theory  in privati-

zation. 

It seems that, in US, the government 

was a main actor. However, intellectuals 

had actually done their privatization 

groundwork for many years. Intellectuals, 

mainly economists, believed that societal 

conditions are produced by government 

actions, a belief explicitly stated in the 

book, Capitalism, Freedom and Democracy 

(Friedman, 1962). Government’s behavior 

is contrasted with economic behavior. 

Friedman (1962) placed the dynamics of 

government as a subset of economic proc-

ess. This gave economic theory the capabil-

ity to refurbish laissez faire philosophy.  

Government intervention was allowed. Be-

sides that, redefinition of local government 

practice was necessary. Thus, there have 

been at least three basic themes of privatiza-

tion in US. 

The theme is the analogy between 

government and private monopolies. Gov-

ernment was characterized as a public mo-

nopoly. The exercise of public monopoly is 

closely associated with inefficiency, unre-

sponsiveness and waste, on the part of in-

ternal management. In the view of econo-

mists, this monopoly character gave rise to 

the possibility of applying micro economic 

analysis. This application would strengthen 

the image of economic theory’s role in pub-

lic policy (Webb, 1973). As a concluding 

comment, the monopoly characteristic 

caused an increase in the hegemony of eco-

nomic theory. 

The second theme is that govern-

ment regulation is anti-consumer in effect. 

This theme refers to a political conflict of 

regulation. Most of the time, regulation is a 

symbol of the victory of large business or 

professional interest. Large businesses or 

established professionals have a tendency to 

influence legislators towards licensing and 

regulatory burdens on new and small en-

trants, legitimating action to reduce compe-



Privatization Framework: Political Economy Perspective (Indra Bastian) 

29 

tition in industry. However, such action can 

never be in the consumer interest. The con-

sumer is only an object of the product. So, 

the cumulative power of consumers is nec-

essary to influence the legislators. The gov-

ernment, here, acted to co-ordinate con-

sumer interest. In this case, the accusation 

that government was anti consumer could 

be considered as a preventive warning. 

The third theme is the distinction be-

tween government responsibility and gov-

ernment provision. The former is about gov-

ernment’s responsibility for managing pub-

lic goods, a notion closely related to the 

government’s practice. The latter is about 

how government set their terms for meeting 

public needs. This means a standardization 

of public service. The question will be, ‘is 

the standard fulfilled by government’s prac-

tice?’. If different, it is caused by the nature 

of ‘public goods’ and difficulties in the mar-

ket process. In other words, the bias is a 

result of the nature of goods and market 

distortions. Economists view the bias as a 

result of discrete transactions among self - 

interested individuals. On many occasions, 

the self - interested individuals are self in-

terested politician and bureaucrats who im-

plement the public policy. 

Considering those themes, the possi-

bility of building a privatization theory was 

raised. Friedman (1962) suggested three 

elements of theoretical infrastructure for 

privatization; first, a revisionist interpreta-

tion of the origin and maintenance of the 

welfare state that accounted for government 

programmes and regulations by self-

interested bureaucrats and politicians; sec-

ond, a formalized theory; third, in vouchers, 

a proposed mechanism for moving away 

from governmental provision of services 

without necessarily denouncing governmen-

tal responsibility. This theory was imple-

mented by exploring micro economic theory 

in a public policy context. However, the 

theory of privatization remained isolated 

from American politics and policy. The 

legitimization of the idea of privatization 

required evidence that market forces would 

produce public good. In the US context, the 

first step to producing that evidence was to 

reconceptualize existing governmental prac-

tices. Studies by Ahlbrandt (1973) and Sa-

vas (1974) delivered the first evidence, in 

their studies about fire protection services in 

Arizona and urban services in New York. 

The results of their study were astonishing, 

so people started to rethink about the differ-

ence between public and private perform-

ance. 

The process of induction was getting 

serious in President Reagan’s administra-

tion (Swan, 1988). The US government 

formulated a proposal reflecting the kind of 

privatization practice taking place in Great 

Britain. Several elements marked privatiza-

tion as a serious policy on the government 

agenda. The first was the sale of a wide 

range of governmental assets, like 

CONRAIL and AMTRAK. Second, the 

government adopted the unfamiliar term 

‘privatization’, along with the argument 

that privatization simply represented an 

adoption of private means to pursue public 

goals. Third, the proposal linked assets' 

sales with a broad array of alternative tech-

niques. The concept identified contracting 

out, grants and subsidies, tax incentives, 

deregulation, vouchers, franchises and di-

vestitures as techniques. In the end of pro-

posals, the administration drew clear and 

implicit analogies to the British experience. 

They claimed that Margaret Thatcher’s ad-

ministration already had demonstrated the 

economic feasibility and political popularity 

of privatization. 

