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Main Problem

The purpose of privatization in Central Europe was to create conditions for the market mechanisms functioning. The strategic goal and
visions of this process were the same in CEE countries. Despite this fact general course of privatization and the used methods were different. Great
influence on the choice of directions and the speed (rate) of privatization had institutional conditions, such as social and political system, the level of
openness in economic decision-making, and the nature of the process of ownership transformation.

The dispute about the active phase of privatization is over in most countries. The analysis of this process still remains important, because the
ownership structure determines the conditions for the modern economies functioning.

Poland and Slovakia were among the first countries that carried out economic reforms; both countries are members of the Visegrad Group.
But the course of reforms in these countries took place in different socio-political conditions. Slovakia began to carry out reforms as part of former
Czechoslovakia and independent economic policy began to be implemented after the Independence in 1993. Therefore comparative analysis of the
process and results of privatization in both countries allow research on the institutional factors influence on the course of property transformation.

There is a question: how de-facto the property changes, including privatization, leading to increased efficiency of privatized enterprises? The
change of property leads to the necessary restructuring, because the importance of economic efficiency increases in the market conditions.
Theoretically private initiative should be an incentive for economic growth. Nevertheless, research conducted by the World Bank, have shown that
there are not strong correlations between the privatization of large state companies and their restructuring [4, pp. 82]. This paradox may be explained
by the activity of social institutions that affects the motivation of market participants. We should remember that at the first stages of transformation
owners didn’t have enough experience and resources to undertake restructuring activities. Sometimes property rights came to the people, the aim of
which was not to increase operational efficiency, at least in the short term period.

1. Institutional frameworks of property transformation.

Behind the legal frames large influences on the course of property transformation have informal institutions. Privatization is growing under
the great influence of the political factor, since political parties are supported by some lobby groups. The ruling party in the process of privatization
has a unique opportunity to "give back" for supporting a certain group of interests. In general, parties are trying to implement the transformation of
property as the interests of some groups (especially their voters). The political factor here is very important on the one hand for involving community
to take decisions on privatization gives more transparency for the process. On the other hand, the social factors can impede the implementation of
certain, sometimes very effective, methods of privatization (f.e. the sale of state property to strategic owners, and especially to foreign investors).

Several interest groups in privatization process were involved, especially there were: managers of state enterprises who wanted to maintain
their control over enterprises, and groups of potential investors interested in privatization of state property. Interest group of insiders (employees)
should be also distinguished, who had an interest in social guarantees (preservation of working places, wage levels and social standards). There were
other social groups whose interests were linked to the privatization process. Each group had its own impact on the course of privatization.
Considering all of this in post-socialist period, only a small group can truly become owners of state property by buying it at market price in
transparent conditions. There was a danger that the new owners of privatized state owned enterprises would lead it to bankruptcy before paying the
whole amount of company value. In ideal case, the agency responding for privatization could balance between different groups of political influence.

Economic transformation was carried out not on the ruins of the command system, but more from the ruins. It can be seen as a result of
asymmetric information between firms itself and other market participants. The combination of complex social and economic relations meant that the
playing field of transformation was divided unevenly. Selected managers have tried to implement an information asymmetry in its favor during the
privatization [2, pp. 48]. There was an attempt to turn de facto property, to the de jure property.

Not only institutional factors were of a great importance but also the level of transaction costs in the economy and the quality of property
rights protection as well. The privatization effectiveness depends on object’s property change flexibility in post — privatization economies. As
experience shows, great importance has also the transparency of privatization procedures. It had an impact on both the level of public acceptance of
privatization results, and the efficient use of assets in the economy during the post-privatization period.

Therefore, the creation of the legal frames for privatization is not a sufficient factor for successful privatization. The creation of informal
institutions, and also the development of market infrastructure are prerequisites for positive changes in the privatization. More of them, the main aim
of privatization is to create conditions for the development of market economy. The effect will largely depend on way of the implementation of
privatization transactions. The restructuring and increasing efficiency may not be the case of the erratic distribution of property rights during
privatization.

2. Privatization process in Slovakia.

In Slovakia (the same as in Poland), privatization took place in two scales, a "small" and "big" privatization. The first case involved the
transfer of small enterprises to private owners. Due to the fact that their value was relatively low, privatization of the property had an easier character.
More discussions arise during the "big" privatization.

The "small privatization" in Slovakia was realized in shortest terms. During the process of “small privatization” (before March 1994) 9 667
small businesses were privatized. Due to the fact that the main method of “small privatization” was a public tender, state revenue grew by around
SKK 14 billion, while the estimated value of the property then consisted of only SKK 13 billion [4, pp.89].

