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Introduction

Japan has taken many steps to reform its 
economy and regulations since the latter half 
of the 1980s, including the privatization of 
large, state-owned enterprises (SOEs) such as 
Japan National Railways, Japan Tobacco, and 
Nippon Telegraph & Telephone. When Junichiro 
Koizumi became prime minister in April 2001, 
he vowed to create a ”Ceaseless Reform Cabinet” 
that would continue SOE privatization, stating 
that, ”without structural reform there can be 
no economic recovery.”1 

Specifically, Prime Minister Koizumi pledged to 
implement structural reform of special public 
institutions and public service corporations 
in line with the principle that ”all that can be 
accomplished by the private sector should be 
left in the hands of the private sector.”2 Koizumi 
has stated that the goals of self-help and self-
reliance behind recent privatization efforts are 
”without a doubt the engine that drives reforms 
forward.”3 The Government of Japan is therefore 
either privatizing or actively developing plans to 
privatize other SOEs, including Narita Airport, 
the Japan Highway Public Corporation, and Japan 
Post (the country’s mail delivery, postal savings, 
and life insurance entity).

The American Chamber of Commerce in Japan 
(ACCJ) believes that privatization—often 
described as the process of transferring an 
enterprise from state ownership to the private 
sector—has the potential to bring important 
economic benefits to Japan’s economy. Done 
poorly, however, privatization can perpetuate 
market inefficiencies and stifle market growth. 
The ACCJ is therefore keenly interested in seeing 
Japan’s privatization efforts achieve the best 
possible outcomes.

Organizations such as the Organization for 
Economic Cooperation and Development (OECD) 
and the World Bank have studied the privatization 
process extensively. Their surveys show that 

the majority of privatizations have improved 
the performance of former SOEs, strengthened 
the privatizing country’s overall economy, and 
energized the sectors in which the former 
SOEs compete. Japan should take advantage of 
global best practices identified in these surveys 
to produce similar benefits from its own 
privatizations.
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Over the years, organizations such as the OECD 
and the World Bank have closely followed the 
course of privatizations in their respective 
member countries. Both organizations consider 
economic development based on sound market 
principles to be a core objective and have had 
many opportunities to evaluate the extent to 
which privatization policies, programs, and 
methods have met that objective. The two 
organizations have disseminated their findings 
through their publications. The ACCJ believes 
the OECD and the World Bank have identified 
a clear set of global best practices essential for 
ensuring successful privatizations of SOEs. While 
the principles discussed below draw heavily upon 
OECD and World Bank best practices, they also 
include market-based best practices gathered 
from other sources.

A. Clearly define what 
”privatization” means

The term ”privatization” is sometimes used 
as a slogan or euphemism in connection with 
processes that merely transform the SOE into 
a different form of SOE rather than into a truly 
private enterprise. For example, in previous 
efforts, the Government of Japan has called 
an SOE ”privatized” as soon as the enterprise 
was incorporated into a joint stock company 
(kabushiki gaisha). Entities in this status are 
more accurately described as ”corporatized” 
rather than privatized. A true privatization should 
meet the following criteria:

• The privatized entity should not be given any 
special privileges, nor should it retain existing 
privileges not afforded to its private-sector 
competitors.

• The privatized entity should not be under any 
obligation to perform governmental or quasi-
governmental functions, such as the purchase 
of government securities, the operation of 
certain facilities, the provision of services at 
a loss or without profit, and the performance 
or purchase of administrative services. 

Nevertheless, special considerations may be 
needed in the case of natural monopolies.

• The government should not retain equity 
shareholding in the privatized entity, but if 
it does, it should not hold a ”golden share” 
that gives it greater control or influence than 
private shareholders. 

• The privatized entity should not have a role 
unavailable to other private-sector competitors 
in the decision-making process concerning 
regulatory changes that affect its industry.

• The government should not be allowed to 
appoint a privatized entity’s executives, 
officers, or directors, nor should it have the 
power to dismiss them.

• The privatized entity should not be an 
instrument used to pass government-
sponsored benefits to a particular constituent 
business or group, especially benefits 
unrelated to the entity’s business objectives. 
Among other things, such a role might give 
the entity special advantages not afforded its 
private-sector counterparts.

• If an SOE’s senior managers stay on to 
manage the entity even after it is privatized, 
their status—such as whether they are still civil 
servants—should be clarified to allow a proper 
determination of tenure, employment, and 
pension benefits.

• The privatized entity should enjoy the same 
free hand as other private enterprises in 
terms of implementing closures of facilities, 
workforce reductions, renegotiation of labor 
contracts, and reduction or elimination of 
certain lines of business.

• The government should treat work stoppages 
or other forms of labor disputes for the 
privatized entity in the same way as for other 
private-sector businesses.

Applying Global Best Practices 
to Privatization in Japan
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• A privatized entity that becomes insolvent 
should be placed under bankruptcy 
reorganization and perhaps liquidated just 
as its private-sector competitors would be.

• The privatized entity should not be required 
to submit its business plans and investment 
or operational decisions to a governmental 
authority for review or approval. However, 
it may be appropriate for an independent 
regulatory body to approve major operational 
decisions of natural monopolies.

• The privatized entity should not be regulated 
separately from its other private-sector 
competitors, particularly by an agency different 
from those that oversee private entities in the 
same industry.

The shareholders of publicly traded companies 
generally desire income from their stock 
ownership, which requires the managers of those 
companies to seek innovations and efficiencies 
that will give them a competitive advantage. 
Public enterprises, on the other hand, have a 
variety of other objectives, such as providing 
employment, business opportunities, political 
contributions, or special benefits to specific 
constituencies. As an SOE becomes a private 
entity more concerned with market performance 
and efficiency, lingering commitments to public-
interest objectives, if any, should not be used 
to justify the creation or continuation of any 
dependency on special protections or supports.

B. Set clear objectives4

Since constituent interests and policies 
surrounding privatization often conflict, the first 
step before attempting to privatize an SOE should 
be to set clearly articulated and prioritized policy 
objectives. It is also critical for the government 
to empower policymakers to incorporate input 
from public and private stakeholders. Both steps 
will heavily influence the privatization process.5 
However, it is also imperative to avoid letting 
political forces influence the privatization process 
and manipulate the objectives to satisfy special 
interests.

The objectives should include enhancing 
competition and efficiency, streamlining 

management, modernizing corporate 
governance, eliminating government subsidies, 
and implementing regulatory reform, as well 
as improving the delivery of services to the 
public, reducing bureaucratic intervention 
in the functioning of markets, introducing 
cutting-edge technology and modern systems, 
and maximizing the proceeds of sale to the 
government. In addition, privatization should 
enhance the efficiency of capital markets through 
the identification of strategic investors who are 
prepared to pay a premium price or through 
public shareholding, which may indirectly raise 
revenue to reduce the national debt or taxes as 
SOEs become tax-paying, privatized businesses. 

SOEs often have monopolies created by law, 
not economics, and privatization of SOEs should 
be accompanied by regulatory liberalization 
that does away with such monopolies. In cases 
involving infrastructure where unrestrained 
market entry is not possible (e.g., highways and 
airports), regulations and often oversight by an 
independent, nongovernmental regulatory body 
are needed to ensure that the new owners of 
the SOE’s assets do not abuse market power 
or extract monopoly rents from consumers and 
users or otherwise provide a lower standard of 
service (or less value for money) than businesses 
and individual users of the privatized entity have 
come to expect.

While not all these objectives can be achieved 
(and in practice may prove contradictory), 
enumerating them clearly can identify areas 
of inconsistency and prompt discussion and 
resolution of issues before the trajectory of the 
privatization becomes fixed. In seeking to achieve 
its objectives, the government should be open 
to a range of ownership alternatives, including 
investments by foreign and domestic strategic 
investors, management buyouts6, and public 
offerings of shares.

C. Maintain a strong political 
commitment and effective 
communication7

Two of the key elements of a successful 
privatization are strong political commitment and 
effective public communication. The successful 
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privatization of a large SOE requires support 
at the highest levels of government, and the 
ACCJ notes that the Japanese government has 
centralized much of its privatization activity 
within the Cabinet Office. Responsibility for the 
privatization program should be at the center of 
government power and attached to the prime 
minister’s office, since privatization almost always 
encounters bureaucratic opposition.8 

In addition to solidifying support through 
high-level commitment, widespread public 
understanding and the active support of a large 
group of stakeholders are also essential. The 
objectives of the privatization should be clearly 
conveyed to the public with enough detail to 
obtain broad-based support. Consultations and 
exchanges of views with affected industries 
should also occur in a timely manner. Industry 
and other stakeholders should be notified in 
advance of relevant decisions and presented 
with opportunities to be involved in deliberative 
bodies. 

The government should make clear whether the 
privatization is meant to: raise revenue through 
a sale of shares; lower taxes by eliminating 
governmental subsidies; introduce enhanced 
competition by subjecting the enterprise to 
market principles; or achieve a combination 
of these objectives. The measures that will be 
implemented to achieve those purposes should 
also be clarified. Among other things, the officials 
directing the privatization should explain and 
address the following: 

• Very large direct and often hidden indirect 
 financial and economic costs of unreformed SOEs
• The direct and indirect benefits of privatization
• The principal fears and concerns of 

stakeholders, including consumers, the local 
community, and affected industries 

Effectively communicating the government’s 
policy on these issues and commitment to 
privatization will help reassure potential investors 
as well.9 

D. Construct an effective 
regulatory framework that 
includes a level playing field10

Before privatization can occur, there must be an 
effective regulatory framework to ensure that 
the privatized entity has no unfair advantages 
relative to other entities doing business in the 
same market. All players should be competing 
on a level playing field. 

1. Place SOEs on a level playing field 
with their private-sector competitors

Privatization is important not only because it can 
promote economic efficiency, but also because 
it can place SOEs on a level playing field with 
their private-sector competitors.11 Where large 
SOEs are subject to different regulations from 
private entities in the same sector, regulations 
should be equalized for some period before SOEs 
enjoy a free hand at their own management. 
The regulatory framework should also allow all 
vendors, customers, and users equal and fair 
access to the privatized enterprise. For example, 
contracts should be awarded based on fair, 
transparent, and open bidding practices rather 
than established relationships. 