The proposal took the development 

of privatization theory to an advanced stage, 
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which can be called maturation. The reason 

is that privatization became a major issue 

on the national agenda. The context of 

maturation here is in the policy theory. In-

dicators include the joining of economic 

theory, a catalogue of techniques, reinter-

pretation of past practice, and a political 

strategy for institutionalizing change. These 

indicators presented recognition of the im-

portance of political as well as economic 

interest. 

The development of privatization 

theory is dependent on its appropriateness 

to privatization practice. The greater its 

ability with the reality of as politics and 

policy, the more advanced is the theory. 

According to Friedman (1962), closeness to 

the government provision will lead the de-

velopment of privatization theory. Besides 

that, as times have changed, a more flexible 

interpretation has grown up. In other words, 

a modest interpretation is needed in order to 

put privatization theory into practice. 

 

UK Perspective 

In contrast to the US situation, priva-

tization in the UK is pushed by government 

initiatives (Marsh, 1991). In 1979, the gov-

ernment transferred from the Labor to the 

Conservative party. In Thatcher’s admini-

stration, there were some significant 

changes in belief. The monetarist approach 

to organizing the economy was favored. The 

administration focused their work on con-

trolling the money supply, reducing public 

expenditure and cutting income tax. This 

means that economic policy was driven by 

ideological belief, rather than economic 

assessment. 

The ideology was associated with 

multiple objectives: economic freedom, effi-

ciency and wider share ownership (Clarke, 

1993). Economic freedom, here, means that 

the management of privatized corporations 

would be free to invest in market opportuni-

ties and the consumer free to choose. This 

freedom was expected to lead to efficiency, 

stemming from the disciplines of the prod-

uct and capital market, and the profit incen-

tive. However, an ideology needs to be 

shared by the majority in the community. In 

this case, wider share ownership was pro-

moted, in order to create popular capitalism 

(Rowthorn and Chang, 1993). 

The impact of the elaboration of ide-

ology into objectives produced Thatcherism 

in government policies, which were driven 

by a desire to finance existing expenditure / 

tax cuts through mechanisms that reduced 

of the public sector’s net worth and dis-

guised the true fiscal deficit (Marsh, 1991). 

The reduction of the public sector’s net 

worth meant calling for the private sector. 

This is called a conflict between denation-

alization and the promotion of competition. 

Competition, here, is promoted through 

liberalization. So, Thatcherism resolved the 

conflict by privatization, which meant a call 

for the extension of individual share owner-

ship.  

In case of greater competition, the 

process of denationalization became a nec-

essary step to secure the management. The 

administration approved denationalization 

as a way to face competition. The assump-

tion behind this argument was based on a 

budgetary point of view. Denationalization 

is a step to greater efficiency. Since dena-

tionalization is close to the market, the 

management should be able to compete with 

other companies in the industry. The per-

formance standard is shifted from a gov-

ernment to a market standard. This shift 

propels denationalization towards a faster 

elimination of uneconomic capacity. In the 

case that government performance is lower 

than the market standard, there will be a 

reduction of unnecessary ineffective and 
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inefficient activities. The last argument 

from the budgetary point of view is that 

denationalization eliminated claims upon 

the government budget, from the govern-

ment enterprises.  

In UK, the privatization concept has 

been translated into more practical concerns 

(Jones, 1993). The concerns here are about 

competition policy, corporate disclosure and 

corporate ownership patterns. The vision of 

competition is explored to understand the 

future of industry. Calculation of the 

strength and type of competition is impor-

tant to determine the most practical route to 

privatization. The right choice of privatiza-

tion form will deliver the right strategy to 

face competition (Smith and Staple, 1994). 

In the case of investment projects as a type 

of privatization, management will face the 

challenge of technology, instead of owner-

ship. The sacrifice and risk are low. How-

ever, changes of business environment 

should prompt consideration of other forms 

of privatization. For example, when funding 

is related to international finance, it is bet-

ter to use asset sales, like stock exchange. 

When it is only to create supporting condi-

tion for the growth of industry, deregulation 

will be the answer.   

That pragmatic route was formalized 

by corporate disclosure. In corporate disclo-

sure, the management policy and their 

analysis are explicitly printed. Disclosure 

can reflect the conditions before and after 

privatization. Besides that, it can explicitly 

state whether management has fulfilled the 

requirements of government or other bodies. 

In this case, management exercises corpo-

rate disclosure as a way to communicate 

with society before, during and after priva-

tization. So, for external bodies, corporate 

disclosure has become a formal guide to 

evaluate management in their privatization 

policy. 

The last concern is about the corpo-

rate ownership pattern. This concern is 

more to do with the composition of corpo-

rate shareholders. Related to privatization, 

this concern has a similar meaning to sell-

ing corporate stock on the capital market. 

The popular term is ‘go public’. The pattern 

of ownership has become one of more peo-

ple's involvement, more stock issued and a 

more complex accountability process. In the 

societal sense, the corporation has become 

more democratic (Rowthorn and Chang, 

1993). This means that corporation is open 

and directly accountable to the public. So, 

privatization has changed the accountability 

orientation from government and limited 

shareholders to public ownership. 

