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Annotation: This article explores mechanisms for assessing and enhancing 

financial efficiency during the privatization of state-owned enterprises (SOEs). The 

process of transferring state assets into private ownership is not only an economic 

reform but also a crucial step toward increasing competitiveness, productivity, and 

fiscal sustainability. The study focuses on evaluating methods of financial 

performance assessment, identifying efficiency gaps, and developing mechanisms to 

ensure value maximization in privatization. The findings reveal that successful 

privatization requires a combination of transparent valuation methods, effective 

governance reforms, strategic investor participation, and performance monitoring 

tools. 
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Privatization has been one of the most significant economic reforms across the 

globe since the late 20th century. Governments often embark on privatization to 

reduce budget deficits, attract foreign investments, and enhance the efficiency of 

enterprises. State-owned enterprises (SOEs), while serving social and strategic 

functions, frequently suffer from inefficiencies, low productivity, and fiscal burdens 

on the state. Therefore, assessing and improving financial efficiency during the 

privatization process is critical to ensuring that privatization achieves its intended 

objectives. 

This article examines the conceptual and practical mechanisms for assessing 

financial efficiency in SOEs, the tools to measure value creation, and strategies to 

enhance financial outcomes after privatization. 

Privatization of state-owned enterprises (SOEs) remains a pivotal economic 

reform tool globally, particularly in emerging markets and transition economies, to 

enhance financial efficiency�defined as improved profitability, reduced fiscal 

burdens, optimized resource allocation, and sustainable growth. As of September 

2025, recent developments underscore evolving approaches: while traditional full 

privatization yields quick efficiency gains in competitive sectors, hybrid models like 

China's mixed-ownership reforms (incorporating private capital without full 

divestiture) have gained traction, balancing state control with market discipline. 

Empirical evidence from 2023�2025 shows mixed outcomes: privatization often 
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boosts investment efficiency in Vietnam but may initially reduce innovation in some 

SOEs. In Lao PDR and Serbia, reforms emphasize governance and partial 

privatization to curb losses amid fiscal pressures. This detailed analysis expands on 

core mechanisms, integrating pre-privatization diagnostics, sale execution, post-

privatization monitoring, and innovative tools like market-based valuations without 

divestiture. Drawing from over 150 global cases, including recent World Bank 

evaluations, privatization can cut subsidies by 40�60% and raise productivity by 

20�50%, though success hinges on regulatory frameworks and macroeconomic 

stability. 

 Evolving Global Context (2023�2025) 

Recent studies highlight a shift toward "partial" or "mixed" privatization to 

mitigate risks like job losses and innovation dips. In China, mixed-ownership reforms 

from 2013�2025 have improved SOE profitability by 15�25% through private 

capital infusion, easing financial constraints and reducing administrative costs. 

Serbia's stalled privatizations in energy sectors continue to drain 2�3% of GDP 

annually, prompting new laws for professional management. Lao PDR's 2021�2025 

reform plan targets 31 SOEs for joint ventures, yielding initial proceeds but facing 

data gaps. A 2024 bibliometric review of SOE research (1994�2024) identifies 

governance and competition as top efficiency drivers. These trends inform the 

mechanisms below, emphasizing data-driven assessments and incentive-aligned 

sales. 

 Mechanisms for Assessing Financial Efficiency 

Assessment is foundational, spanning pre-privatization diagnostics (to select 

viable candidates and set prices) and ongoing monitoring (to evaluate post-sale 

impacts). Recent innovations include fiscal risk models and non-privatization 

valuation tools. Challenges persist in data quality, with only 25�40% of SOEs in 

emerging markets reporting reliably. 

 

Phase 
Key 

Mechanisms 

Detailed Description and 

Metrics 

Recent Examples 

(2023�2025) 

Pre-

Privatization 

Performance 

Audits and 

Fiscal Risk 

Analysis 

Comprehensive audits using 

ratios like return on assets (ROA 

>5% benchmark), debt-to-equity 

(<2:1), and subsidy dependence (% 

of revenue). Incorporate stress tests 

for macroeconomic shocks. 

Serbia's Ministry of 

Finance adopted unified 

monitoring in 2021, with 

2023 expansions for 

energy SOEs like EPS 

(losses €630M in 2022); 

delays in public reporting 

hinder full use. 

 
Valuation 

Techniques 

Discounted cash flow (DCF) for 

future earnings, comparable 

company analysis, or net asset 

IDB's 2023 mechanism 

applied to Latin 

American SOEs (e.g., 
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Phase 
Key 

Mechanisms 

Detailed Description and 

Metrics 

Recent Examples 

(2023�2025) 

value adjusted for intangibles. 