2. Privatization should be part of a 
larger reform program

Privatization works best when it is a part of a 
larger program of reforms that promote markets 
and efficiency.12 The government should also 
ensure that other structural reform programs 
keep pace with privatization.13 For example, 
privatization programs should fit within a 
framework of mutually reinforcing structural 
reforms, including financial system reform, fiscal 
reform, and regulatory reform. If other reforms 
lag, the benefits of privatization will be severely 
reduced. Japan’s financial ”Big Bang” plan, first 
implemented in November 1996, is an example 
of a general reform program that promotes 
deregulation and competition. The ”Big Bang” 
plan emphasized three principles: a free and 
liberal market; a fair and transparent market; 
and a global and international market.14 Any 
privatization of state-owned financial institutions 
such as Japan Post’s Kampo and Yucho should 
be consistent with and complement Big Bang 
principles. 
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Similarly, privatization of Japan’s airports and 
postal delivery systems should be conducted 
consistently with and in support of the larger 
effort to further improve Japan’s transportation 
system. Naturally, this will require the 
government to deal with issues related to 
the introduction of competition, and the 
establishment of an effective and consistent 
regulatory framework.15

3. Accord national treatment to goods 
and services

Privatization should proceed according to 
accepted international trading rules. Japan’s 
commitments under the World Trade Organization 
(WTO) Uruguay Round agreements—specifically 
the General Agreement on Tariffs and Trade 
(GATT), the General Agreement on Trade 
in Services (GATS), and the Agreement on 
Government Procurement—require that Japan 
accord national treatment (i.e., treatment no 
less favorable than that accorded to the most 
favored domestic good or service provider) to the 
goods and most services of other WTO member 
countries. 

Under Japanese legal principles, treaties are 
superior to domestic legislation. Therefore, 
where privatized entities compete with foreign 
producers or service providers, privatization must 
ensure that the foreign competitors are receiving 
treatment that is no less favorable than that 
accorded to the privatized entity. Privatization 
should be treated as an opportunity to rectify 
noncompliance in domestic laws with the principle 
of national treatment.

4. Promote competition by preventing 
abuse of market power and cross-
subsidization

Before privatizing a large SOE, the government 
should review the industry environment to 
promote competition through clear regulations 
and credible enforcement. In addition, when the 
existence of an SOE has created a monopoly 
(or the strong likelihood of one), or market 
dominance in a product or geographic market, 
the problem should be addressed through 
divestiture, restructuring the enterprise, or 
other appropriate measures to ensure that the 

privatized enterprise cannot distort competition 
by virtue of its sheer size. Special benefits, 
preferences, supports, or protections should 
be completely eliminated before the enterprise 
is allowed to compete freely against private 
enterprises that do not enjoy those benefits. 

When an enterprise has a natural monopoly, 
prices should be set in a transparent way subject 
to public comment and using internationally 
recognized criteria. An important goal of 
privatization should clearly be to lower prices by 
subjecting the government monopoly to market 
discipline, not to maximize returns to owners by 
extracting monopolistic profits.

Further, the privatized entity should not be 
permitted to unfairly leverage its market power 
by using income from operations where it 
enjoys significant market power to subsidize or 
finance operations in other businesses where 
competition is fierce. Measures must be taken to 
ensure that privatized entities do not abuse the 
size or market power attained through years of 
government privilege and protection. In cases 
where a privatized entity gained a distorted 
market position as a result of those privileges, 
regulatory reforms should positively rectify that 
distortion for the overall benefit of the sectors in 
which that SOE operates. 

When the enterprise has subsidiary or component 
enterprises that offer goods and services 
available from other suppliers, those enterprises 
should be spun off and procurement performed 
by open bidding to ensure efficiency and market 
pricing. 

Many SOEs also enjoy substantial market power 
artificially driven by statutory or regulatory 
measures. They sometimes retain this market 
clout even after privatization, giving them an 
extraordinary competitive advantage, particularly 
when profits generated from one product sector 
can be used to subsidize competitive incursions 
into others. 

NTT, for example, retained a post-privatization 
monopoly on voice telephony, a business so 
profitable that the size of NTT’s profits became 
a major political issue in Japan. (In fiscal year 
1999, NTT was the most profitable company in 
Japan, and it logged record profits last year.)16 
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Competitors of Deutsche Post, which was created 
when Deutsche Bundespost was privatized, 
complain that Deutsche Post is using monopoly 
profits from its mail delivery enterprise to cross-
subsidize competition in other product areas.17 
Even when privatization removes the legal basis 
for a monopoly, the privatized entity may remain 
so dominant that an ad hoc monopoly continues, 
including the ability to exclude competitors and 
raise prices.
 

5. Limit pre-privatization restructuring 

SOEs are often burdened with massive debt 
and may be chronically unprofitable. To make 
the sale of shares in these entities attractive to 
private investors, governments often erase their 
debts and inject massive sums of money into 
them before they are privatized. While this type 
of assistance does stimulate the sale of shares, 
it also unleashes a debt-free competitor with 
substantial financial resources on the market. 
Therefore, any pre-privatization restructuring 
of an SOE should be brief and limited to balance 
sheet and organizational changes such as 
closures and workforce reductions. The balance 
sheet restructuring should not include diversions 
of SOE debt from the privatized company to 
the government, nor should it include any 
government-aided market expansion prior to 
the point where the enterprise is subjected to full 
market competition and discipline.18 Technology 
changes, capital investment, and major 
purchases should be left to the new owners, not 
to government officials.

Governments may also subsidize improvements 
to the public infrastructure inherited by 
the privatized entity, either before or after 
privatization. Such subsidies may distort 
the market by providing privatized entities 
unfair advantages over their competitors. For 
example, in the 1990s the Japanese government 
provided massive subsidies for the expansion 
of broadband fiber optic telecommunications 
networks; between 1995 and 1999, the 
government provided ¥262 billion in public 
funding for telecommunications infrastructure 
construction pursuant to the Telecommunications 
Infrastructure Completion Special Measures 
Law.19 NTT and its group company, NTT Data, 
benefited substantially from this program through 

assistance that included low interest loans, loan 
guarantees, special depreciation provisions, and 
other tax breaks. 

E. Ensure that post-privatization 
control be limited to a 
legitimate regulatory role 
– i.e., involvement in corporate 
governance should be avoided 
where possible20

Post-privatization government control can 
significantly undermine the efficiency gains and 
other long-term benefits of privatization for 
the company in question and the economy as a 
whole. This control can take several forms, such 
as retention of substantial rights associated with 
share ownership, the power to appoint managers, 
officers, and directors of the privatized entity, the 
right to oversee the operations of the privatized 
entity or to require that the entity continue 
to provide certain public functions. These can 
severely weaken the market discipline imposed 
on the privatized entities and create justifications 
for continuing or even increasing government aid 
to them. 

1. Government ownership of equity 
shares

The term ”privatization” is commonly taken to 
mean that the government transfers all of the 
equity shares of a state-owned enterprise to 
private owners. In fact, in many ”privatizations” 
in Japan, that does not happen, and the 
government remains in a position to exercise 
direct or indirect control over the enterprise. 
In such cases, ”privatization” merely means 
the government has begun selling shares to 
the public, a process that may take years 
or even decades. During the sell-off period, 
the government may retain a majority share 
interest and effectively control and operate the 
privatized company. In 1997, for example—
twelve years after NTT was ”privatized”—the 
Japanese government still held 66 percent of 
NTT stock, and exercised extensive influence 
over its operations.21 The Law Concerning Nippon 
Telephone and Telegraph Corp. provides that the 
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government shall ”permanently” hold at least 
one-third of NTT’s shares,22 and a Diet budgetary 
process is required each time additional blocks 
of shares are sold. Similarly, the government still 
holds half of the shares of Japan Tobacco, and is 
required by law to retain at least one-third.

2. Continued performance of public 
functions

Privatized SOEs are sometimes expected to 
continue certain public functions that are 
inconsistent with commercial considerations. 
For example, after ”privatization,” NTT was 
required by statute to continue supplying 
nationwide telecommunications services, and 
”through research [to] make available practical 
electrical communications technology and 
promote basic research.”23 Such arrangements 
inevitably result in a variety of quid pro quos 
with the government, giving the latter special 
ways to compensate the former for bearing 
these burdens. For example, Japan Tobacco 
retains a monopoly over the manufacturing of 
tobacco products, and also handles retail license 
applications (issues discussed in more depth in 
the JT case study). Privatization should result in 
the complete freeing of the privatized entity from 
the responsibility of performing public functions 
not required of other enterprises.

3. The government controls the 
selection of executives and managers

In a number of privatizations the government 
has retained the power to appoint the CEO 
of the ”privatized” entity, and in some cases 
other officers and directors as well. The 
”privatized” NTT, for example, is required to 
seek government approval for any change in 
its board of directors. The government can 
therefore influence the operation of a new entity 
for public policy purposes, undermining the 
ability of (and incentives for) management to 
make sound business decisions based on market 
considerations. A privatized SOE’s board of 
directors during periods when the government 
continues to hold a significant shareholding stake 
in the company should not include government 
bureaucrats or others who would not truly 
represent the interests of shareholders and 
the public during the SOE’s transition to a fully 
privatized, market-driven entity.

4. Continuing government oversight on 
operations

Governments sometimes retain sweeping 
oversight powers of a privatized enterprise’s 
operations. After privatizing its state 
telecommunications company, Telecom Italia 
SpA, the Italian government retained statutory 
powers to veto certain corporate decisions 
and to nominate board members.24 Following 
”privatization,” NTT was still required to secure 
government approval of its budget and business 
plans, rate changes, mergers and dissolutions, 
and changes in articles of incorporation. In 
effect, the government retained veto power over 
every significant aspect of NTT’s business.25 An 
entity privatized in such circumstances arguably 
remains a governmental organization despite 
having taken steps to privatize. After privatization 
the government should completely abandon the 
management of the new entity.

5. The use of ”golden shares” 

Governments sometimes use other mechanisms 
to maintain control of a privatized entity, 
particularly the right to block takeovers. These 
methods include retaining a ”golden share” that 
gives the government certain approval rights on 
takeovers or adopting legislation that grants the 
government such rights. Using these devices, 
however, brings fewer of the long-term benefits 
of privatization to the companies or the economy 
as a whole and should therefore be discouraged 
or very limited in scope. 