In practice, the administration im-

plemented a regulatory approach to stimu-

late privatization (Wellenius and Stern, 

1994; Harris and Milkis, 1996). They regu-

lated a formula RPI -X to restrict prices. 

This means the prices of public utilities, 

product and service were adjusted to the 

rate of inflation minus x percent. This for-

mula provides an incentive to reduce cost 

and to innovate. 

Above, we have presented a critical 

description of the UK privatization process. 

Behind that story, there were some threats. 

Administrators were becoming conscious 

that the main point of privatization is to 

shift motivations of management towards 

profit making. It adversely affects willing-

ness to provide some services for uneco-

nomic bodies. Moreover, management 

should consider the future of their employ-

ees when the privatization process is 

started. These negative sides of privatiza-

tion can be turned to be positive, however, if 

the government is able to choose and con-

trol the appropriate privatization method. 
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Comparative Analysis 

The UK and US experiences in pri-

vatization were different in sequence and in 

emphases. The two perspectives are actually 

complementary. Both perspectives have 

enriched the privatization theory. Besides 

that, both made people aware that privatiza-

tion is a way of managing the national 

economy. 

The differences between the UK and 

US start with the fundamental philosophy. 

For the UK, the philosophy was Thatcher-

ism as a political ideology. This political 

ideology influenced the themes of govern-

ment policy: such as economic freedom, 

efficiency and wider share ownership. It 

spread the ideas among people, so the moti-

vation to privatization arose from political 

consensus. On the other hand, the philoso-

phy of privatization in US was based on 

economic theory. It was built by academi-

cians, especially economists. The study of 

economy in government led to a study of the 

failure of big government. From that point, 

the themes of privatization were raised: big 

government, government regulation, and, 

government provision. These themes made 

privatization a matter of public policy in the 

US context. 

The impact of privatization has gone 

along with the implementation of the con-

cept. In the US, privatization has become a 

part of political strategy. The theory led to a 

re-conceptualizing of existing governmental 

practice, and here to the appropriate method 

of privatization: the regulation approach. 

On the other hand, in the UK, the imple-

mentation was more detailed and prag-

matic. The administration offered a choice 

of ways to implement privatization: asset 

sales, deregulation, contracting out work, 

private provision works, investment pro-

jects, reduction of subsidies and council 

house sales. These choices can be carried 

out separately or combination. In the im-

plementation process, the government role 

is only as that of a regulator. Government’s 

concern is only for price restriction. 

Despite these differences, however, 

there are also similarities. Privatization 

generally changes management attitude 

toward profit making, because profit tends 

to be shareholders’ main concern. However, 

this does not mean there are no other con-

cerns. Since privatization also promotes 

shareholders’ democracy, management 

should be prepared for any difference in the 

focus of shareholders. This means that pri-

vatization demands more management con-

cern.  

Both the US and UK perspectives 

have contributed to the privatization con-

cept. The US has contributed more on the 

side of economic and regulation theory; the 

UK on developing privatization as a prag-

matic concept. Thus, these different are 

complementary. As we understand it, the 

UK perspective has a tendency to be too 

simplistic. On the other hand, the focus of 

the US is often biased. 

Finally, the UK and US perspectives 

agree that privatization is a matter of politi-

cal economy. The UK emphasizes the eco-

nomic side, while the US lays more stress 

on the political side. Both show that the 

impacts of politics on economy and vice 

versa arise as main issues in privatization. 

The conclusion reflects that privatization is 

actually a method of managing the econ-

omy.  

 

PHILOSOPHY OF THE 

PRIVATIZATION IN POLITICAL 

ECONOMY PERSPECTIVE 

The understanding of privatization 

as a matter of political economy leads to the 

idea of reconstructing the theory. Since pri-

vatization theory is still in its early stages, a 
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contribution from political economy will be 

a significant one. The US practice contrib-

uted from the economic theory side. On the 

other hand, the UK raised this issue by 

means of a more pragmatic approach. The 

question is whether either or both can pro-

vide a pattern of privatization for other 

countries. Learning from others can be done 

by learning the theory and learning by ob-

servation. In this section, we build a foun-

dation to develop the privatization frame-

work from a political economy perspective. 

In previous sections, it was shown 

that privatization can be approached by, in 

terms of governmental issues and economic 

policy issues. From a governmental perspec-

tive, privatization is explored to restructure 

ways to serving the public (Goodman and 

Loveman, 1991). It involves decentraliza-

tion, control and optimization of economic 

capacity. On the policy issue, privatization 

is exercised to multiply economic growth, 

which, here, means how people’s need can 

be fulfilled better. This means that privati-

zation is actually a method to serve people’s 

need better. In other words, the main point 

of privatization is managing people’s need.  