The process of "big privatization" has been "divided" into two waves that consisted of the transformation of large companies’ property in two
stages.
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Slovakia is one of the first countries in which the process of mass (coupon) privatization began. But this process proceeded in combination
with undeveloped capital market. The outset and duration of coupon privatization can be explained rather by political factors because the ruling team
has used it for obtaining the highest public support.

In accordance with the principles of this kind of privatization coupon holders gained opportunity to exchange them on shares of state-owned
enterprises or on the shares of Investment Privatization Funds. Theoretically, massive privatization had a shape of distributing state property in terms
of financial constraints in society by the capital market. The securities market had become an instrument for exchange of state enterprises shares into
privatization coupons. On the other hand, privatization should be a factor for the capital markets development, especially the securities market.

Already in 1993, “Burza cennasch papierov v Bratislave” (BCPB), “RM-Systitm”, “Stredisko cennach papierov” functioned. However, the
level of stock market capitalization in Slovakia from 1995 to 2003 continuously decreased to 3,2 % of GDP (in 2004) [4, pp.46]. Low supply and as a
consequence the liquidity of the stock market prevented effective operation as a tool for the redistribution of property with low transaction costs. It
was difficult to find even five Slovak companies which would meet the listing requirements.

During the privatization the property of enterprises was concentrated in the hands of Investment Privatization Funds (70 % of the privatized
property).

In 1995 the second phase of massive privatization began according to which special privatization vouchers were issued. It was initiated to
exchange unused coupons to the bond of the National Privatization Fund. Owners had the right to use the vouchers to privatize their apartments, or for
debt reduction for the National Property Fund, in the case the payment for the privatized property was divided into installments. As a result, this type
of direct privatization provided to owners debt payments with a great discount and concentration in their hands privatization vouchers. Some experts
considered that the necessity of debts payment had forced the state to decide on the initiation of the second stage of massive privatization.

Privatization funds operated under the control of large financial groups, in many cases, those were state-owned banks or private financial
companies. As a result, minority shareholders had no influence on the activity of companies. Banks sometimes didn’t have great control capacity, and
therefore the management of funds behaved quite free controlling the privatized property. Due to the fact that in the first stages of massive
privatization the property was left to state companies (mainly banks) progress in privatization in this period looks doubtful. In many cases control of
the Investment Privatization Funds activities was de-jure under state supervision.

Despite this, the activities of the ruled team in the 90s led to almost complete prohibition of privatization transactions, over time was also
changed the concept from the massive privatization to the direct sales method. Besides, participation of foreign investors was rejected (at least
restricted), property was sold the domestic investors, and the payment for the property was divided in installments with postponement to ten and even
more years.

For instance, in Slovakia, according to World Bank data for the period 1992-1995, only 10 enterprises have been privatized with the
participation of foreign capital, the privatization with the participation of national capital took place in 134 companies (two companies were privatized
by the capital with the participation of mixed institutional investors, including the EBRD). But the average transaction price of privatized company
with the participation of foreign capital was USD 14,4 million. At the same time the level of this indicator was only USD 9,2 million for transactions
involving national capital. This example shows that in Slovakia there are obvious limitations on the participation of foreign investors, leading to
reduced competition among the participants of privatization transactions, and as a result of lower price of the privatized property. In Poland during
this period 76 companies were privatized with the participation of foreign capital, the average amount of the transaction USD 19,7 million, with the
participation of domestic investors (in case the company was privatized in 1962) the amount of the transaction was approximately USD 7,6 million.
Thus the participation of foreign investors in Poland was more active than in Slovakia in first phase of privatization. In each of these countries,
foreign investors had higher solvency than domestic ones 10.

One of the characteristic features of the Slovak privatization was that it didn’t have a transparent form; sometimes the criteria for the
privatization were not obvious. As a result, privatization was held in non-transparent way in which the managers of state-owned enterprises got most
of benefit [4, pp.82]. New owners received a discount on the price of privatization with guarantee for investments in privatized enterprises. Until
1999, the total number of privatized assets sold directly was 58 % and then by public tender was, only 5 % [4, pp. 93].

In 1995, some enterprises of strategic branches such as telecommunications, energy, pharmaceuticals, etc. have been isolated from the
general rules of privatization. Their privatization could be started with by the power of special laws and legal acts. As a result of this decision, about
40 % of the privatized property has been excluded from the privatization process [4, pp.87].