In fact, golden shares that prevent takeovers 
of privatized entities or legislation of similar 
effect have recently come into disfavor in the 
European Union (EU). In 2003, the European 
Supreme Court ruled that a golden share the UK 
government held in the British Airport Authority 
was illegal under EU law. The court made a 
similar ruling about Spain’s 1995 Privatization 
Law, which gave the Spanish government 
approval rights over acquisitions of privatized 
entities such as Telefonica and Repsol YPF. The 
court made it clear that golden shares are only 
permissible under EU law when the terms of the 
share itself are not unduly restrictive under the 
circumstances. The rationale for this decision is 
that government approval rights of takeovers are 
incompatible with the free flow of capital and free 
markets in general.
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When the government retains power, the 
privatized entities often use profits from their 
market-dominant operations to subsidize other 
operations that compete with private competitors, 
thereby hindering them, squeezing them out of 
the market entirely, or unjustifiably denying them 
access to networks the monopolist operates.26 
The government may also engage in quid pro quo 
arrangements to influence the privatized entity 
for public policy purposes (e.g., the entity may be 
awarded monopoly power in return for assuming 
the burden of providing universal services).

The Japanese government should also maintain 
an open policy toward foreign ownership, which 
will help increase competition among buyers, 
increase the available pool of capital, and 
increase the extent and speed of privatization.27 
The experience of OECD countries has shown 
that preservation of only a minimal amount 
of domestic ownership, if any, is sufficient to 
address public interest concerns.

6. Overly intrusive regulation

Regulation plays an important role in the 
privatization process, particularly in the case 
of ”natural monopolies” such as highways and 
airports. Regulation should focus on creating 
a healthy competitive environment rather than 
requiring specific outcomes. 

For example, regulation might require an 
airport to subject its cleaning, catering, shop 
leases, customs clearance, and IT to open and 
transparent tender processes at reasonable 
intervals but not specify the content of the 
services to be provided. Care must be taken to 
ensure that competitive factors are considered 
when a privatized entity competes in some 
manner with a government-owned one (e.g., 
a privatized Narita is subject to a curfew, but 
a government-owned Haneda is not). Nor 
should regulation of the privatized entity dictate 
management practices or appointments. As a 
general rule, regulation should not address the 
day-to-day operations of the entity, and should 
treat it the same as other businesses in the 
same industry. 

Studies of privatization in other countries have 
also shown that if foreign ownership is permitted, 
the privatized entities improve their performance 

more than if only domestic ownership is 
allowed.28 Furthermore, majority ownership by 
outside investors is associated with significantly 
greater performance improvements than is any 
form of government control. The Government of 
Japan should ensure that the goal of privatization 
is to transfer the SOE to private ownership and 
not to create a de facto public corporation.

F. Ensure transparency in the 
privatization process29

Since privatization can be controversial and 
the process is susceptible to allegations of 
abuse and corruption, transactions need to be 
free of conflicts of interest and transparent to 
stakeholders, investors, and markets.

A lack of transparency in the process can 
discourage investment in the privatized entity 
and even cause a public backlash and increase 
pressure from both inside and outside the 
country to abandon privatization. Sacrificing 
transparency for expediency can set back not 
only privatization itself, but larger economic 
reform efforts as well. In the absence of 
transparency, institutional arrangements may 
be finalized that are injurious to the privatized 
entity’s competitors without affording them the 
opportunity to take part in relevant deliberations. 
Therefore, the process for exchanging views 
with stakeholders, including other businesses 
in the affected industries, should be open and 
transparent, and interested parties should receive 
adequate notice of significant procedural steps. 

To protect the interests of all stakeholders and 
to allow objective and accurate analysis of 
a privatized entity’s performance, privatized 
entities should be required to comply with 
the same accounting and financial disclosure 
standards that regular, private sector companies 
do. An important part of this compliance is 
requiring privatized entities to submit periodically 
to independent financial audits. Private-sector 
accounting firms experienced in auditing should 
conduct these audits, not just a government 
auditing department. 

Some privatizations are planned in stages, 
and it can take many years until the final goal 
is reached. (As an example, the final goal is 
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reached when private investors hold substantially 
more of the entity’s stock than the government 
does – i.e., more than 20 percent.) Audits should 
begin early in the privatization process—probably 
as soon as the financial results for the first 
year the ”corporatized” entity has existed are 
available. An entity undergoing privatization 
should not be allowed to avoid audits because it 
is not yet fully privatized.

G. Deal with employment 
issues early30

SOEs typically employ many people, and 
even under normal conditions may require 
restructuring to become profitable. Massive 
layoffs of public employees result in real 
hardship, so the impact of privatization on 
employees must be handled with the utmost 
care and sensitivity. Accordingly, dealing with 
the status of potentially redundant workers can 
be politically difficult, and the possibility exists 
that some form of state support will be used to 
slow down the pace of workforce rationalization 
or otherwise buffer the impact of workforce 
reductions. 

In some cases the SOE must streamline its 
workforce to create a more efficiently run 
company before the enterprise can operate 
on market terms. Retirement and severance 
packages for voluntary departures and 
compensation for layoffs are two common 
methods of dealing with possible workforce 
reductions. From the perspective of competitors 
of the privatized entity, public funding to ease 
the pain of workforce reductions is not 
problematic as long as the public aid does not 
benefit the privatized entity in other areas. 
Government funds should not be used to 
relieve the privatized entity of social obligations 
that are borne by private competitors (e.g., 
unemployment compensation, severance pay, 
and retraining costs). 

Experience from a variety of countries highlights 
the importance of consultation and negotiation 
with various labor groups at the earliest possible 
stage.31 It is critical to identify issues at the 
outset, establish a framework to mitigate possible 
adverse effects, and communicate the benefits 
of privatization to employees. If workforce 

reductions are not dealt with early on, the 
enterprise will not be competitive, will require 
continued government support and protection, 
and will continue to distort competition using 
those advantages. That distortion can have a 
significant impact on the viability of businesses 
that compete with the privatized SOE.

H. The government should 
hire outside consultants and 
experts

Privatization is a resource-intensive activity, 
often demanding skills and expertise not typically 
available in the public sector.32 Depending on the 
scale of the SOE being privatized, a wide range 
of independent, internationally experienced 
financial, economic, legal, strategic, and sales 
consultants may be required during the various 
stages of privatization. The importance of 
qualified consultants can be seen in cases of 
unsuccessful privatization programs where the 
government’s inability to manage the process 
effectively on its own led to lower sales prices, 
the perpetuation of inefficient practices, or the 
retention of incumbent management.

Privatization can be viewed as having five 
separate stages, with the first two representing 
the preparation phase and the latter three 
the implementation phase. Consultants play a 
significant role in each stage, as detailed below:33 
 
• Identification stage: Financial consultants, 

accounting firms, and law firms each use 
their own methodology to prepare an initial 
assessment of the privatization potential of an 
SOE.34 Governments then use this information 
to make an informed, but preliminary, decision 
regarding the feasibility of privatizing the 
enterprise in question. 

• Feasibility stage: Consultants provide advice 
regarding the valuation of the enterprise, 
the feasibility of privatization, and the most 
appropriate method of sale.35 

• Planning stage: Government officials and 
consultants jointly create plans addressing 
communications (to prevent inconsistent 
information being provided to the public 
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and the media), evaluate public policy 
considerations, analyze and prepare a detailed 
methodology and timeline for sale, and draft 
legislative or executive orders.

• Legislative stage: Legal advisors prepare draft 
 legislation and implement regulations. 

• Implementation stage: After the government 
has decided when and how to privatize a 
particular enterprise, financial consultants or 
investment banks provide advice on market 
considerations and then prepare offering 
materials for strategic investors or a public 
flotation.36 

Consultants involved include specialists in 
different areas. Accounting firms, investment 
banks, and international law firms are almost 
always part of the process; in many cases, 
management consultants also play a significant 
role. Private consultants are better able than 
governments to draw on past experience gained 
from involvement in similar projects in other 
regions of the world as well as global ”network” 
relationships to further ensure a successful 
privatization program. The degree of involvement 
by independent consultants varies depending on 
factors such as the size and complexity of the 
transaction and the objectives and method 
of sale.37

Specifically, accounting firms advise on 
accounting policies, valuation, and the 
preparation of an offering memorandum 
or prospectus. Investment banks advise on 
positioning the corporatized entity to attract 
investment by strategic or other investors as 
well as handling publicity, listing requirements, 
and market interest.38 They are also involved 
in the strategy and structuring of the sale (IPO 
versus strategic sale), pricing, underwriting, 
marketing, and preparation of prospectuses for 
a public share offering. Management consultants 
and industry experts provide advice regarding 
company-specific and sector restructuring, as 
well as on internal management and efficiency 
issues.39

Legal consultants can identify an appropriate 
balance between the economic and political 
aspects of privatization. Aside from expertise in 
handling privatization, experienced international 
lawyers understand what strategic and financial 

investors expect from the transactional 
documentation, allowing the government to 
pursue the optimal terms that will maximize 
the price and the range of interested bidders. 
Lawyers also assist the government and the 
investment banks in structuring and running a 
competitive process that leads to the best terms 
for the government and the most competition for 
the investment. 

Some commentators have expressed concern 
about an inherent conflict of interest in 
having the same advisor for the planning and 
implementation phases. That is, a consultant (in 
particular an investment bank) that plans the 
sales may undervalue the asset to encourage 
sales.40 Hiring consultants separately, however, 
is preferable in some cases, but difficult because 
many consultants would not want to participate 
in the first phase without the higher profits of 
the second phase. OECD governments have 
adopted various approaches to address this issue, 
including allowing advisors to tender in both 
phases rather than guaranteeing or limiting their 
participation.41

In sum, the benefits associated with using 
outside (particularly international) consultants 
outweigh the potential drawbacks and 
extra costs. The accumulated expertise and 
experience ensure the speedy and successful 
implementation of privatization. In addition, 
the independent position of consultants who 
are outside ”the system” and have their own 
independent interests creates a balance with 
SOE management and entrenched governmental 
interests. Ultimately, the use of independent 
advisors promotes greater efficiency, objectivity, 
and transparency in the privatization process.
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In 1983, the Administrative Reform Promotion 
Headquarters of the ruling Liberal Democratic 
Party accepted a proposal that endorsed 
privatization (but not necessarily the breakup 
of NTTPC) based on that report.46 The Ministry 
of Posts and Telecommunications (MPT) was 
charged with drafting the three bills that 
ultimately privatized the telecommunications 
provider: the Nippon Telegraph and Telephone 
Corporation bill, the Telecommunications Business 
bill, and an additional bill to modify any relevant 
existing laws.