From this point, we started to de-

velop a new way to see the privatization 

problem. The fundamental issue in privati-

zation is people’s need (ibid.). On the other 

hand, political economy is essentially about 

how to distribute resources (Caporaso and 

Levine, 1992). It is closely related to ‘pro-

ducing and arranging people’s need’. This 

means that to develop a political economy 

perspective on privatization, it is best to 

start with critical analysis of people’s need. 

So, this section will be about need and al-

ternative ways of meeting it. 

Related to those arrangements, our 

discussion about need will determine the 

appropriate roles for government (public 

sector) and private sector. Both sectors have 

a duty to manage resources to meet people’s 

need. So, a critical understanding of the 

management network can be suggested as a 

basis to introduce a framework for analysis 

of privatization case. 

 

Need 

It has been concluded that privatiza-

tion arise from management of people’s 

need. In this subsection, the people’s need 

will be examined in terms of the nature of 

need itself and how people respond to the 

nature of the need. This involves classifying 

needs and exploring the essential issue of 

managing resources, as a way to renew our 

interpretation on privatization. 

In general, need is classified in terms 

of goods and services. This general classifi-

cation stems from the kind of product avail-

able in market. However, this classification 

is too simplistic; it does not reflect the man-

agement process of producing and arrange 

‘need’. So, two important concepts of peo-

ple’s need, exclusion and consumption, are 

investigated, in order to find a way to re-

classify the need (Vincent and Ostrom, 

1977).  

The exclusion and consumption con-

cepts are explored from the perspective of 

matching events of seller and buyer. Exclu-

sion is a condition in which potential users 

of services and goods can be denied. The 

condition here is set by potential suppliers, 

and is attached to cost, instead of logic. So, 

the feasibility or in-feasibility of exclusion 

is determined by relatively low or high 

range of cost, which enforces exclusion. On 

the other hand, consumption is a condition 

in which services and goods are used. The 

condition here is set by consumers. This 

makes the condition attached to logic, in-

stead of cost. The consumers can be divided 

into joint and individual consumers. 



JAAI VOLUME 10 NO. 1, JUNI 2006:  27 – 44 

34 

By developing both concepts, a new 

classification of goods and services can be 

suggested. From a management perspective, 

the questions that arise in relation to goods 

and services are whether or not the need 

will be produced at all and what the neces-

sary conditions are to ensure that the goods 

and services will be supplied. Both ques-

tions can be reflected in a schema that com-

bines feasible and in-feasible exclusion, and 

individual and group consumption. The new 

classification can be: 

1. Purely individually consumed goods for 

which exclusion is completely feasible 

2. Purely jointly consumed goods for 

which exclusion is completely feasible  

3. Purely individually consumed goods for 

which exclusion is completely infeasible 

4. Purely jointly consumed goods for 

which exclusion is completely infeasible  

 

Our classification need not stop at 

this point. The four classifications should be 

renamed as groups of need. In the first 

groups, the sense of individual is quite 

clear. The private character of the first 

group makes the commercial transaction a 

bridge to obtain goods and services. The 

first group can be called as Private Goods. 

In the second group, the sense of 

joint consumption is the key point. How-

ever, the suppliers still set the conditions. 

This means that the consumers have to per-

form a commercial transaction to obtain the 

goods and services. The second group can 

be renamed as Toll Good, which means that 

to get the services, the consumer should pay 

something. 

In the third group, the sense of indi-

vidual is raised as a main issue. The differ-

ence from the first group, is that in this 

third group, suppliers do not have influence. 

This means that individuals can obtain the 

services without any obligation. The charac-

ter of the goods is common, and, the suppli-

ers do not handle any restriction. So, the 

third group can be renamed as Common 

Goods. 

In the last group, the sense of collec-

tivity is raised, also sense of common. This 

makes this group as a free group. This 

group can be called as Collective Goods. 

The characteristics of our classification are 

summarized below: 

 

Figure 1: Classification of Goods and Services 

 Easy to deny condition Difficult to deny condition 

Individual consumption Private goods Common goods 

Joint consumption Toll goods Collective goods 
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Government 
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Government 
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Government 
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 Figure 2: Need Network 
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Under easy to deny conditions, pri-

vate goods and toll goods can be supplied by 

the market. In these types, collective action 

plays a minor role, especially to establish 

ground rules for market transaction. Under 

difficult to deny conditions, common goods 

and collective goods require collective ac-

tion to ensure the supply of goods and ser-

vices. From our discussion, the government, 

here, plays a greater role in relation to the 

collective and common goods.  

After reclassifying need, the next 

fundamental thing behind privatization is 

collective action. Collective action can be 

interpreted as a group movement to fulfill 

people’s need. It is necessary to 1) decide 

which private and toll goods are to be de-

fined as worthy goods; 2) decide on the 

level of supply; and, 3) decide the price of 

goods. This means that the essence of col-

lective action consists of making decisions 

and raising money. Making decisions is 

represented by a political consensus to de-

cide which goods and which level of supply 

are desired, and raising money is repre-

sented by the implementation of prices of 

goods. So, this means that collective action 

is about action to make the need worthwhile 

for people. 

