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STATE ENTERPRISE ENTERPRISE RESTRUCTURING, PRIVATIZATION AND LABOR ADJUSTMENT

Terms of Reference *

Background and Objectives 

Well designed programs of state-owned enterprise (SOE) restructuring and privatization, conducted through fair and transparent processes, can play an important role in promoting economic efficiency and growth. Issues that are critical to the success of SOE restructuring and privatization include, inter alia, the need to deal effectively with surplus labor. This requires developing strategies for labor downsizing coupled with measures to mitigate the adverse social impact of such downsizing. Typically, the challenge of labor adjustment becomes more daunting as privatization efforts move from the “above average” SOEs, which can afford to fund generous severance packages from their internal resources,  to the more over-staffed and loss-making enterprises. For this latter category of enterprises, the divestment process raises critical questions about the timing and funding of downsizing (Should surplus labor be retrenched prior to privatization? Should government undertake to finance and implement downsizing or should the responsibility be passed on to the new private investors?). The extent and cost of the labor downsizing required, and decisions on timing and funding responsibility,  can have an important bearing on the speed of the privatization process, amount of private capital attracted, sale price of the SOE, and the quality of the private investors. 

Over the past years, the Federal Government and a number of State governments have been implementing SOE restructuring and privatization. Both the Federal government and State governments have designed temporary job loss compensation schemes—voluntary redundancy schemes—and other social support programs (including labor training/redeployment schemes) for surplus workers retrenched in the process of privatization. Approaches used to handle labor redundancies have varied. In part, this variation has resulted from a learning process. But it also reflects the diversity of the enterprises divested, and the different policy views of the government authorities involved in the process, at the Federal and the State levels. To date, no systematic analysis of these experiences has been undertaken. 

Against this background, and following discussions with the Federal Ministry of Privatization (MOP), Ministry of Industry (MOI), Ministry of Finance (MOF), and selected State Governments, the Bank, in collaboration with the economic research institutes, plans to undertake a study to examine what works and what doesn’t when dealing with labor adjustment in the context of public enterprise restructuring and privatization.  It is envisaged that the results of the study would feed into the design of future labor adjustment packages for the workers of Federal and State Government SOEs and help governments implement  “socially responsible” privatization in the future.

To help launch the study, bring together relevant counterparts, and define the scope of the study, the Bank organized a half-day workshop with participation from the MOP, MOI, MOF, relevant State governments, relevant donor agencies, and economic policy institutes. The terms of reference (TORs) presented in this paper incorporate the main findings and agreements reached at the workshop. 

Scope 

The study will include a systematic analysis of downsizing efforts in selected Federal Government SOEs and State Government SOEs, involving data gathering based on firm-level and worker surveys. Once the surveys have been completed and analyzed, key findings on design, implementation and impact of labor adjustment on the success of privatization and on the socio-economic condition of labor will be benchmarked with available international experience to draw lessons that could feed into the design and implementation of labor adjustment in the context of future enterprise restructuring/privatization programs. In broad terms, the study will:

· Systematically gather information on the key issues, constraints and challenges faced by selected Federal Government SOEs and State Government SOEs in the context of SOE reform and privatization, with a particular focus on issues related to the design and implementation of labor adjustment programs and  their impact on enterprise performance and worker welfare.   

· Analyze the above information and compare the national experience with international experience/best practice.  

· Explore policy options, drawing on successes within the country as well as on lessons and best practices, to address labor issues. 
A systematic gathering of data on downsizing efforts in selected SOEs should take the following issues into account: 

· Targeting.  How was the extent and composition of labor redundancy determined?  Were potential investors consulted?  Did they have a say (e.g. a veto power) regarding the job separations that took place before privatization?  Were all these separations voluntary?  Was there any effort to target separations by observable worker characteristics such as age or skill?

· Compensation.  What was the compensation formula used in each case?  Why was this particular formula chosen?  Did it vary across workers (e.g. depending on whether the separation was voluntary or not, or whether the worker was entitled to pension or not?)  What fraction of the workers who were offered compensation accepted to leave?  How much was spent on compensation?  Who paid for it?

· Retirement.  Were redundant workers offered the possibility to take early retirement?  What was the formula used to determine the pension they were eligible to?  What fraction of the workers who were eligible for early retirement accepted the offer?  What is the present value of the liabilities generated by the early retirement program?  Who bears responsibility for these liabilities?

· Assistance.  Were assistance programs such as re-training, placement or counseling set up to assist separated workers?  Was participation in these programs mandatory?  What fraction of the workers who were eligible to participate in these programs actually used them?  What was the cost of each of these programs, per potential and actual beneficiary?  How effective were these programs?

· Implementation.  Were trade unions consulted?  Was there a public information campaign regarding labor adjustment?  Did the adjustment process lead to strikes or labor conflicts?  Did separated workers receive their compensation and assistance (if any) in time?  Were the social security and pension records handled appropriately?  Were separated workers hired elsewhere in the public sector?  What fraction was re-hired in the same enterprise?