Today, the Japanese government still owns 46 
percent of the company, and remains NTT’s 
largest shareholder. Continued government 
influence over the ”privatized” NTT has resulted 
in a variety of quid pro quos by which the 
Japanese government compensates the company. 
NTT retains virtual monopolies in many fields of 
Japan’s telecommunications services, even after a 
1999 reorganization of the company’s operations 
into a holding company structure.47 NTT’s 
continued dominance has elicited much criticism 
from its domestic and overseas competitors. 

Other policy objectives—such as reducing 
government deficits through sales of NTT 
shares and strengthening the international 
competitiveness of domestic telecommunication 
and equipment manufacturing industries—have 
inhibited attempts to establish a level playing 
field between NTT and its competitors.48 These 
factors have contributed to the distortion 
of competition and permit NTT’s continued 
dominance in the Japanese telecommunication 
market. Last year, NTT enjoyed record profits.

Lessons Learned: Applying Global Best 
Practices to the NTT Privatization.

Set clear objectives: Prepare to deal with 
conflicts arising because of increased 
competition, user benefits, and government 
revenue interests. 

The ”privatization” of NTTPC included the 
promise of introducing competition into the 
telecommunications industry and increasing 

A. Privatizations of Japanese 
SOEs

1. Nippon Telegraph and Telephone 

In 1985, the Japanese government ”privatized” 
the Nippon Telegraph and Telephone Public 
Corporation (NTTPC), transforming it into a joint 
stock company, Nippon Telegraph and Telephone 
Corporation (NTT). However, almost 20 years 
after being ”privatized,” NTT is still far from being 
a private company, continuing to operate under 
the government’s influence. 

The NTTPC was established in 1952 as a 
separate public utility of the Telecommunications 
Ministry with a mandate to provide domestic 
telecommunications services throughout Japan 
on a monopoly basis.42 The NTTPC achieved 
that goal by the end of fiscal 1978, supplying a 
nationwide domestic calling service and having 
eliminated the backlog in subscriber service 
applications.43

In the mid-1970s, negative economic growth and 
a reduction of tax revenues led the government 
to make the restoration of public finances a 
priority. Technological advances had reduced the 
costs of providing telecommunications services, 
opening the sector for private-sector participation 
and removing justifications for the NTTPC’s 
monopoly. The telecommunications needs of 
consumers had also become too sophisticated 
and diverse for a single monopolistic provider to 
handle, especially by the oversized, inefficient 
NTTPC.

The second Provisional Commission on 
Administrative Reform’s Basic Report submitted 
to the government in July 1982 recommended 
privatizing the NTTPC.46 Highlighting the concerns 
that profit-oriented business operations could 
be hindered by government restrictions, the 
report suggested: 1) privatizing and streamlining 
the NTTPC; 2) establishing a mechanism to 
eliminate the inefficiencies of the old monopoly 
system; and 3) rationalizing the scale of the new 
corporation with consideration to limitations on 
management.46 

Case Studies
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determining the number of the company’s shares 
to be sold annually.54 In 1997, 12 years after 
NTT was ”privatized,” the government still held 
66 percent of NTT stock—a controlling majority—
and exercised extensive influence over NTT’s 
operations.55 As of March 2004, the government 
still owns 46 percent of the company, and 
remains the largest shareholder (the second 
largest owns less than five percent).56 NTT stock 
holdings by foreign investors were also forbidden 
until 1992, when the law was amended to enable 
foreigners to buy up to 20 percent of outstanding 
shares.57 Again, retention of ownership by the 
government calls into question the true nature 
of the ”privatization.”

Post-privatization control: The government’s 
continued control and oversight over 
management decisions distort competition. 

As a public corporation, the NTTPC had been 
required to obtain Diet approval on matters 
such as its management, budget, price changes, 
and investment.58 The NTT Corporation Law and 
the Telecommunications Business Law merely 
shifted post-privatization approval for these 
business decisions from the Diet to the Ministry 
of Posts and Telecommunications (MPT).59 The 
Telecommunications Business Law stipulated 
approval provisions and measures required for 
the licensing of all telecommunication service 
providers. Both NTT and its competitors—known 
as ”new common carriers”—were required to seek 
MPT approval on such matters as applications 
to operate telecommunications facilities, price 
changes, and other service terms.60 

However, ”because the privatized NTT still 
retained a public nature aspect incidental 
to telecommunications,”61 the government 
established the NTT Corporation Law as a 
special act under the Commercial Code as a way 
to exercise more extensive oversight powers 
over the operations of the ”privatized” NTT. 
The law requires MPT approval of NTT business 
plans, appropriation of surpluses, mergers 
and dissolutions, any changes in articles of 
incorporation, and any changes in its board 
of directors—even after shareholders approve 
such matters.62 

benefits to consumers. Article I of the 
Telecommunications Business Law specifically 
lists both the promotion of user benefits and the 
development of a sound industry as among the 
goals of privatization.49 

Nevertheless, the government also had revenues 
in mind when it agreed to privatization. The 
proceeds from NTT share sales were primarily 
used to redeem government bonds, enabling 
Japan to reduce its dependency on government 
bond issues from 22.8 percent in FY1985 to 11.1 
percent in FY1989.50 Some of the proceeds were 
also paid into the Japan Key Technology Center, 
which is essentially a development bank for 
funding R&D in information technologies. During 
its formation between 1985 and 2000, the center 
channeled about $2.7 billion into R&D projects 
by Japanese firms.51 About half of this was 
devoted to projects involving telecommunications 
themes—the sector in which NTT did business. 

In addition, the government revenue interests 
have inhibited attempts to break up NTT and 
establish a level playing field between the 
company and its competitors. When NTT’s 
status was reviewed in 1990, five years after 
”privatization,” the MPT’s advisory council 
proposed that NTT be broken up, identifying 
such problems as its monopoly power over 
local networks and NTT’s cross-subsidization 
between its profitable businesses and those less 
lucrative.52 However, the government postponed 
its decision on NTT’s breakup, in part reflecting 
resistance from the Ministry of Finance.53 The 
ministry was concerned that the move would 
lower NTT share prices, reducing revenue for 
the government from sales of NTT stocks. 

Post-privatization control: The government 
should not maintain a majority ownership 
of equity shares. 

Despite the goal of privatization, the Japanese 
government has never relinquished its position as 
the dominant shareholder of NTT stock, leaving 
NTT effectively under the government’s control. 

The Law Concerning Nippon Telegraph and 
Telephone Corporation (NTT Corporation Law) 
stipulated that the government permanently 
retain at least one-third of all shares of NTT, 
and required a Diet budgetary process for 
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Ensure transparency: Behind-the-scenes 
government arrangements endanger 
competition. 

During the run-up to NTT’s ”privatization,” draft 
legislation and ministerial ordinances were being 
prepared that would have established the Japan 
Approvals Institute for Telecommunications 
Equipment (JATE), a regulatory body comprised 
of NTT and its principal Japanese suppliers, with 
authority to approve or disapprove all foreign 
telecommunications equipment in Japan.71 

Fortunately, an investigator for the U.S. 
Foreign Commercial Service learned of this 
scheme and warned that ”the major Japanese 
telecommunications manufacturers, together with 
NTT itself and major Japanese banks, have in 
fact been moving behind the scenes to establish 
a testing and certifying system completely closed 
to U.S. industry interests.”72 The international 
outcry that erupted over JATE eventually 
caused the government to modify equipment 
procurement procedures and JATE’s structure, 
including the addition of a measure that excluded 
Japanese equipment manufacturers from JATE 
executive positions.73 The episode illustrates 
the hazards associated with a nontransparent, 
behind-the-scenes privatization process.

Establish an effective regulatory framework that 
includes a level playing field: NTT’s monopoly 
powers and ability to cross-subsidize its partners 
inhibit fair competition. Another quid pro quo 
arrangement between the government and NTT 
allowed NTT to retain monopoly powers and the 
ability to cross-subsidize its business operations, 
which has inhibited fair competition between NTT 
and its competitors. 

Despite the 1982 proposal by the Provisional 
Commission on Administrative Reform74 to 
privatize and break up the NTTPC, the company 
was allowed to remain a vertically integrated 
single entity, and to retain virtual monopolies in 
many fields. NTT’s monopoly powers also gave 
the company the ability to inhibit competition 
from new common carriers. These carriers had 
no choice but to negotiate with NTT on the terms 
for access to the monopoly’s local network if 
they were to offer new long-distance telephone 
services. None of the first three of these carriers 
was able to come close to matching NTT in size. 
In fact, five years after NTT was ”privatized,” 

That authority expanded the ministry’s influence 
over NTT’s management decisions and its ability 
to micromanage the competition in the Japanese 
telecommunication market.63 Until 1998, the 
MPT ensured that NTT rates were 10 to 20 
percent higher than those of its competitors.64 
The MPT’s general lack of an independent stance 
and micromanagement of the price competition 
between NTT and new common carriers 
significantly reduced the benefits potentially 
available to Japanese consumers.65

Post-privatization control: Keeping the entity 
legally bound to perform public functions 
results in a variety of quid pro quos. 

The post-privatization NTT is still legally required 
to perform some of the same functions it did as 
a public corporation. The NTT Corporation Law 
requires NTT to continue to provide nationwide 
telecommunications services (so-called 
universal service), and to promote research and 
development projects in telecommunications-
related technologies for ”the interests of the 
public.”66 NTT’s ”public interest” R&D served to 
”effectively subsidize NTT ‘family suppliers’” and 
”retai[n] [unnecessarily] high technical standards 
that keep out cheap imports.”67

Such arrangements have resulted in a variety 
of quid pro quos with the government, including 
the government subsidization of improvements 
to the ”public infrastructure” NTT inherited. For 
instance, in the 1990s the Japanese government 
provided massive subsidies for the expansion 
of broadband fiber optic telecommunications 
networks. Between 1995 and 1999 the 
government provided ¥262 billion in public 
funding for telecommunications infrastructure 
construction pursuant to the Telecommunications 
Infrastructure Completion Special Measures 
Law.68 NTT and its group company, NTT Data, 
greatly benefited under this program.69 That 
assistance contributed to NTT’s dominant position 
in Japan’s fiber-optic communications or fiber-
to-the-home (FTTH) service market, in which 
it held a 73.2 percent market share as of 
December 2003.70 
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success more to the technological change and 
strong globalization of competition than to 
substantial, positive market reforms.