The question now arises, how to or-

ganize the collective action. The action in-

volves several agents. Three basic partici-

pants in the delivery of a service can be 

identified: the service consumer, the service 

producer and the service provider. The con-

sumer is the agent who receives the service. 

The service producer is the agent who actu-

ally and directly performs the work or de-

livers the service to the consumer. The ser-

vice provider is the agent who assigns the 

producer to the consumer, or vice versa, or 

selects the producer who will serve the con-

sumer. It seems that these three agents cre-

ate need’s network. The flow of the work 

will be depended on a matching between 

supplier and buyer. In this network, the key 

player for matching is service provider. 

This brings us to the question, who 

can be the service provider. The answer is 

government and the private sector. Next, 

between the consumer and producer, which 

one is closer to the service provider? Since 

the main topic behind business transaction 

is cost, the producer is the main determi-

nant in the business transaction. 

The answer to collective action is not 

completed yet. The last step in the network 

is owned by consumers. The consumer is 

best seen is terms of types of transactions, 

i.e. government - government, government - 

private and private - private. From observa-

tion, ten arrangements for people to fulfill 

their need can be mentioned. They are gov-

ernment service, inter-governmental agree-

ment, contract, franchise, grant, voucher, 

market, voluntary, self service and govern-

ment vending. The complete network is 

depicted in Figure 2. 

The network consists of matching 

between all agents: supplier, provider and 

consumer. An interesting aspect of this 

chart is that the consumer cannot exist 

without a transaction. This means that the 

decision to produce and arrange the goods 

is more important than the decision to con-

sume. This phenomenon is influenced by 

the role of the provider. As the provider 

works in the interest of cost, the whole of 

the network is based on how the 

cost/price/conditions of suppliers can be 

fulfilled by the consumer. 

 

Privatization as a Reflection of Need 

Our understanding of ‘need’ lends to 

the question, ‘how need can be related to 

privatization’. The relationship is quite in-

teresting, especially when the need can be 

interpreted as an alternative arrangement 
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for managing the economy. Need is a sym-

bol of people’s life. In Figure 2, need was 

seen to be a cumulative effort among pro-

ducer, consumer and arranger. In this case, 

the result of the effort is an event where the 

consumer’s capacity matches to supplier’s 

condition. The events are government ser-

vice, inter-governmental agreement, con-

tract, franchise, grant, voucher, market, 

voluntary, self service and government 

vending. 

These events can be interpreted as 

need arrangements. These arrangements 

can be divided into private sector arrange-

ments and public sector arrangements. It 

means that in on one side, the tendency is to 

privatize; while on the other side, the ten-

dency is to nationalize/governmentalize or de-

privatize. 

Since political economy can be de-

scribed as a way to distribute people’s re-

sources (need) and this arrangement is a 

way to fulfill people’s need, Figure 3 can be 

viewed as a Spectrum of Privatization. This 

means that privatization can be interpreted 

as a dynamic concept. Privatization can 

change from an arrangement with high gov-

ernment involvement to one with less; cor-

respondingly, it means changing to an ar-

rangement where the private sector plays a 

more dominant role. Political economy will 

be a way of negotiation to make the mecha-

nism of privatization working. The direc-

tion of the mechanism is from market to 

government, or vice versa, as in Figure 3.   

An understanding of the political 

economy of the privatization mechanism 

brings us to types of problem which arise 

from the dynamic characteristic of privati-

zation. Problems in privatization arise in 

relation to: 

1. Changing from government to contract, 

grant, voucher, franchise, voluntary or 

market; 

2. Eliminating grants (producer subsidies) 

in favor of voucher, voluntary or market 

arrangement; 

3. Denationalizing as a particular form of 

privatizing that involves selling to the 

private sector, government owned enter-

prises or government owned assets used 

in producing goods or services; 

4. Recognizing that a particular govern-

ment - supplied service is a toll or pri-

vate good and imposing a user charge; 

5. Deregulating franchises and eliminating 

other price controls and entry barriers, 

in order to permit the market to respond 

to people’s need. 

These problem focuses are repre-

sented to provide the global feature of the 

privatization process. A privatization pro-

posal should reflect as the answer to the 

focus of the problem. This means the focus 

is a direction to understand the process of 

privatization and to show a critical point in 

the process.  