There was an especial tight link between political and economic elite in the mode of privatization for the period 1993-1996. At that time the
used privatization method consisted of direct transfer of state property to the limited number of domestic companies at reduced price. Selection
criteria for private owners and transfer of the property remained in disguise. Especially in this period Slovak privatization has received a corrupt
image.

V. Balbh considers privatization in Slovakia as the struggle of the financial and managerial lobbies [2, pp. 49]. Since 1994, the managerial
lobby coupon privatization was cut down in favor of direct selling of companies at low prices for the domestic entrepreneurs.

In 1997 the process of market concentration began before dispersed ownership. The market has become a complex system of interrelated
informal relations between the owners of the political and economic power [2, pp. 50].

Only since early 2000 with more liberal rule team coming to power, the privatization process received new impetus. The government
introduced attractive conditions for foreign investors to participate. State-owned banks have been prepared for privatization and previously excluded
from this process and state-owned companies were back again on the privatization list. As a result of such changes and opening the economy to
foreign investment, the investment climate in the country was improved. As a result, Slovakia received during the period 2000-2001 the largest inflow
of foreign direct investment in the region.

According to the research results [1, companies that were controlled by insiders (managers and workers) had significantly less potential for
restructuring than the company transferred outside investors. For example, foreign investors have brought innovation, new capital, and the visions of
development companies in the market conditions.

In general, access of foreign capital has been possible only by selling already privatized property. Therefore, the access for foreign capital
opened by the new government led to acquisition by foreign investors under the "secondary privatization." This example illustrates the Coase theorem
validity. The post-privatization ownership changes provide flow of assets from the less efficient owners to more efficient ones with more resources
and with the idea of strategic development. In this case the more important is the post-privatization ownership changes not the ownership structure of
the privatized property.

3. Privatization process in Poland.

During the realization of privatization programs in Poland several methods of privatization was also used, but the most common methods
were direct and indirect privatization.

Indirect privatization was carried out by commercialization of state enterprises in the first stage. The second stage of privatization of property
took place by a public tender and the invitation to negotiations. According to the Polish Ministry of the Treasury, in such way at the end of 2008 1
697 companies were commercialized, including 1 061, which were privatized. The most popular method was negotiations undertaken on the basis of a
public invitation. In this way 62,5 % companies of the total number of privatized enterprises were privatized by indirect method. The largest part of
indirect privatization of enterprises was transferred to a strategic investor, so the after process of indirect privatization the property rights on
privatized assets were concentrated 6.

The program of massive privatization (NIF program) was realized in the framework of the indirect privatization. In contrast to the example
of Slovakia, massive privatization in Poland had a very complicated mechanism. According to the NIF program 15 National Investment Funds (NIF)
were established by the state, each of which had a control over companies participating in the massive privatization program. The especial supervisory
companies were founded for managing those companies. Over time, the activities of the supervisory companies have produced a reasoned criticism
from analysts and experts, because the results of their management were questionable and the management costs were high. The result of massive
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privatization were: the property right, possession right, the right to use, the right to receive income, etc. that have been distributed between different
actors at different levels of economic power (citizens that have their share in NIF, NIF as the owners of shares of privatized companies, companies’
managers, Supervisors, etc.).

In contrast to Slovakia, the "small" privatization in Poland had been realized in “direct” way. The state-owned companies were privatized
through the sale of an enterprise, contribution of an enterprise as a part of company, or giving of an enterprise to a company to be used for
consideration. In this way, most state companies were privatized (2 210 in the period from 1990 to 2008), but it is estimated that they were relatively
small. The most popular way is giving of an enterprise to a company to be used for consideration 6. Over time, according to the Polish experience the
property of employees in privatized companies has decreased when the proportion of outsiders’ shares in the property grew 9.

In the course of privatization the most important is the impact of the degree and type of the property rights distribution on the changes of
economic activity indicators of privatized enterprises.

According to data from the Polish Central Statistical Office, the indicators of economic activity of privatized enterprises by indirect method
show a high level of average incomes in the group of companies privatized by foreign capital. The foreign investors who purchased the company by
the indirect privatization carry out activities aimed increase their market share. The companies which were privatized by giving it to a company to be
used for consideration and participating in the NIF program have the lowest average profitability. Those groups of companies could not significantly
improve their income indicators because of ineffective restructuring programs and some negative external conditions.

Both profit and the rate of net profit are the primary indicators of the business effectiveness. Statistic shows that the share of profitable
enterprises in the total number of privatized companies was highest at the firms privatized directly, and then the least significant was noted in the
companies participating in the NIF program 11.