For at least a decade, the U.S. government has 
pressed Japan to address NTT’s dominance and 
effective restrictions of competition. Despite 
substantial support for the U.S. government’s 
position within Japan—including the support 
of other Japanese carriers—NTT Group 
companies are permitted to maintain dominance 
through means such as substantially higher 
interconnection fees imposed on competitors for 
the use of NTT networks than are common in 
other developed countries.83 

2. Japan Tobacco Inc.

Japan Tobacco Inc. (JT) was established in April 
1985 following the enactment of the Tobacco 
Business Law and the Japan Tobacco Inc. Law 
in 1984. This marked the beginning of the 
privatization process of Japan’s state-owned 
tobacco monopoly. JT operates as a special 
corporation (tokushu hojin), with the Japanese 
government currently owning 50 percent of its 
stock. Despite its ”privatization,” JT still retains 
many privileges carried over from its previous 
status as an SOE, while its management and 
business activities remain subject to government 
review and approval. 

Japan Tobacco traces its history back to 1898, 
when the Japanese government formed a 
bureau to operate a monopoly for the sale of 
domestic leaf tobacco. In 1949, the bureau was 
incorporated as the Japan Tobacco and Salt 
Public Corporation (JTS) to act as the country’s 
sole producer and supplier of tobacco and sole 
purchaser and supplier of salt products.

JTS began to face pressure from foreign countries 
in the mid-1970s, particularly from the United 
States, to open the Japanese tobacco market. In 
the early 1980s Japan began to remove certain 
barriers to imports, including the easing of import 
tariffs. At the same time, cigarette consumption 
in Japan was slowing, and JTS was faced with the 
prospect of declining sales.84

Rising external pressures began to spur interest 
among Japanese policymakers to privatize 

the combined sales of the three new common 
carriers equaled just 4.3 percent of NTT’s sales.75 
In 1998, one year before NTT was ”broken up,” 
services still accounted for only 15.7 percent of 
the total fixed-line telephone calls, in contrast to 
NTT’s 84.3 percent market share.76

The ”breakup” of NTT was achieved in July 
1999, but only after the government worked 
out a compromise that allowed NTT into the 
international service market.77 By then, NTT’s 
monopoly had made it the most profitable 
company in Japan.78 NTT’s profits played a role 
in enabling the company to establish a dominant 
position in the emerging wireless communications 
market and to finance the construction of its 
broadband fiber optic network.

Moreover, NTT’s 1999 reorganization did not 
end NTT’s dominance of the telecommunications 
market. Instead, it allowed the new NTT Group 
to emerge under the umbrella of a holding 
company,79 which maintained ”access to greater 
than 98 percent of the local telephone network, 
giving it the ability to inhibit new competitors and 
services while promoting their own products and 
technologies.”80 A study group of the Japan Fair 
Trade Commission (JFTC) found that the 1999 
reorganization ”has not changed the structure of 
competition,” and noted that ”measures to ensure 
fair competition . . . are insufficient.”81 

The JFTC had not vigorously enforced the 
Antimonopoly Law in Japan’s telecommunication 
sector, but in recent years it has taken several 
enforcement actions against NTT Group 
companies for using their dominance of 
telephone lines and fiber optic cables to hinder 
other companies attempting to offer competing 
services. Since December 2000, the JFTC has 
issued three warnings to NTT’s two regional 
carriers—two to NTT East and one to NTT West—
for blocking competitors from providing digital 
subscriber line (DSL) services.82 The JFTC has 
also stated that NTT should divest DoCoMo, an 
announcement that has generally been ignored.

The successful privatization of a dominant SOE 
often requires an increase in the restrictions and 
supervision placed on the entity. New common 
carriers have had limited success at gaining 
market share in Japan, but some attribute that 
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auditors, amendments to its articles of 
incorporation, appropriations of earnings, and 
any merger, corporate split, or dissolution. JT 
must also submit its financial statements to the 
minister of finance.

Lessons Learned: Applying Global Best 
Practices to the JTS Privatization. 

Post-privatization control: The law should 
not give JT a manufacturing monopoly or 
prevent government efforts to resolve the 
domestic leaf tobacco issue.

In 1985, the monopoly system for the sale of 
tobacco was abolished and Japan’s tobacco 
market was ”opened” to foreign companies. 
However, the Tobacco Business Law gives JT 
monopoly rights in a key area: manufacturing. 
This law governs the production and purchase 
of domestic leaf tobacco, the production, 
distribution, sale, and pricing of tobacco 
products, and other issues such as health 
warning labeling, advertising, and marketing. 
It applies to all those in the tobacco business, 
excluding the provisions governing domestic leaf 
purchase and manufacturing rights, which apply 
exclusively to JT.

JT’s manufacturing monopoly is intricately tied to 
its obligation to purchase domestic leaf tobacco. 
In its 1982 report, the Provisional Commission on 
Administrative Reform states: 

The Japan Tobacco and Salt Public Corporation 
should be privatized . . . but during the 
transition period, it should be reorganized into 
a Special Corporation with the government 
acting as its principal stockholder. This 
approach was chosen due to the need for 
phased efforts to resolve various issues, 
including problems relating to leaf tobacco 
and the effects on leaf growers . . . [O]nce the 
problems associated with domestic leaf have 
been resolved and the financial structure of the 
Special Corporation has been strengthened, 
the government will abolish the manufacturing 
monopoly and privatize the Corporation.88 

The price of domestic leaf tobacco is 
approximately three times that of foreign leaf, 
making the requirement to purchase all usable 
domestic leaf a cost burden for JT. Since 1985, 

public corporations. In a report submitted 
to the Japanese government in 1982, the 
Provisional Commission on Administrative Reform 
recommended the privatization of three public 
corporations, including JTS. 

In reference to the tobacco industry, the 
commission made note of three issues. First, 
the dramatic changes taking place within the 
industry, including the slowdown in demand and 
the growing pressures from overseas to open 
the market. Second, it pointed out that JTS 
(which was required to purchase all domestically 
grown leaf tobacco) had nearly a year’s surplus 
inventory and that this was preventing efficient 
management of the tobacco business. Third, 
that taking quality and other factors into 
consideration, domestic leaf tobacco cost three 
times at least foreign-grown leaf, and that the 
resulting upward pressure on production costs 
was affecting JTS’ competitiveness against 
foreign competitors.85 The commission also 
noted that the Diet and the government often 
intervened in public corporations’ budgets, 
business operations and other aspects, making 
it difficult for the corporations to operate 
independently.86 

The Japanese government adopted the 
commission’s recommendation, and in 1984 
the Tobacco Business Law and Japan Tobacco 
Inc. Law were passed. The following year JT 
was established, taking over JTS’ business and 
assets in their entirety.87 The Ministry of Finance 
(MOF) has regulatory oversight of the tobacco 
industry and is responsible for the enforcement 
of both laws.

The Japan Tobacco Law provides that the 
government must continue to hold at least 
50 percent of all the original 2 million shares 
it acquired when JT was established, as well 
as more than one-third of total issued shares. 
This law requires MOF approval for new 
share issuance or any instrument that allows 
subscription of new shares. 

Government share ownership in JT fell to 50 
percent with the latest public offering in June 
2004. However, the Japan Tobacco Law continues 
to give MOF full oversight and approval of JT’s 
business activities, including the appointment 
or dismissal of directors, executive officers, 
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Deputy President Takao Hotta (a former director-
general of the Mint Bureau) and Standing Auditor 
Hisashi Tanaka (also a former director-general of 
the Mint Bureau). 

Additionally, staff-level secondments take place 
between JT and MOF on a regular basis. These 
personnel exchanges with MOF—the industry’s 
regulatory overseer—create potential risks of 
conflict of interest, breach of confidentiality, 
and lack of neutrality and impartiality.

Ensure transparency: Participation in the 
decision-making process should be open to 
all interested parties. 

A privatized entity should not have a 
governmental role or decision-making powers 
over regulatory changes that affect its industry 
unless private sector competitors do as well. 

JT officials, however, are regularly invited to 
participate in MOF-organized working groups and 
committee meetings that deliberate on regulatory 
revisions and other issues that affect the tobacco 
industry. JT’s invitation is based on its special 
status as the ”sole manufacturer,” and they are 
occasionally asked to offer their views as the 
representative of the industry. 

A representative from the Tobacco Institute of 
Japan (TIOJ), an industry body to which other 
tobacco companies belong, is invited to some 
of these meetings. Records show, however, that 
JT has participated in roughly twice as many 
meetings as TIOJ. 
 
The current practice of giving JT a special ”seat 
at the table” gives the company the ability to 
influence outcomes that affect the entire industry, 
and provides JT with advance information on 
potential regulatory changes and other actions 
that have industry-wide impact.

Post-privatization government control 
should be limited: JT needs greater 
autonomy. 

As a ”privatized” entity, JT is implementing 
measures to achieve growth and meet the 
challenges of increased competition from foreign 
tobacco companies and declining cigarette 

the volume of leaf purchased has dropped 50 
percent, from 115,000 tons to 58,000 tons, but 
there are still 20,000 leaf growers throughout 
Japan. The government continues to rely on JT 
to resolve the domestic leaf issue in exchange for 
the manufacturing monopoly, but it is clear the 
situation is unsustainable in the long term, and 
government intervention is necessary.

Ensure an effective regulatory framework 
that includes a level playing field: 
The current system provides JT with 
administrative powers over retail licensing. 

Article 43 of the Tobacco Business Law enables 
the minister of finance to delegate certain 
administrative duties related to enforcement of 
the law to JT. According to the law’s Government 
Ordinance Articles 7 and 37, JT is charged with 
handling and reviewing applications for retail 
licenses, relocation of point of sale, changes in 
license status and various other administrative 
duties related to retail licenses. 

The Tobacco Business Law requires all retailers 
to obtain approval from the minister of finance. 
Although the regional finance bureaus process 
and approve or reject all applications, applicants 
must initially submit the application forms to the 
JT sales offices, which review the applications and 
forward them to the regional finance bureaus. 
JT then informs the applicant if the application 
is approved, while the regional finance bureaus 
handle any rejections. 

Information on retail licensing is competitive 
information. The above system provides JT 
with advance notification of license applications 
from its competitors. JT’s role as a license 
administrator also establishes retailer reliance on 
JT, and strengthens the relationship between the 
two parties.

