Lesson 7

PRIVATIZATION

Privatization is the process by which the production of goods or services is removed from the ____________ of the economy. This can be done either by the public sale of shares in a previously ____________ enterprise, or by the use of private business to do government work under ____________.

The leader in this strategy was the Thatcher government of Great Britain from 1979 to 1990. Previous governments had tried limited ____________ (the restoration of nationalized enterprises to their previous owners), but with limited success. In some cases the state enterprises that were “privatized” had never been in the ____________.

Because state – owned companies have no profit motive, they have no incentive to produce goods that consumers want. In addition, even if they want to satisfy consumer demands, they have no idea of what consumers want. The result is ____________ of resources. _____________ responds to political, rather than to commercial, pressures. The _____________ of state businesses are often of poor quality because the governments are not interested in the renewal of capital equipment.

Before the British water industry was privatized in 1989, it was _____________ by over $11 billion. As a result the water supply failed to meet European standards for quality and safety. Similarly, the post office had cut back its services. First telegrams disappeared, then Sunday collection, then Saturday second delivery. These changes made it easier for producers at the ____________ of customer service. Most serious of all, the losses of state industries consume funds that are needed for private investment.

The British _____________ of nearly four dozen major businesses and several hundred small ones was a success. Privatized British industries ____________ the market average once they entered the private sector, and the privatized stocks rose in value faster than the ____________ average.
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VOCABULARY

 Undercapitalization occurs when a company does not have sufficient capital to conduct normal business operations and pay creditors.
 Capital assets are significant pieces of property such as homes, cars, investment properties, stocks, bonds, and even collectibles or art. For businesses, a capital asset is a type of asset with a useful life longer than a year, that is not intended for sale in the regular course of the business's operation.
____________________- to allocate (something, such as money or resources) poorly or improperly. 
____________________ -  the process of transforming private assets into public assets by bringing them under the public ownership of a national government or state.

____________________-  the process of transferring an enterprise or industry from the public sector to the private sector.
____________________-   any equipment used by an organization to produce other commodities.

____________________-  a stock exchange.
Answer the Questions:

1. How can a government remove the production of goods and services from the government sector of the economy?

_____________________________________________________________________________________

2. Who was the leader in this strategy in the years from 1979 to 1990?

_____________________________________________________________________________________

3. Why don’t state-owned companies have incentives to produce goods that consumers want?

_____________________________________________________________________________________

4. What pressures does the management of the state-owned companies respond to?

_____________________________________________________________________________________

5. In what way had the British post office cut back its services?

_____________________________________________________________________________________

6. How many major businesses were privatized in Britain in the Thatcher’s years?
_____________________________________________________________________________________

7. How did the privatized industries perform on the market?
_____________________________________________________________________________________

Complete
1. Goods or services are removed from the __________sector of the economy.

2. The government sells shares in a previously _____ enterprise.

3. We use _________ business to perform government work under contract.

4. The leader in this ___________was the Thatcher government of Great Britain.

5. Previous governments had tried ____________ denationalization, but with limited success.

6. Because state – owned companies have no _________ motive, they have no incentive to produce goods.

7. Even if they want to _________ consumer demands, they have no idea of what consumers want.

8. Management __________ to political, rather than to commercial, pressures.

9. The capital _____ of state businesses are often of poor quality.

10. The governments are not interested in the__________ of capital equipment.

Translate the text

Privatization is the incidence or process of transferring ownership of business from the public sector (government) to the private sector (business) . In the broader sense, privatization refers to transfer of any government function to the private sector including governmental functions like revenue collection

law enforcement.

The term “privatization” is also used to describe two unrelated transactions. The first is a buyout, by the majority owner of all shares of a public corporation or holding company’s stock, privatizing a publicly traded stock. The second is a mutualisation of a mutual organization or cooperative to form a joint stock company.

In Ancient Greece, the government contracted out almost everything to private sector. 

In Roman Republic, private individuals and companies supplied nearly everything, including tax collection, supply the army, religious sacrifices and construction. However, Roman Empire created state-owned enterprises. For example, much of the grain was eventually produced on estates owned by the Emperor. Scholars suggest that the cost of bureaucracy was one of the reasons for the fall of Roman Empire.                                                                                                          Churchil’s government privatized British steel industry in the 1950s. West Germany’s government started a large-scale privatization , including selling its Volkswagen majority share to small investors in a public share offering in 1961. There are three main methods of privatization:
____________________- selling shares on the stock market                                                                   ____________________- selling the entire firms or part of it to a strategic investor, usually by auction. ____________________- shares of ownership are distributed to all citizens usually for free or at a very low price  

Share issue privatization is the most common type of privatization. As a result of higher political and currency risk deterring foreign investors, asset sales are more common in developing countries.

Voucher privatization has mainly been used in the transition economies of General and Eastern Europe, such as Russia, Poland, Czech Republic, and Slovakia.

Asset sale privatization     Voucher privatization       Share issue privatization (SIP)

VOCABULARY                                                                                                                                                                 

______________- a company created to buy and own the shares of other companies, which it then controls.
______________- a situation in which a person or group buys all the shares of a company and so gets control of it.

______________- a poor agricultural country seeking to become more advanced economically and socially.

Match
Audit      Accounting      Auditor   Accountancy    Accountant     Account       

​​_______________- a person whose job is to inspect or keep accounts

_______________- the system that measure business activities, processes that information into reports and communicates these findings to decision makers.

_______________- the theory and practice of keeping and inspecting accounts.

_______________- the inspection of an organization’s annual accounts.

_______________- a person who carries out an audit.                                                                                            _______________- a detailed record of all the money that a person receives and spends.
