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Privatization and liberalization of 
“backbone” services sectors

“Backbone” services sectors are those with particularly 
strong links to the rest of the economy

Transport, including infrastructure
Distribution and logistics
Telecommunications
Finance

Strong links mean that the economy-wide gains from reform 
are large

Direct effects in “large” sectors
Indirect “knock on” effects:

Other services markets
Goods markets, including exports
Productivity growth

Competition is the cornerstone
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OK, so it’s not seaports, but…
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Internet users
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Sequencing reform
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Many backbone sectors were traditionally areas of state monopoly

What combination of the following policies should be used, and in 
what order:
1. Privatization of the state monopoly?
2. Opening up the sector to FDI?
3. Tougher price regulation?
4. Measures to promote entry and competition?

1 and 2 leave the monopoly rents in place, and just shift them around
1 leaves the economic welfare situation roughly the same
2 makes it worse by transferring the rents overseas

3 can in theory result in some economic gains, but can the 
government credibly commit to tougher regulation?



Sequencing reform
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The economic benefits from 4, promoting entry and competition, are 
clear:

Make the previous monopoly provider start acting competitively…
Which tends to reduce prices…
And compete away monopoly rents…
At the same time as increasing productivity

The key to reform lies in finding creative ways for competition to 
flourish in previously monopolized sectors

Opening up to FDI is an important part of promoting competition, but 
it needs to go beyond just selling off the monopoly provider

In many sectors, privatization can come well down the line
EG: Telecommunications 



Giving the government glasses
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Governments tend to:
Have tunnel vision, i.e. they focus for political reasons on 
things like:

Privatizing
Attracting FDI, including through incentives

See revenue, but not welfare
Be short-sighted

Examples from the paper include giving anti-
competitive concessions as a way of attracting FDI:

Takes the bid price up…
But takes welfare down, especially on an NPV basis



Giving the government glasses

10/12/20108

Whenever possible, policy reform should be based 
on economic analysis that is:

Grounded in welfare concepts
Dynamic
Economy-wide

The Australian Productivity Commission is a great 
example of an agency that:

Is independent
Focuses on microeconomic analysis of regulatory reform
Helps separate objectives and instruments
Makes extensive use of GE models
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