High-level cross-pollination: Regular 
personnel exchanges between JT and MOF. 

Even after privatization, JT has consistently 
had several ex-MOF officials in its senior 
management. JT’s newly appointed chairman, 
Yoji Wakui, is a former director-general of MOF’s 
Budget Bureau. He replaced Tadashi Ogawa, who 
was MOF’s administrative vice minister. Two other 
senior JT executives are also ex-MOF: Executive 
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sales. The company has diversified beyond its 
traditional tobacco business into pharmaceuticals 
and foods, and has expanded its international 
operations through its acquisition of RJR Nabisco 
Inc.’s non-U.S. tobacco business. To reduce costs, 
JT is streamlining operations, reducing headcount 
by 4,000 and consolidating its production 
systems, including the closure of numerous 
factories. 

These measures are being implemented within 
the framework of the Japan Tobacco Law, which 
gives MOF the power to approve and oversee 
JT’s operations. The measures may have 
been necessary in the initial years following 
privatization to ensure the smooth transition of 
JT from an SOE to a privatized entity. Nearly 
twenty years have passed since the privatization, 
however, and the question should be raised 
whether the measures are appropriate. 

3. Japan National Railways

In 1949, the government formed Japan 
National Railways (JNR) as a public corporation, 
giving JNR two objectives: achieve financial 
independence, and provide a nationwide railway 
service as a key transportation mode.89 Emphasis 
was placed on the second objective, and as a 
result the government maintained rigid control 
over JNR; the Diet determined JNR’s budgeting, 
appointment of directors, fares, investment 
plans, and business scope.90 

When faced with losing its transportation 
monopoly to privately owned businesses, JNR 
responded with political solutions that included 
maintaining and building unprofitable local 
lines for which the massive capital investment 
could never be recovered. Over their 110-
year existence, JNR and its predecessors had 
accumulated vast amounts of human resources, 
technologies, facilities, information, and other 
operating resources. JNR had grown too fat 
to compete with domestic rivals because 
it neglected efficiency while trying to take 
advantage of its monopoly power. 

Privatization was seen as a solution to JNR’s 
bloated budgets, high fares, and dependence 
on government subsidies. Still, many were 
skeptical of privatization as an answer to JNR’s 

financial problems, particularly the members of 
labor unions and those living in rural areas.91 
The labor unions were concerned about large 
reductions of JNR employees, while rural 
residents were worried that unprofitable local 
lines supported by government subsidies might 
be abolished. Despite this opposition, however, 
JNR was privatized in 1987 and divided into 
seven new Japan Railway (JR) companies: three 
in the Honshu region, one each on the islands of 
Hokkaido, Kyushu, and Shikoku, and one for the 
entire country of Japan. 

The privatization was a financial success, creating 
a surplus of ¥233 billion, compared to the ¥2,450 
billion deficit and the ¥600 billion government 
subsidy before privatization.92 Service also 
greatly improved as trains got faster and the 
number of trains and stations increased. The 
government reduced the number of employees 
from 280,000 to 200,000 (the number of 
employees on par with existing private railway 
companies).93 Employee productivity and morale 
at the new JR companies increased sharply 
as labor and management worked to create a 
healthy and profitable company. The separation 
of the rural railways also contributed to JR’s 
success by reducing the burden of operating 
unprofitable lines and giving local communities 
the opportunity to operate the lines or replace 
them with other means of transport. 

Lessons Learned: Applying Global Best 
Practices to the JNR Privatization. 

Post-privatization control: The government 
worked toward a public offering.

Use of government control such as retaining 
substantial majority rights often prevents the 
privatized entity from enjoying the full benefits of 
privatization. Accordingly, it is imperative for the 
government to work toward a full public offering 
of the privatized company, thereby creating 
incentive within the company to be profitable. 

Although the government retained all JR shares 
at the time of privatization, JR differed from a 
typical SOE in two ways: the government planned 
to sell all the individual companies’ stocks to the 
public, and there was no set percentage of shares 
that the government had to retain.94 The benefits 
of a public offering, such as fund raising and 
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resources, creating a bloated enterprise unable 
to compete with rival domestic transport 
companies.97 Especially in rural areas, where 
railways were built regardless of profit or loss, 
transportation routes accounted for more than 
40 percent of the lines (total track length) run 
by JNR yet represented only 5 percent of total 
transport volume.98 

JNR management was not allowed to abandon 
these unprofitable railway lines because of 
political reasons; after all, JNR was a public 
corporation ”established to engage in railway 
operations . . . to further the public welfare.”99 
The construction of remote railway lines was 
conducted solely on the basis of this principle.100 
New construction of railways in remote areas 
continued despite their unprofitability, and JNR 
management was not allowed to increase fares 
for fear of political fallout. Those opposed to 
privatizing JNR also argued that unprofitable local 
lines supported by government subsidy might be 
abolished and thus restrict access and adversely 
affect public transportation needs.101

However, a major part of the success of the 
privatization process has been the separation 
of unsuccessful rural lines from JR.102 Contrary 
to the objections raised by those opposed to 
privatization, access was not restricted, and 
local communities were given the opportunity 
to take over unprofitable rural lines. In addition 
to relieving the financial burden of operating 
unprofitable lines, removing government control 
led to management improvements as JR’s 
managers were able to shift their concerns from 
politically motivated investments to better service 
and productivity.103

Maintain a strong political commitment 
and effective communication: Use a central 
political body to counter any opposition to 
privatization.

Since privatization inevitably encounters 
bureaucratic opposition, it is essential to place 
responsibility for the privatization program with 
a central political body attached to the Prime 
Minister’s Office. This both tempers opposition 
within the government and helps to achieve 
public consensus, since privatization decisions 
appear to come from the top and not from an 
individual ministry or agency.

managerial freedom, created incentives for JR 
managers and employees to raise profits so the 
company could meet the stock market’s listing 
requirements. 

In June 2002, the government put all JR East 
shareholdings onto the market, marking the 
start of JR East’s existence as a fully private 
company.95 (JR West was fully privatized on 
March 12, 2004.) When asked about the specific 
changes that resulted from the achievement 
of full privatization, JR East President and CEO 
Mutsutake Otsuka stated:

The most important change is that we no 
longer face the risk of political or governmental 
intervention in our management. Even if 
we come under pressure from politicians 
or officials in the future, we will be able to 
base our decisions on a clearer commitment 
to the enhancement of shareholder value. 
Previously we required the approval of the 
Minister of Land, Infrastructure and Transport 
for important management decisions. Because 
that approval is no longer required, we 
can manage our business activities with a 
greater sense of speed and flexibility. . . . 
Full privatization has greatly enhanced our 
freedom to manage our business activities. We 
will use that freedom to the full to meet the 
expectations of our shareholders, investors 
and customers.96

The desire to join the capital markets eliminated 
the government’s incentive to retain ownership 
of the JR companies as well as the temptation to 
use them as political tools. The scheduled sale 
of shares essentially made profit the top priority 
for JR owners and managers, and proved to be a 
major reason the privatization succeeded. 

Post-privatization control: The government 
should allow entities to shed unprofitable 
operations.

Government control, such as retaining the power 
to oversee certain operations of the privatized 
entity, prevents that entity from maximizing the 
benefits of privatization.

Throughout the 110 years that JNR and its 
predecessors were in operation as SOEs, they 
had accumulated vast amounts of unnecessary 
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As a result of the oil crisis of the 1970s, the 
Japanese economy’s growth rate fell and the 
government began to focus on fiscal reform.104 
In 1981, the Provisional Committee on 
Administrative Reform (PCAR) was established 
under the direct control of the Prime Minister to 
reconstruct and increase the efficiency of the 
administrative system. Due to the approximately 
¥2 trillion financial deficit JNR was carrying, the 
PCAR was interested in improving management 
efficiency through the privatization to create an 
entity that would no longer need government 
assistance. 

Once the idea of privatization and the breakup 
of JNR into smaller companies appeared in 
the PCAR’s Third Report, opposition from 
various unions and members of the LDP arose. 
Nevertheless, support from Prime Minister 
Nakasone and the committee’s independence 
from other government ministries and agencies 
empowered the PCAR to not only resolve conflicts 
within the government, but also to gain public 
support for privatizing JNR. In the end, this 
allowed the government to proceed with the 
privatization and break-up of JNR without any 
major problems. 

Dealing with workforce reductions: Let the 
entity handle and fund the process itself. 

A privatized SOE usually has to reduce its 
workforce before it can operate efficiently and on 
market terms. However, care must be taken to 
ensure that the government does not use funds 
to relieve the privatized entity of its financial 
obligations normally borne by private competitors 
for downsizing activities. 

With JNR, the government of Japan increased 
employee productivity and morale and created a 
more profitable company by reducing the number 
of employees from 280,000 to 200,000 (about 
the same number of employees as at existing 
private railway companies). The government 
dealt with redundant employees by placing the 
employees in a separate government agency 
called the JNR Settlement Corporation. The 
JNR Settlement Corporation paid retirement 
packages, provided vocational training, and 
even hired some of the employees to work for 
the corporation. Accordingly, streamlining the 
workforce proved to be an important part of the 
JNR privatization.

4. Japan Highway Corporation

In August 2002, the Promotion Committee for 
the Privatization of the Four Highway-related 
Public Corporations (Highway Committee) 
submitted an interim report on the privatization 
of four highway public corporations.105 The 
report emphasized that the basic policy of the 
privatization was to secure independence of the 
corporations as private enterprises, repay the 
¥40 trillion debt within a maximum of 50 years, 
and increase managerial efficiency. The report 
also recommended a freeze on construction of 
certain expressways whose profitability was 
questionable. The final panel report submitted 
in December 2002 recommended that the 
highest priority be given to debt repayment, 
and proposed that within 10 years: 1) a new 
entity hold the road assets and liabilities largely 
incurred through borrowing for their construction; 
2) after repaying more of the debts, the new 
entity would be dissolved; 3) the new entity’s 
assets and liabilities would be transferred to 
three management companies for the east, 
central and west parts of Japan; and 4) the 
regional companies would become publicly traded 
entities.106 

Yielding to political pressure, the Diet instead 
passed a packet of bills in June 2004 that 
contained only remnants of what had been 
proposed in December 2002, largely overlooking 
the basic objective of creating private businesses 
as a step toward stopping the construction of 
unwanted highways and ensuring repayment 
of the ¥40 trillion debt.107 Instead, the newly 
enacted Expressway Corporate Law divides the 
four public entities into six ”private” companies 
that will operate toll roads, creates a separate 
government agency to pay back the debt over 
a period of 45 years, and guarantees repayment 
of loans for road projects. 