The analysis shows that there is a fundamental difference in economic activity between commercialized and privatized companies, as well
between companies privatized in different ways. It is clear that privatized companies have better indicators of economic activity and higher growth
potential in the future than companies that are in transition of property. The deterioration of the economic performance of commercialized companies
affirms the negative consequences "transitional" state in the process of property transformation 11.

Polish privatization experience also indicates that on the first stage of the privatization foreign investors put the main objective not only to
receive high profits but increase the market share and develop the company. This is demonstrated by the growth of labor productivity, average income
and cost levels in the companies 11.

In recent years according to surveys privatization in the both countries (Poland and Slovakia) is not so essential for economic development.
The privatization of natural monopolies and strategic companies is also important. Therefore, privatization has now a rather fiscal nature as we see
from the graphics (Fig. 1 and 2) Dispute about the number of privatized companies reducing the revenues from privatization are growing. The
dynamics of privatization income generally depends on the implementation of the 3-5 largest privatization transactions, such as a PKO Bank Polski
S.A., Telekomunikacja Polska S.A. in Poland or Slovensk» Plyn6rensks Priemysel, Slovenskii Elektrorne, a.s. in Slovakia 10.

Conclusions

The course of these changes and their outcomes are largely the result of institutional factors in each country. Choosing the principles of
"privatization game" was the result of political and social factors which have been formalized in the form of privatization laws.

According to the basic issues of property rights theory, distribution and the level of property rights determines the property efficiency.
Different ways of privatization will lead to the formation of different structures of ownership in privatized companies. Therefore, results in
functioning of companies privatized in different ways are different. The results of privatization in various countries will differ depending on used
methods.

An attempt to limit the participation of foreign investors has led to a reduction in the level of competition between privatization participants.
In this case domestic investors facing low paying capacity were main participants. The restrictions have caused using of non-traditional payment
methods of privatization. Due to the lack of obvious and definite criteria for selecting the owner of the privatized assets, transparency of property
transformation decreased. The use of direct sales and public tenders often has led to the undercutting privatization transactions prices. Ability to
manipulate both the selection of the future owner and the price reduction caused appearance of the conditions for political rent seeking.

Comparison of the average transaction price of privatization by foreign capital and domestic one in Poland and Slovakia shows that limits on
the participation of foreign investors leaded to reduction of sums paid for the privatized property. As shown in the example of Slovakia, restricted
access of foreign investors did not exclude them from the process of buying already privatized property in the future. As a result, domestic owners
were able to "monetize" political rent, selling at market prices assets previously privatized on favorable terms. Attempt to limit participation of
foreign capital in the first phase of privatization has led to increased foreign investment participation in the economy later.

In general, privatization experience confirms the fundamental thesis of Coase theorem — companies whose property rights are too distributed,
had a worse economic performance. Over time, the tendency was to concentrate property rights, both by the market mechanism and through the state
activities. The transaction costs level affects the rate of post-privatization property transformation.

It is clear that the privatization of ownership should lead to changes in the effectiveness of the privatized enterprises. If one pays attention to
the dynamics of the performance indicators of privatized companies in different ways the impact of the degree and nature of the allocation of property
rights after privatization on efficiency of the privatized property can be note.

Figure 1
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PE3IOME

VY po6GoTi posrisHyTa npobiieMa TpaHc(opMallii MpaB BIACHOCTI 3 MOIVISAY IHCTUTYLIOHAIBLHOT €KOHOMIYHOI Teopii. Ha OCHOBI mopiBHSIBHOTO
aHanizy nocsiny tpanchopmarii [Tompuy i CrioBadyYMHH OL[IHEHWH BIUIMB IMOJITHYHUX 1 IHCTHTYIIOHANBHHX (DAKTOPIB Ha MPOILEC MPUBATHU3ALIIO.
AHami3 miaTBepKye OCHOBHA Te3a Teopemu Koys3a - kKoMmaHis mpaBa BJIAaCHOCTI Ha sIKi HaJMipHO PO30CEPE/DKEHI B IpPOIECI NMpuBaTH3aLil,
MOKa3yIOTh Tiplli pe3yIbTaTH eKOHOMIUHOI JisTIBHOCTI.
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PE3IOME

B pa6ote paccmorpeHa npobiema TpanchopManiu IpaB cOOCTBEHHOCTH C TOYKH 3PEHUS HHCTHTYLHOHAIBHOM 9KOHOMUYECcKoi Teopuu. Ha ocHoBe
CpPaBHUTEIBHOrO aHaiu3a ombita TpaHchopMaruu Ilonsum u ClIOBaKMH OLEHEHO BIIMAHUE MOJIMTHYECKMX U HMHCTUTYLMOHAIIBHBIX (PAaKTOPOB Ha
IpoLecc MpHUBAaTU3aLMH. AHAIH3 MOJATBEPXKAACT OCHOBHON Te3uC TeopeMbl Koy3a — KOMmaHHs MpaBa COOCTBEHHOCTH Ha KOTOPBIC YPE3MEPHO
paccpeoTOUCHBI B POLECCe IPUBATU3ALNH, IIOKA3bIBAIOT XY/AIINE PE3yIbTaThl SKOHOMUYECKOH ACSITEIbHOCTH.