The above philosophy of privatiza-

tion from need could be seen as a way to 

distribute need by defining the duties of the 

public sector and private sector. In this case, 

this philosophy can be termed a political 

economy of need.  In fact, the need has been 

put in the context of privatization. Thus, 

this section has actually offered a political 

economic philosophy of privatization.  
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Figure 3: Need Reflection 
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PRIVATIZATION CONCEPT FROM A 

POLITICAL ECONOMY 

PERSPECTIVE 

The above discussion has shown the 

validity of the political economy perspective 

as a way to view privatization. Also, the 

debate has been concluded as a way to un-

derstand how privatization has been ex-

plored up to now. Both tend to an impres-

sion that privatization is a survival method 

for public sector enterprises. Privatization 

can be interpreted as a concept, ideology 

and even as public policy. It has delivered a 

bridge between economic theory and its 

implementation in the public enterprises. 

The debate between UK and US presented 

earlier is more about the point at which pri-

vatization started to be discussed. UK 

started from public policy, while the US 

started from a concept. So, the broad idea 

needs to be viewed from a particular per-

spective. In this paper, the privatization will 

be explored deeply from the perspective of 

political economy. 

Political economy is defined as a 

subject of distribution of economic resources 

and product. The main questions are who 

gets what and how much. Behind this is the 

need of people, which is interpreted as a 

way to fulfill people need. In this case, the 

important factor in describing the distribu-

tion is the “arrangement” meaning as or-

ganization, co-ordination and flow of work. 

Related to the previous section, the ar-

rangement might be interpreted as a type of 

business. This means the distribution of 

resources or product would have a range of 

arrangement, which has a tendency to pri-

vatize or governmentalize. 

Privatization and governmentaliza-

tion are viewed as two extremes. If the gov-

ernment chooses to have more influence in 

business, it will direct companies to the 

governmentalization extreme. On the other 

hand, if they prefer to allow the private sec-

tor to play a greater role, the tendency will 

be toward privatization. The factors that 

determined the choice are 1) specificity of 

the service, 2) availability of producers, 3) 

efficiency and effectiveness, 4) scale, 5) 

relationship of costs and benefits, 6) respon-

siveness to consumers, 7) susceptibility to 

fraud, 8)economic equity, 9) equity for mi-

norities, 10) responsiveness to government 

direction, and 11) size of government (Sa-

vas, 1987). Different arrangements can be 

selected according to these factors. 

These factors are actually reflected in 

three types of privatization analysis: macro 

policy for privatization; the process of pri-

vatization and post and pre the privatization 

process. Macro policy analysis is affected by 

the concern of government for efficiency, 

minorities, government direction and gov-

ernment size. The more government seeks 

efficiency, the more it will tend towards 

privatization. On the other hand, the more 

government enjoys the political orientation, 

the bigger the government size and gov-

ernmentalization will be the choice. 

The process of privatization is af-

fected by the availability of producers, effi-

ciency and effectiveness, scale, responsive-

ness to consumers and economic equity. If 

the preference of producers predominates, 

the tendency to privatize is greater. If the 

product or service is characterized as spe-

cific and particular, the government will 

prefer to privatize. And if the product is 

uniform and demand heavy, the govern-

mentalization is preferable. In this case, the 

flexibility of private forms of business be-

comes a significant advantage in business.  

In the pre - post of privatization 

analysis, the items of cost and benefit, 

specificity of the service and susceptibility 

to fraud can be a concern of privatization. 

The analysis of cost and benefit is recog-
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nized as a main consideration in deciding 

whether to privatize or governmentalize. As 

regards of specificity of service and fraud, 

the government should have confidence in 

the degree of public support for the process 

of privatization. In this case, the clear in-

formation is needed. 

These types of analysis stimulated 

the idea of a framework of privatization 

analysis. This means that the privatization 

framework can be divided into three types: 

privatization strategy for macro policy, pri-

vatization process framework and pre - post 

privatization framework. These three 

frameworks arise from the political econ-

omy framework. 

 

Macro Policy Framework 

The macro policy framework con-

cerns the goal with which government is 

undertaking the privatization. In relation to 

this study, the answer is economic reform. 

Privatization is only one element of reform 

(Smith and Staple, 1994). Others are re-

structuring and competition. The sequence 

of reform differs from one country to an-

other. One might choose privatization first, 

followed by restructuring and competition. 

Argentina is an example. Another might 

have the sequence restructuring, competi-

tion and privatization as did the UK. Ja-

pan’s sequence was privatization, competi-

tion and restructuring. These varieties of 

sequence depend on each country’s policy. 

The advantages of restructuring and com-

mercializing the state - owned management 

prior to privatization are at least twofold. 

First, a successful restructuring pro-

grammed will enhance the management’s 

performance and help to increase the sales 

value at the time of privatization (Clarke, 

1993). Indeed, post-privatization restructur-

ing may lead to a situation where all the 

economic benefits of the restructuring op-

portunity are realized by the new owners 

while much could have been captured by the 

government (i.e., the seller). Second, a suc-

cessful restructuring programme can en-

hance management and labor productivity 

and morale, build confidence in the privati-

zation process and reduce the likelihood of 

employees’ objectives (Pitelis and Clarke, 

1993). This means that each country which 

chooses the same method will get these 

benefits. 