Also, according to the enacted laws, if there is 
a disagreement between the government and 
the ”privatized” companies on whether to build 
a highway section, the minister of the Ministry of 
Land, Infrastructure and Transportation, advised 
by the public infrastructure panel, will have the 
final word.108 Finally, the government will also 
retain a minimum one-third of the shares in each 
of the six companies after they are ”privatized.” 
In the end, this diluted privatization plan 
guarantees that all planned highway construction 
will move forward regardless of poor profitability.
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Lessons Learned: Applying Global Best 
Practices to the Japan Highway Corporation 
Privatization.

Set clear objectives and have a strong 
political commitment: Political influence 
should not be used to manipulate the set 
objectives of privatization. 

One key to a successful privatization is to 
maintain a strong political commitment at 
the highest levels focused on the set goals of 
privatization. Also, since constituent interests and 
policies surrounding privatization often conflict, 
it is critical to start with clearly articulated 
and prioritized policy objectives and to remain 
steadfast in such objectives without allowing 
special interests to influence the privatization 
process.

The privatization of the Japan Highway 
Corporation started with a recommendation 
setting out clear objectives and goals: Secure 
independence as a private enterprise, repay the 
¥40 trillion debt within a maximum of fifty years, 
and increase managerial efficiency. 

Strong vested interests and an insufficient 
political commitment, however, have created 
a law that has failed the goals stated in the 
Promotion Committee’s recommendation. 
According to the recently enacted law, the 
government continues to exercise discretion in 
determining whether the highway corporation 
companies should build certain roads. Such 
controls undermine managerial efficiency and 
independence. Further, the ”privatized” firms 
will likely continue to enter into unprofitable 
road-building projects because their loans will 
be guaranteed by the government, insulating 
them from the market forces that require private-
sector companies to make rational decisions or 
go out of business.

Post-privatization government control 
should be limited: Reduce government 
involvement in and control of the highway 
corporations. 

When the government retains control of a 
privatized entity, it will likely continue to 
operate the entity in the same fashion as before 
privatization, failing to maximize the benefits of 

privatization that would help the entity and the 
economy as a whole. The government will also be 
able to continue subsidizing unprofitable divisions 
within the entity through profits generated by 
other divisions.

As for the highway corporations, the government 
will maintain control as tight as it had before 
”privatization,” keeping at least one-third of 
the shareholdings for each of the ”privatized” 
entities, the right to approve each company’s 
president, and the right to approve any new road 
construction plans. The current tolling system 
also allows revenues from profitable roads to 
subsidize debts incurred by unprofitable ones. 
All of this leaves the highway corporations under 
a high degree of government control, reducing 
their ability to independently manage operations 
and minimizing privatization’s economic benefits.

B. Privatizations of Non-
Japanese SOEs

1. Deutsche Post

The German Federal Postal Service (Deutsche 
Bundespost) was founded in 1950 as the 
successor to Deutsche Reichspost. Postwar 
German Basic Law defined posts and 
telecommunications as a direct federal 
administration, emphasizing the political 
objectives of a public service administration over 
any economic concerns.109 The newly chartered 
Deutsche Bundespost—under the political, 
regulatory, and operational supervision of the 
Ministry for Posts and Telecommunications—was 
thus charged with the task of providing ”universal 
service” in both domestic and international postal 
delivery and telecommunications throughout 
Germany. In addition, Deutsche Bundespost 
offered financial services such as banking, postal 
cheque services, and pension management.110

Pressure to liberalize the services monopolized 
by Deutsche Bundespost began in the early 
1970s. The Free Democratic Party, the Federal 
Economics Ministry, the Monopoly Commission, 
and potential private-sector competitors called 
for greater participation of the private sector as 
technological advances and the falling costs of 
telecommunications equipment made private-
sector entry possible. Nevertheless, significant 
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legal, institutional, and political barriers 
prevented the success of reform efforts until 
1984, when the German government announced 
it would launch a study in parallel with a 
telecommunications reform inquiry conducted by 
the European Community.111

The eventual privatization of the postal delivery, 
telecommunications, and financial services 
offered by the Deutsche Bundespost took 
place over the course of three stages of reform 
beginning in 1989. Postal Reform I, which began 
in July 1989, divided the former German Federal 
Postal Service into three state-owned companies 
in the sectors of Telecommunications Services, 
Postbank, and Federal Postal Services. Postal 
Reform II transformed the three state-owned 
companies into three independent ”private” 
companies (Deutsche Telekom AG, Deutsche 
Postbank AG, and Deutsche Post AG), all initially 
wholly owned by the Federal Republic of Germany 
until their initial public offerings on the German 
stock market in 1996. 

At this point, the telecommunications and 
postal services retained many of their monopoly 
privileges, yet were to be supervised by a 
new regulatory body. The third stage of postal 
reform, Postal Reform III, deregulated the 
telecommunications and postal markets, opening 
them for the first time to outside competition. 

Deutsche Post AG, seeking to become an 
integrated logistics and delivery company 
carried out a series of global delivery service 
acquisitions,112 eventually conducting its IPO 
as Deutsche Post World Net AG (DPWN) in 
November 2000.113 Today, DPWN is one of the 
world’s leading providers of express delivery and 
logistics services, and remains Europe’s largest 
postal provider. 

Despite ”privatization,” however, Deutsche 
Post is still largely owned and regulated by 
the government. Having spent $11 billion on 
acquisitions of existing express delivery and 
logistics firms, Deutsche Post now competes on a 
global scale with international firms, which have 
aimed their criticism at the substantial benefits 
the former SOE still reaps from the German 
government.114 Private delivery and logistics firms 
and the European Commission have focused their 
charges on Deutsche Post’s ongoing monopoly 

of German domestic postal markets, cross-
subsidization of less profitable business activities 
with monopoly profits, and the uneven playing 
field such continued advantages creates.

Lessons Learned: Applying Global Best 
Practices to the Deutsche Bundespost 
Privatization.

Post-privatization control: The government 
should not maintain direct and indirect 
majority ownership of equity shares. 

The Federal Republic of Germany continues to 
maintain significant influence over – and financial 
interest in the success of – the privatized former 
entities of Deutsche Bundespost via extensive 
shareholdings.

Under the terms of Postal Reform II, the total 
ownership of the three newly designated joint-
stock companies Deutsche Telekom, Deutsche 
Postbank, and Deutsche Post was granted to 
the Federal Republic of Germany, with the 
shares to be managed by a public law holding 
organization.115 In the cases of both Deutsche 
Telekom’s and Deutsche Post’s IPOs, shares held 
by the Federal Republic were acquired in tranches 
by the German development bank Kreditanstalt 
für Wiederaufbau (KfW) before being placed 
on the German stock exchange. At its peak 
shareholding, KfW held 24 percent of Deutsche 
Telekom and 49.9 percent of Deutsche Post.116 

Although the Federal Republic no longer directly 
owns a majority of the shares of either Deutsche 
Telekom or Deutsche Post, its control over both 
privatized entities is bolstered by the continued 
shareholdings maintained by KfW (which is, in 
turn, 80 percent owned by the Federal Republic). 
As of June 2004, the government owned 20 
percent of the total shares of Deutsche Post; 
KfW owned 42.6 percent and 37.4 percent were 
available to investors. Likewise, as of November 
2003, the Federal Republic held 26 percent 
of Deutsche Telekom; KfW held 17 percent of 
the shares, and 57 percent were available to 
investors. 117 

Such shareholdings gives the German 
government an undeniable economic stake in the 
maintenance of favorable share prices for the 
privatized entities. This has resulted in charges 
that the government has allowed Deutsche Post 
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to maintain high prices for domestic services as 
a way to bolster the value of government-held 
shares.118 In one transaction in November 2003, 
the German government sold shares of Deutsche 
Post and Deutsche Telekom worth $6.3 billion as 
part of its 2003 budget. Further profitable sales 
of government-held shares are expected ”to plug 
the government’s budget holes caused by three 
years of economic stagnation.”119

Post-privatization control: The government 
should not maintain control over oversight 
and management decisions. 

The German government’s influence over 
Deutsche Post and Deutsche Telekom extends 
beyond its direct and indirect shareholdings 
to include powerful oversight control over the 
privatized entities. 120

German Basic Law Article 87f stipulates that 
posts and telecommunications are a part of public 
administration and therefore subject to federal 
administration and federal legislation. Until the 
reforms of Postal Reform II, the Federal Ministry 
for Posts and Telecommunications administered 
posts and telecommunications. At the time of the 
dismantling of the Posts and Telecommunications 
Ministry, the Regulatory Authority for 
Telecommunications and Posts (RegTP) was 
established in 1996 (with operations started in 
1998) under the Federal Ministry of Economics 
and Labour. RegTP was tasked with promoting 
postal and telecommunications markets through 
liberalization and deregulation. 

There is concern that RegTP has acted in ways 
to help Deutsche Telekom (out of a motivation 
to see the company succeed so as to raise 
the price of government held shares) and that 
Deutsche Telekom has tried to exert influence 
over the recruitment of top RegTP positions. 
Following Gerhard Schröder’s election as 
chancellor in 1998, concerns arose that he 
would appoint a RegTP president who would 
support decisions favoring Deutsche Telekom 
as a way to increase the price of government-
held shares and establish an industrial policy 
to create an internationally successful and 
competitive Deutsche Telekom. To counter such 
heavy-handed government influence, oversight 
institutions such as the German Monopoly 
Commission, German Cartel Office, and the 

European Commission have served as a check 
on excessive RegTP protection of Deutsche 
Telekom.121 

That the German government is faced with the 
conflicting interests of providing for a liberalized 
market conducive to competition on the one 
hand and maintaining control and oversight over 
its profitable shareholdings on the other hand 
necessitates the involvement of such outside 
regulators. 

Ensure an effective regulatory framework 
that includes a level playing field: Continued 
monopoly powers allow Deutsche Post to 
cross-subsidize other business activities. 