KitoyeBble cl10Ba: MHCTUTYIL[HOHAJIbHAS SKOHOMHYECKast TEOPHs, MPaBO COOCTBEHHOCTH, NIPUBATU3aLK, TpaHC(hopMarus, TeopeMa Koysa
SUMMARY

The issues of property rights transformation in transition economies are discussed in the paper. The impact of both political and institutional factors
on the course and results of privatization were estimated on the basis of a comparative analysis Polish and Slovak transformation experience. This
analysis confirmed the fundamental thesis of Coase theorem — companies, whose property rights are too distributed by privatization, have worse
economic performance.

Keywords: The institutional economic theory, the property right, privatization, transformation, Coase theorem

BU3HAYEHHS CYTHOCTI BPEH/Y TA HOT'0 KJIIOUOBUX XAPAKTEPUCTHUK
Asaan O.I'., acnipanT KUIBCbKOr0 HaIliOHaJIbHOTO TOPTOBEILHO-EKOHOMIUYHOTO YHIBEPCUTETY

ITocTanoBKa NpoGaeMHu.

CyuacHi BITYM3HSIHI MiJIPUEMCTBA IPALIOIOTH B YMOBAX, KOJM BiZOyBaeThbCs IMIBUJAKUI PO3BUTOK Ta 3MiHAa PHHKIB 1 MOCHIIOETHCS
KOHKYPEHIIisl 3 iHO3eMHHMH (pipMaMH, 10 MAIOTh OAraTOJITHIN JOCBiX pOOOTH.

OCHOBOIO yCIiXy Ha CIIOKHBUOMY PUHKY € CTilKi KOHKYPEHTHI IepeBar, II0 MOJIAraloTh B KPAIIUX BIACTHBOCTSX TOBApy B MOPIBHSHHI 3
THMH, 110 KOHKYPYIOTb. TOMY OHHM 3 OCHOBHHX 3aBJaHb MapKETHHIY CIIOJKMBYMX TOBAapiB € CTBOPEHHS JOBIOCTPOKOBHUX KYIIBEIBHUX MEPEBAr 10
NIEeBHHUX TOBapHHUX MapoK i 3a0e3MedeHHs1 BUCOKOTro piBHS iX ineHTHdikauii npyu 3aiCHEHHI TTOKYTIOK

Pimennio wiei 3azaui B 3Ha4Hiil Mipi crpHsie BUKOPHCTAHHS OPEHAMHIa - HOBOTO IS BITYM3HSHMX MiJNPUEMCTB MiIXOAY, IO HOJSIFAE Y
BUJUJICHHI OKPEMHX TOBAPHHUX MapoOK B CAaMOCTiHI 00'€KTM MapKeTHHrY 1 NMPOCYBaHHA IX Ha pEriOHaJbHI PUHKM 3a JOINOMOIOI0 CTBOPEHHS
Ge3nepeuHx PeKJIaMHUX 00'€KTIB.

AHaJli3 ocTaHHIX JocaiKeHb i myoaikaumii

OcHoBu Teopii OpeHauHry Oynam 3aknaneHi i po3BuHeHi npodecopom Kamidopaiiicbkkoro yniBepcurery JleBimom A. Aakepom. Takox
JIOCITIKEHHIO OpeH/IMHTa MPUCBATHIIM CBOi poOOTH Taki Beayui crierianict B obnacti Openaunry, sik XKan-Hoens Kandepep, @inin Kotiep, Jlecni
ne Yepnaroni, Tex Jlesitt, Ex Paiic Ta iH.

Bupinennst Hepupimenoi npo6semMu

TIpoGnema po3poOku, GopMyBaHHS Ta MPOCYBaHHS OPEH/IB € aKTyaJbHOW Ul O6araTbox (GipM i mianmpueMcTB. B CBITOBIH npakTuii icHye
Maca MpUKIajiB BAano po3pobienux 6penaiB. [Ipore 6araro nutaHb i mpobiem Bee Iie BUHHKAIOTH MPH PO3poOLi i B poIieci mpocyBaHHs OpeHIiB
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