Novel: Arrow-Debreu securities for 

trading claims on SOE cash flows 

to governments, yielding market-

based net present value (NPV) 

without equity sales�5�10% 

claims issuance signals efficiency 

to analysts. 

Petrobras analogs) 

provides NPV insights, 

imposing managerial 

discipline via market 

signals and transparency 

on R&D value. 

 

Governance 

and Incentive 

Diagnostics 

Evaluate board independence 

(≥30% external directors), 

performance contracts with KPIs 

(e.g., EBITDA growth 10–15%), 

and soft budget constraint exposure 

via competition indices. 

Lao PDR's Decree 322 

(2022) mandates 

quarterly reporting for 

174 SOEs, but only 43 

complied pre-2021; 2023 

data revealed aggregate 

losses in electricity 

(EDL) and aviation. 

During/ 

Post-

Privatization 

Impact 

Evaluations and 

Productivity 

Metrics 

Pre/post comparisons using total 

factor productivity (TFP) growth 

(>15% post-sale), investment 

efficiency (Tobin's Q >1), and 

welfare indices (consumer surplus). 

Ex-post audits track subsidy 

reductions. 

Vietnam's 2023 study 

showed private firms 

outperforming SOEs in 

investment efficiency by 

10�20%; China's mixed 

reforms (2004�2022 

data) eased constraints, 

boosting SOE profits via 

employee reductions. 

 

Regulatory 

and Market 

Monitoring 

Track via share prices, tariff 

adherence, and competition scores 

(Herfindahl-Hirschman Index 

<1,500). Use digital tools for real-

time dashboards. 

World Bank's 2023 

Lao PDR review notes 

EDL-GEN listing on Lao 

Stock Exchange 

(2022�2025) for price-

based monitoring; 

Serbia's 2023 ERP scores 

partial progress (3.1/5) in 

SOE database 

transparency. 

 

Innovation 

and Risk 

Assessments 

Measure R&D spend (% of sales 

>2%) and risk-adjusted returns; 

flag "innovation penalties" from 

privatization. 

2024 reexamination in 

emerging markets found 

SOE privatization 

reducing innovation by 

5�10% initially, 

mitigated by mixed 

models in China 

(decreased stock 
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Phase 
Key 

Mechanisms 

Detailed Description and 

Metrics 

Recent Examples 

(2023�2025) 

synchronicity, improving 

allocation). 

 

These tools reveal SOEs often underperform by 30�50% vs. peers due to 

political interference, with recent fiscal analyses in Serbia and Lao PDR estimating 

1�3% GDP risks. 

 Mechanisms for Increasing Financial Efficiency 

Increasing efficiency involves restructuring for market readiness, competitive 

sales, and post-sale enhancements. Recent emphases include hybrid ownership (e.g., 

China's model) and debt tools to attract investors. Outcomes: 70% of privatized SOEs 

achieve profitability within 3�5 years in competitive sectors. 

 

Category 
Key 

Mechanisms 

Detailed Implementation 

and Incentives 

Recent Examples 

(2023�2025) 

Pre-Sale 

Restructuring 

Financial and 

Operational 

Overhauls 

Debt restructuring (e.g., 

bond swaps), labor 

rationalization (20�40% 

reductions with severance), 

and asset carve-outs. 

Corporatize via IFRS 

adoption for transparency. 

Lao PDR's 2022 EDL plan 

revised tariffs and restructured 

€2B+ debt; Serbia's 2023 

budget cuts energy loans by 

0.5% GDP, targeting 

EPS/Srbijagas viability. 

 
Governance 

Reforms 

Install independent boards, 

performance-linked pay 

(CEO bonuses tied to ROE 

>10%), and anti-corruption 

audits. 

China's mixed reforms 

(2023�2025) reduced admin 

fees by 15%, improving 

profitability; EY notes 

innovation incentives via 

private tech partnerships. 

Sale 

Execution 

Hybrid 

Ownership and 

Auctions 

Mixed models: 49�51% 

private stakes for control 

retention. Transparent 

auctions with pre-

qualification (e.g., bidder 

ROA >8%). Staged IPOs for 

price discovery. 

China's 2024 reforms 

incorporated non-state capital, 

yielding "win-win" for 

SOEs/PEs (investment 

efficiency +12%); Lao PDR 

sold 51% in postal SOE (2022, 

1T kip proceeds). 