Although the process of postal reform included 
the priority of dismantling the postal and 
telecommunications monopolies, the former 
entities of Deutsche Bundespost maintained 
significant monopoly power even after reforms 
were enacted. In particular, Deutsche Post’s 
monopoly privileges in the domestic market have 
greatly contributed to its ability to cross-subsidize 
the corporation’s growth as an international 
logistics and express delivery provider, attracting 
global criticism in the process.

The German postal market was opened in 
1998 under a ”license market model” enabling 
competitors to operate in local markets. 
Nevertheless, Deutsche Post continues to enjoy 
a monopoly over the lucrative markets of letters 
under 200g, mass mailings of less than 50g, and 
mail-order catalogs of under 200g. 

The total liberalization of all postal markets 
had been planned for January 2003, but the 
German legislative chamber extended this 
valuable national monopoly until 2007, citing the 
need to provide ”universal service” throughout 
Germany.122 Although this protection from 
competition was granted so that Deutsche Post 
could earn sufficient revenue to cover the costs 
of serving the market, a 2003 survey by NERA 
Economic Consulting found that Deutsche Post 
earned significant excess returns on capital 
expended to serve its monopoly market. 123 In 
2002, 68 percent of the income of Deutsche 
Post’s mail division (which accounted for 72 
percent of the firm’s profits in 2001) was derived 
from its monopoly sector.124
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Continued monopoly rights have incited 
international criticism of Deutsche Post’s cross-
subsidization of its operations, particularly in 
light of its acquisitions of Airborne, Danzas, and 
DHL, which compete directly with European and 
U.S. private delivery firms. European Commission 
decisions in 2001 accused Deutsche Post of 
abusing its monopoly powers by underpricing 
its services in European markets and of cross-
subsidizing its international services with 
revenues generated from its monopoly markets. 
The 2001 decision resulted in both a euro 24 
million fine and a commitment by DPWN that 
there be a clear separation of Deutsche Post’s 
monopoly mail-delivery business from its non-
monopoly businesses. 

In the U.S. market, Deutsche Post’s DHL controls 
18 percent of express delivery traffic between the 
United States and foreign destinations (on a par 
with UPS), and its Airborne controls 13 percent 
of the domestic delivery market.125 According to 
a 2001 report by the Economic Strategy Institute, 
a Washington-based think tank, increased 
competition with an unfairly advantaged 
Deutsche Post would negatively affect both the 
balance sheets and the employment capacities 
of U.S. firms:

The entry of Deutsche Post, through its DHL 
subsidiaries, into the U.S. market will likely 
make its U.S. competitors less attractive 
to investors, limiting their ability to finance 
expansion and operational improvements. 
Furthermore, if DHL uses its access to the 
monopoly’s cash cow to reduce prices, the 
profits and employment of its U.S. competitors 
will no doubt suffer.126

As the European Commission’s findings have 
indicated, Deutsche Post’s continued monopoly 
powers provide it with an unfair advantage over 
potential competition domestically, which the 
company is then able to use as leverage against 
global competition.

2. British Railway System

The United Kingdom’s railway system was built 
by the private sector during the early twentieth 
century. In 1914, the British government took 
control of the system due to the security and 

economic needs of World War I. Following seven 
years of nationalization, the government returned 
the industry to the private sector with the 1921 
Railways Act. Also called ”The Grouping,” the 
Railways Act forcibly merged the railways into 
four large private railway companies named 
”The Big Four.” They were London, Midland and 
Scottish Railway (LMS), Great Western Railway 
(GWR), London and Northeastern Railway 
(LNER), and Southern Railway (SR). 

The British government again nationalized the 
railways as a war measure during World War 
II. Later, this measure was codified in the 1947 
Transport Act, which nationalized the railways, 
canals, and road and freight transport under 
the British Transport Commission. The Transport 
Act of 1962 dissolved the British Transport 
Commission and created the British Railways 
Board to oversee the nation’s railroad network. 
This system existed until the now controversial 
Railways Act of 1993. 

The Railways Act of 1993, widely seen as 
Margaret Thatcher’s idea but eventually passed 
by John Major’s Conservative government, 
privatized Britain’s railway system. The 
privatization went into effect in 1996 and broke 
up the government monopoly into various 
companies, including Virgin, Connex, the coach 
companies Stagecoach and National Express, 
and the infrastructure giant Railtrack. Railtrack, 
responsible for the tracks, signals, tunnels, 
and stations, was sold to Network Rail in 2002 
following its bankruptcy. 

Proponents of privatization cited the following 
potential benefits: private investment would 
improve the infrastructure; the state would 
reduce subsidies over time, thus benefiting the 
taxpayer; the state would get a direct return on 
investment via corporate taxes; and reliability 
and customer service would improve.

Several fatal crashes in the late 1990s and 2000 
brought the national railway system to a halt. 
Railtrack, the company responsible for both 
signals and track, imposed nationwide speed 
restrictions that resulted in delays, overcrowding 
and a mass desertion of the system. The 
government effectively forced Railtrack into 
bankruptcy in October 2001. By the fall of 2001, 
the number of train cancellations had risen 
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to almost three times that of 1999. The past 
few years have likely been the most difficult of 
Britain’s storied railroad history. 

In February 2001, the passage of the Transport 
Act of 2000 established the Strategic Rail 
Authority (SRA). The SRA was created to 
provide leadership and strategic direction for the 
development of Britain’s railway, using statutory 
and contractual powers to improve railway safety 
and service, reduce overcrowding, and enhance 
service reliability. It is also responsible for 
franchising.

Proponents point to increased traffic levels, 
including a 36 percent rise in passenger/km 
and a gain of 42 percent in ton/km between 
1994 and 2000, as evidence that privatization 
is working. Over the same period, the industry 
experienced a 34.5 percent average annual 
growth rate in revenues. Much of this increase, 
however, can be attributed to macroeconomic 
factors such as employment, GNP, and household 
consumption growth. 

Regulation of fare increases did result in a 
reduction in real ticket prices and increased 
traffic, but this has mitigated existing problems 
such as poor maintenance and weak safety 
controls. Overall, customer service and reliability 
have declined. Passenger complaints have 
doubled, particularly with regards to punctuality. 
All these problems occurred at a substantially 
higher financial cost to taxpayers and the 
government.

Among its results, the privatization of Britain’s 
railway system created a number of costly 
problems. The government did receive 5.3 billion 
British pounds as a direct result of privatization, 
but this was lost through an increase in 
expensive state subsidies. The British railway 
system suffered from over 20 years of chronic 
under investment. Since private companies 
were expected to pay for future investment, 
subsidies were expected to taper off in a few 
years. However, it now looks like those subsidies 
will increase for the foreseeable future. Recently, 
public railway investment has reached levels 5.5 
times that of France and double that of Germany 
in GDP terms. Public investment has been 
channeled through the Strategic Rail Authority, 
with 2 billion British pounds annually for the 
foreseeable future.

Lessons Learned: Applying Global 
Best Practices to the British Railway 
Privatization. 

Set clear objectives and limit post-
privatization controls: Incomplete 
privatization resulted in a system where 
the government maintained an inefficient, 
market-distorting role. 

In 1993, the old integrated rail network was 
discarded in favor of more than a 100 different 
businesses. In 1996, Railtrack was given de 
facto monopoly control over the track, signaling, 
and railway stations, but was not allowed full 
operational control. Oddly, the Railways Act 
of 1993 mandated that Railtrack own but not 
maintain the railroad tracks. Instead, this 
function was to be farmed out to other firms. 
Trains were sold to rolling stock companies, 
but train operating companies (TOCs) were 
responsible for their operation in the form 
of fixed-length franchises. The government, 
in essence, split track ownership from track 
maintenance and train ownership from operation. 
This confused delineation of ownership and 
operation contributed to the breakdown of the 
system in 2000 by creating an overlapping, 
sometimes contradictory, system of incentives. 
Because of this convoluted structure, ultimate 
responsibility for the fatal accidents has remained 
difficult to determine.

Moreover, the government maintained a market-
distorting role through price fixing and regulation. 
Government sets the rate of increases of main 
fares well below the rate of inflation, which 
had the unintended consequence of causing a 
severe overcrowding problem. Additionally, the 
government established the price and length of 
the TOC franchises. The relatively short franchise 
lengths make TOCs wary of investing in the trains 
and stations. Therefore, one of the main goals 
of privatization, increased capital investment, 
remains stunted by continued government 
intervention in the market. 
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Ensure an effective regulatory framework 
that includes a level playing field: 
Privatization resulted in a public monopoly. 

The creation of a private monopoly, formerly 
Railtrack and now Network Rail, essentially 
defeats the purpose of privatization in the first 
place. Railtrack was solely responsible for the 
infrastructure, the allocation of time slots, and 
the management of train traffic. When conflicts 
inevitably occurred, Railtrack sometimes opted 
to pursue its own interests at the expense of 
the public good. Many critics contend that the 
drive for punctuality over safety contributed 
to the accidents. Throughout Europe, railway 
infrastructure is generally the domain of a public 
authority, as in the British case of Railtrack. It 
remains to be seen if Network Rail can improve 
upon its predecessor’s performance and build 
a clear, effective working relationship with the 
government. 

In short, the privatization of the British railway 
system led to a more expensive service for 
government and taxpayer, an erosion of service 
quality and safety, and the creation of a complex 
and problematic system. In the new system, 
market mechanisms were incomplete and have 
failed to bring about the promised efficiency 
gains. Instead, the United Kingdom is stuck with 
an expensive, incompletely privatized railway 
battling with poor information transfer and vague 
ownership structures. 
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Privatization has been a key policy component of 
reform plans under Prime Minister Koizumi, and 
he has emphasized that the goals of self-help and 
self-reliance behind recent privatization efforts 
are ”without a doubt the engine that drives 
reforms forward.” As the Government of Japan 
proceeds with the privatization of a number of 
very important state-owned enterprises such as 
Japan Post, Narita Airport, and Japan Highway 
Public Corporation, the ACCJ strongly encourages 
the application of the aforementioned global 
best practices in the interest of establishing 
self-reliant, market disciplined enterprises in 
regulatory environments that do not afford 
special privileges in violation of Japan’s 
international commitments. 

Although the privatization process is complex, 
these global best practices represent important 
lessons learned from privatizations experienced 
by many OECD countries and World Bank 
members. The ACCJ believes that utilization 
of such practices will ensure that existing and 
future privatizations will result in long-term 
financial and economic benefits for businesses 
and consumers alike.

Conclusion
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