· Leavers.  What happened to the separated workers?  What fraction of them are out of the labor force, or unemployed?  For those at work, how do their pay and benefits compare to those they had in the public sector?  How did separated workers spend the compensation they received?  All things considered, what fraction of them are satisfied that they accepted to leave the enterprise?  Does satisfaction vary along individual characteristics such as gender, age or education?

· Stayers.  Was there any further downsizing after privatization?  If so, how do its targeting, compensation, retirement, assistance and implementation compare to those of the downsizing that took place before privatization?  Did the enterprise recruit more workers after privatization?  What happened to salaries and benefits after privatization?  Was the change dependent on individual characteristics such as gender, age or education?

· Performance.  What were the proceeds from privatization?  Did the profitability of the enterprise change after privatization?  Did labor productivity increase?  If so, by how much?  Was privatization associated with a change in the environment faced by the enterprise (e.g. deregulation of the product market, limited access to subsidized credit, lower trade barriers, etc.)?

Methodology

The answers to the questions listed above would be derived from a careful analysis of three sources of data. An important effort should be devoted to the design of these databases.  In particular, the questionnaires should facilitate comparisons with other relevant national databases.

1. Enterprise database.  It should contain one record per divested enterprise.  Four types of data should be recorded in it:

•   performance indicators, such as sales, profitability, exports or net assets, before and after privatization

•   employment indicators, including employment and wages, if possible disaggregated by skill, nature of contract, etc., before and after privatization

•   privatization indicators, including the fraction of capital divested, the resulting proceeds, and the costs incurred to handle labor adjustment; and

•  qualitative (e.g. Yes/No) indicators referring to the downsizing process, covering the questions listed in the Issues section of the terms of reference.

Some of the information in this database will be compiled from existing enterprise-level surveys and government records.  But part of it will be obtained from interviews with enterprise directors, trade union leaders, private investors and the staff in charge of the privatization process. The data will be collected for all Federal and State Level SOEs in the sample. The goal of this database is to generate a thorough description of the approaches used to handle labor adjustment across the enterprises divested so far.  To the extent that the success or failure of the privatization process can be rated, the database should also allow to access the role played by different features of the labor adjustment process (e.g. was success associated with generous compensation, with assistance programs being in place, with consultation? Or was it simply the result of other enterprise characteristics?)  The results could therefore be used to design an appropriate protocol to handle labor adjustment in the next stages of the privatization process. 

2. Workers database.  It should focus on a limited set of enterprises which can be considered representative of the different approaches used to handle labor adjustment.  This database should contain one record for each worker employed by the selected enterprises before privatization.  The information to be recorded about each worker includes individual characteristics such as gender, age or education, as well as enterprise- related characteristics such as salary, benefits and seniority.  All variables should be defined in a way that facilitates comparisons with workers out of the public sector, based on existing household or labor force surveys.

Ultimately, the goal of this database is to allow an ex-ante assessment of the losses from job separation, at the most disaggregated level.  This assessment will take two forms:

•  a systematic comparison of the individual characteristics of those who accepted and rejected the separation offer: was it more attractive for men or for women, for the old or the young, for the skilled or the unskilled?  Based on a systematic comparison of this sort, it should be possible to infer the package that would have made each worker indifferent to job separation, given his or her individual characteristics.

•   a systematic comparison of earnings and benefits in and out of the public sector for the workers who left.  Earnings and benefits in the enterprise can be directly computed from the database.  Potential earnings out of it can be predicted by “plugging” their individual characteristics into an earnings function estimated using individual records from a comparable household or labor force survey.

3. Tracer surveys/Focus groups.  This database should focus on the same enterprises as the previous one.  An effort should be made to interview a sample of the separated workers.  Depending on how representative the sample is, the database can be treated as a genuine tracer survey, or rather as a focus group interview.  The information to compile in this database refers to the work history after separation, including employment, earnings and benefits.  It should also describe how the compensation package was spent, or invested.  If it was invested, it should assess the earnings flow that the separated worker derives from it.  Finally, the database should also report on the subjective well-being of the separated workers.

Ultimately, the goal of this database is to allow an ex-post assessment of the losses from job separation, at the most disaggregated level.  A high correlation between this ex-post assessment and the two ex-ante assessments described in the previous point would indicate that the results are robust.  Those results could therefore be used to design an appropriate compensation package for the next stages of the privatization process.

Sample size

As far as the Enterprise database is concerned , the data will be collected for  all Federal and State Level SOEs (50 approx in number) wherein reforms had been effected.

Workers database will be collected for around 16 enterprises that would include a mix of federal and state SOEs, which will have been restructured, privatized or closed (liquidated).   This sample can be considered representative of the different approaches used to handle labor adjustment.

Tracer database would comprise data on about 320 affected employees inclusive of those who have received retraining. Qualitative information would primarily be collected through 9 focus group discussions.

* Note:  Adapted from Terms of Reference for a study financed by the World Bank.  The scope of work in another country will depend on the quality of existing data sets, and the practicality of collecting new data in that particular environment.
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