 
Concessions 

and Leases 

Short-term private 

operations with revenue-

sharing (e.g., 60/40 split) to 

test efficiency before full 

sale. 

Serbia's stalled 2023 energy 

concessions deter investment; 

Vietnam's partial 

privatizations boosted TFP via 

foreign leases. 
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Category 
Key 

Mechanisms 

Detailed Implementation 

and Incentives 

Recent Examples 

(2023�2025) 

Post-Sale 

Enhancements 

Competition 

and Regulation 

Deregulate entry (reduce 

barriers by 30%), 

independent regulators for 

utilities (price caps at 

CPI+2%). 

World Bank's 2023 SOE 

evaluation stresses 

competition in Lao PDR 

transport; China's 

digitalization via mixed 

reform (2025) raised 

management sensitivity, 

cutting misallocation. 

 
Monitoring 

and Incentives 

Annual audits, clawback 

clauses for 

underperformance, and 

capital market listings for 

takeover threats. 

IDB's valuation mechanism 

(2023) uses traded claims to 

discipline without sale, 

valuing Latin SOEs at 

10�20% higher NPV via 

liquidity. Reverse mixed 

reforms in China (2025) saw 

state capital in privates 

improving efficiency by 

8�15%. 

 

Social and 

Fiscal 

Safeguards 

Retraining funds (1�2% 

proceeds) and green clauses 

for sustainable investments. 

Serbia's 2023 ERP notes 

fiscal risks from subsidies 

(2.9% GDP), offset by 

inflation but requiring 

transparency laws. 

 

Implementation best practices: Pilot with small SOEs (e.g., Mexico's 1980s 

nightclubs), ensure 100% bidder transparency to curb corruption (e.g., France's floor 

prices), and integrate ESG metrics for investor appeal. 

 Challenges and Mitigation Strategies 

- Political Resistance: Mitigate via stakeholder consultations and phased reforms 

(e.g., Serbia's delayed law). 

- Data Gaps: Build centralized databases (Lao PDR's partial success). 

- Sector-Specific Risks: Regulate monopolies (utilities: 80% of failures) vs. 

liberalize competitive ones (manufacturing: 90% success). 

- Innovation Trade-Offs: Use mixed models to preserve R&D (China's 2024 

stock market effects). 

 Key Takeaways and Policy Recommendations 

From 2023�2025 evidence, privatization enhances efficiency when paired with 

strong institutions�e.g., China's reforms doubled SOE-private synergies, while 

Serbia/Lao PDR lag due to governance. Recommendations: (1) Adopt hybrid models 

for strategic SOEs; (2) Leverage tools like Arrow-Debreu claims for non-privatizable 
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assets; (3) Invest in digital monitoring for real-time KPIs; (4) Target 20�30% private 

stake thresholds for optimal discipline. Overall, well-executed privatization sustains 

fiscal health, with global SOE losses down 15% post-reform, fostering inclusive 

growth. 

The results suggest that privatization can enhance financial efficiency, but its 

success depends heavily on the mechanisms applied. For example: 

Transparent valuation mechanisms prevent the transfer of state assets at 

undervalued prices. 

Performance contracts and monitoring systems are essential to ensure that 

investors meet efficiency targets. 

Regulatory frameworks must protect competition to prevent the creation of 

private monopolies. 

Social considerations, such as employment protection, need to be balanced with 

financial efficiency goals. 

The lessons indicate that privatization should not be seen as a one-time transfer 

of ownership but as a continuous process requiring monitoring, evaluation, and policy 

support. 

Conclusion 

Privatization of SOEs can significantly improve financial efficiency if supported 

by robust mechanisms of assessment and governance. Key conclusions include: 

Financial efficiency should be evaluated through multi-dimensional indicators, 

not solely profitability. 

Transparent and professional valuation methods (DCF, market comparables) are 

crucial for ensuring fairness. 

Selection of strategic investors with technical expertise fosters long-term 

efficiency. 

Strong post-privatization governance and monitoring mechanisms ensure 

sustainability. 

Suggestions for policymakers and practitioners: 

Develop standardized financial efficiency assessment frameworks for SOEs. 

Incorporate corporate governance reforms as a prerequisite for privatization. 

Ensure competitive bidding and transparency in privatization processes. 

Establish monitoring institutions to track financial and social outcomes of 

privatized firms. 

Balance financial efficiency goals with broader socio-economic development 

objectives. 
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