Related to the macro policy, the de-

veloping country’s experience is slightly 

different from the developed country’s ex-

perience. Most developing countries have 

limited experience of managing economic 

restructuring. These countries are some-

times facing a significant political con-

straints. The suitable approach for these 

kinds of condition is incrementalism. It may 

cause an unacceptably high cost where there 

are very large unmet demands and a mas-

sive infrastructure programmed. Privatiza-

tion is preceded by a restructuring process 

in which the state - owned carrier is com-

mercialized, and the government’s regula-

tory responsibilities are separated from its 

policy - making and operational roles and 

placed in a separate organization. 

The framework analysis of privatiza-

tion from a macro view is quite important 

for understanding the objective of privatiza-

tion, in the context of economic and politi-

cal development. Some pre-conditions, such 

as regulatory reform, are needed to make 

privatization succeed. These situations 

should be created to support privatization as 

an applicable method of managing the 

economy. So, the first stage of the privatiza-

tion framework from a political economy 

perspective is macro analysis. This will 

open an understanding on some back-

grounds why the privatization is needed. 
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STAGE I  STAGE II  STAGE III 

RESTRUCTURING  PRIVATISATION  COMPETITION 

PRIVATISATION ➨  RESTRUCTURING ➨  RESTRUCTURING 

COMPETITION  COMPETITION  PRIVATISATION 

Figure 4: The Sequencing of Reforms 

 

Privatization Process 

The second framework of analysis 

from the standpoint of political economy 

concerns the privatization process. This 

framework is derived from macro policy 

analysis. The idea of privatization is better 

raised from the bottom up. The privatiza-

tion process is begun from inside the enter-

prise. The macro policy is only to situate the 

external condition of the enterprise. As the 

main actor of privatization, the enterprise 

should be prepared to change and improve 

its internal capability. This means that the 

framework of the privatization process is 

about enlightening the enterprise (manage-

ment). 

Earlier the idea was put forward that 

the capability of an enterprise is determined 

by the strength of the organization and the 

accuracy of decision making. The more ac-

curate management decision making, the 

more capable it will be of handling prob-

lems. Also, if the organization has a good 

teamwork, the strength of the organization 

will be solid. Within sufficient capability on 

the part of the enterprise, the management 

can start the process of privatization. For 

example, the management must ensure their 

financial statements conform to internation-

ally recognize accounting standards. 
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Figure 5: Privatization Framework 

 

The flow of thought in the privatiza-

tion process gives the impression that the 

actors in privatization are government and 

enterprise. The destination of the process is 

not on the public side but on the private 

side. That is why the term privatization is 

closely linked to the market. Or, in the fig-

ure above, management directs the enter-

prise towards the efficient environment. If, 

in the reality, the determinant of product 

acceptability is the market, this means that 

the efficient environment is equal to the 

market. 

 

Pre - Post Privatization  

The third framework of analysis 

from a political economy perspective is pre - 

post privatization analysis. Our understand-

ing of the process and environment of pri-

vatization leads to a question of control. 

The question is mainly about how to control 

the process and its externalities. In other 

words, it is about how to control the first 

and second frameworks of privatization, 

from a political economy perspective. In 

this case, our study suggests that the reform 

should be symbolized by four aspects: 1) 

modernizing the organizational structure, 2) 

financing organization infrastructure, 3) 

competitiveness and 4) policy and regula-

tion. These four aspects become the barome-

ter of the government’s ability to manage 

privatization. 

Modernizing the organizational 

structure is simply called restructuring. In 

this phenomenon, management reorganizes 

their activities according to a new form and 

mission. The form can be shifted to a ma-

trix, network and other forms. In restructur-

ing, management can be enlarged or slim-

mer. However, the key to modernizing the 

organizational structure is to make organi-

zations more flexible and adjustable to ex-

ternal competitors’ challenge and advan-

tage. 

Financing organization infrastruc-

ture reflects the introduction of new strategy 

to raise funding for management projects. 

Joint Venture, Build of Transfer and Leas-

ing are suggested as some ways to create 

new capital resources.  By inviting a new 

joint partner, management may be able to 

undertake new projects without selling their 

assets. This innovation is a key for man-

agement to improve their activities. 

 

 
Modernizing The 

Organizational Structure 
Financing Organization 

Infrastructure 

Competitiveness Policy and Regulation 

REFORM 

 
Figure 6: Evaluation of Privatization Framework 
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The third, competitiveness, is a re-

sult of modernizing the organizational 

structure and financing organization infra-

structure. An effective management policy 

in relation to organization infrastructure 

and finance can strengthen the competitive-

ness of the enterprise. In this case, man-

agement should consider the business envi-

ronment as a significant factor. However, 

the management may be constrained, or 

guided by regulation. The regulator can 

stimulate the enterprise to progress with 

certain incentives. On the other hand, man-

agement can be restricted from pro-

gress/certain alternatives cause of certain 

management objectives. 

The framework of analysis provides 

guidance on which events of privatization 

are critical and challenging. The study sug-

gests that in policy making and regulation 

are critical events to promoting successful 

privatization. The type of policy and regula-

tion will affect the type of restructuring and 

teamwork in management activities. If the 

policy allows the diversification of suppli-

ers, the management of enterprise should 

adapt to the new business competition. In 

this case, divisionalization will be a better 

choice to increase the range of supply. 

The next critical event concerns re-

structuring. The management should adjust 

to the new demands of the industry regula-

tor, and, in turn the new demands of world 

business. These events are critical, since the 

wrong choice of structure can impede the 

progress. Besides that, the shifting of power 

can create chaos, since the structure is sym-

bolize of power. Another critical internal 

event is financing organization infrastruc-

ture. Finance is a substantial element of any 

enlargement project. In the privatization 

process, the type of finance will affect the 

type of teamwork and ownership. If man-

agement prefers contracting, the ownership 

of the enterprise can be unchanged. In case 

of selling shares, management should shift 

their focus toward shareholders. 

The last event that is regarded as 

critical is competitiveness. There is no 

measure of the degree of competitiveness. 

The only sign of competitiveness is that 

management can maintain its efforts in 

business over the long term.  The right 

strategy will bring the progress in terms of 

profit, size of organization and etc, whereas 

an unwise strategy can cause a company to 

lag behind its competitors. This means that 

privatization can not be evaluated in a short 

term context. However, several signs of 

flexibility can be traced in the privatization 

process, such as increased profit, increase in 

the quality of human resources and im-

provement of other products of manage-

ment. The key point of privatization is the 

morale of employees. If morale deteriorates, 

this means that management has failed to 

deliver the privatization message. This 

means that the political economy perspec-

tive of privatization depends on how man-

agement succeeds in convincing the other 

agents of privatization. 

 

Recognition of Accounting Role 

Our discussion on three stages of pri-

vatization framework has implicitly empha-

sized on the accounting role. In the macro 

policy framework, privatization is related to 

the restructuring and competition. To reflect 

the capability of competition, the manage-

ment is suggested to disclose their financial 

condition as a part of their advantages. On 

the other hand, to reflect the new balance of 

power after and before restructuring, the 

accounting system works to reflect the im-

pact of changing, like political, social and 

economy aspects. As a conclusion, the first 

framework has put accounting beyond its 

traditional function, recording. 
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In the second and third frameworks, 

accounting has been recognized as an indi-

cator of privatization. The improvement of 

management can be analyzed by the com-

parison between accounting numbers in 

financial reporting. Besides that, the final 

product of privatization is mentioned as an 

efficiency environment. The management 

should disclose their efficiency. As a con-

cluding comment, accounting’s function has 

a capability to influence the environment in 

the second and third frameworks. 

The purpose of this section is to de-

liver an impression that accounting’s role is 

inherent in privatization. This means that 

privatization process can not be exercised 

without accounting. For example: if man-

agement would like to sell their shares in 

international capital market, they should 

fulfill an international requirement for fi-

nancial statement. On the other hand, if 

management is suggested to take a loan, the 

banking authority will inquire a sufficient 

financial reporting. This means that the 

accounting roles in all privatization process.  

  

CONCLUDING COMMENTS 

Privatization can be analyzed from a 

political economy perspective. The charac-

teristics of political economy match the 

characteristics of privatization. Both of 

them are rooted in ‘need’. Reclassification 

of managing the need delivers to the range 

of political economy works in the privatiza-

tion process. However, political economy 

contributes the notion of ‘distribution’ to 

the privatization process. This enriches the 

meaning of privatization; it is now seen to 

mean managing and distributing the re-

sources and product of arrangements. So, 

the application of a political economy per-

spective to privatization analysis has a dual 

emphasis. 

The framework for analysis of priva-

tization can be divided into three stages: 

macro policy analysis, privatization process 

analysis, and evaluation analysis. These 

three frameworks are related to each other. 

The result of macro policy analysis is incor-

porated in privatization process analysis. 

Also, the analysis of macro policy privatiza-

tion acts as inputs privatization process 

analysis. Also, the analysis of macro policy 

privatization acts as inputs to evaluation 

analysis. This type of relationship makes 

the privatization framework an integrated 

work. In this case, political economy clari-

fies how managing the process lead to better 

distribution of the product and resources. 

Related to this, accounting can act as a tool 

to show the managing and distribution 

process. The framework leads to recognition 

of accounting as a part of improvement, 

such as adjusting to international standard. 

By taking accounting as a way to see the 

privatization, political economy will exer-

cise accounting not only for recording, but 

also for reflection of all privatization phe-

nomena. 
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