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ABSTRACT

This article provides a rigorous empirical and theoretical analysis of the macroeconomic
efficiency effects of state enterprise privatization using transition economy evidence, with a
particular focus on Uzbekistan. A dynamic panel model is proposed that links privatization waves
to Total Factor Productivity (TFP), GDP growth, employment, fiscal balance, and Foreign Direct
Investment (FDI). The Synthetic Control Method (SCM) is applied to estimate the counterfactual
treatment effect of Uzbekistan's post-2017 privatization wave. Mechanism analysis examines
institutional quality, competitive environment, and property rights protection as moderating factors
that either amplify or dampen the effects of privatization. Key finding: privatization yields positive
macroeconomic outcomes, but this effect doubles when strong institutional foundations are present;
rapid (mass) privatization may underperform gradual approaches in the short run.

Keywords: privatization; macroeconomic efficiency; TFP; transition economy; institutional
change; Synthetic Control Method; panel data; Uzbekistan; GDP growth; property rights.

INTRODUCTION

Privatization — the transfer of state enterprises to private ownership — is one of the most
extensive and debated policy measures in the history of economic reforms. Three waves have tested
privatization policy on a global scale: the first wave of the 1980s (United Kingdom, Chile), the
transition wave of the 1990s in Central and Eastern Europe, and the developing country wave of the
2000s. Yet, despite decades of experience and hundreds of empirical studies, the macroeconomic
consequences of privatization policy remain a subject of unresolved scholarly debate.

On one hand, neoclassical economic theory and the property rights school (Demsetz, 1967;
Alchian and Demsetz, 1972) argue that private ownership creates strong incentives for efficient
management. On the other hand, Keynesian and institutional economics traditions demonstrate that
privatization requires pre-existing institutional foundations to yield positive outcomes. Kornai's
(1992) concept of the "soft budget constraint" and Acemoglu and Robinson's (2012) institutional
economics framework provide theoretical grounding for this view.

This question is especially pertinent for Uzbekistan. During the reform wave that began in
2017, the country adopted a State Enterprise Privatization Strategy for 2021-2025, targeting the
privatization or liquidation of 75% of all State-Owned Enterprises (SOEs). According to Fitch data,
the number of enterprises with a state share of 50% or more declined significantly by 2025.

This study addresses three core research questions:

1. Through which macroeconomic mechanisms does privatization affect TFP, GDP
growth, and employment, and how does this depend on the pace and method of privatization?

2. How does institutional quality function as a moderating factor for privatization
effects, and what is the current state of this factor in Uzbekistan?
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3. What is the counterfactual macroeconomic impact of Uzbekistan's post-2017
privatization wave (using the Synthetic Control Method)?

LITERATURE REVIEW AND THEORETICAL FRAMEWORK

The theoretical foundations of privatization economics have been developed by several
schools of thought. Property rights theory (Demsetz, 1967; Alchian and Demsetz, 1972) establishes
that private owners have strong incentives to improve enterprise efficiency: the owner bears full
responsibility for profits and losses, and is therefore motivated to allocate resources efficiently.
Agency theory (Jensen and Meckling, 1976) shows that principal-agent problems in state
enterprises between the owner (the state) and management are exacerbated by the weakness of state
oversight.

Kornai's (1992) concept of the "soft budget constraint" is especially relevant for transition
economies. The expectation that loss-making SOEs will be "rescued" through state subsidies and
preferential credits removes incentives for efficient management. Privatization hardens this
constraint, introducing a "hard budget constraint" and enforcing market discipline.

Vickers and Yarrow (1988) demonstrated that the effectiveness of privatization depends not
only on the change in ownership but on the presence of a competitive environment. Converting a
state monopoly into a private monopoly in a non-competitive market does not improve efficiency
— on the contrary, it increases private rent.

A study published in ScienceDirect (2007) on privatization methods in transition economies
found results supporting Kornai's view: gradual trade-based privatization consistently had a
positive effect on GDP levels, while mass distribution (voucher privatization) had no effect. This
finding carries important policy implications for Uzbekistan: rapid, mass privatization may not be
optimal for long-term efficiency.

Cuadrado-Ballesteros et al. (2024), studying the relationship between privatization and
government spending efficiency in Europe in the Scottish Journal of Political Economy, found that
privatization statistically increased government spending efficiency by 8—12%. However, this effect
is statistically insignificant in a weak institutional environment.

Acemoglu and Robinson (2012), in their foundational work "Why Nations Fail," proved that
secure property rights and an inclusive institutional framework are the most important factors of
long-term economic growth. According to IMF (2024) research, institutional reforms as part of
IMF conditionality improve bureaucratic quality, rule of law, and transparency, contributing to the
development of high value-added sectors.

With respect to Uzbekistan, IMF (2025) and World Bank (2021, 2024) reports identify
significant institutional challenges: soft budget constraints and politically directed lending persist in
large SOEs; corporate governance systems are not yet fully developed; legal protection of property
rights is weak; competitive environments in monopolistic sectors remain underdeveloped. ADB
(2026) notes that synchronizing WTO accession with SOE reforms could significantly enhance the
effectiveness of privatization.

CONCEPTUAL MODEL, HYPOTHESES, AND METHODOLOGY

Conceptual Model

Privatization — [Four Channels] — Macroeconomic Efficiency
I Moderator: Institutional Quality
The four primary transmission channels are:
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* Channel 1 — Change in incentive structure: Privatization creates strong financial
incentives for managers to manage efficiently (profit-sharing, risk of dismissal) —
production efficiency and TFP increase.

* Channel 2 — Hardening of budget constraints: State subsidies are eliminated —
enterprises begin operating at market prices — resources flow from inefficient to efficient
sectors — economy-wide TFP growth.

» Channel 3 — Capital attraction: Privatized enterprises gain access to international
capital markets — FDI inflows increase — technology transfer and productivity growth.

» Channel 4 — Intensification of competitive environment: Monopolies are broken up
and new market entrants arrive — incentives for innovation increase — TFP and GDP
growth accelerate.

Research Hypotheses

Hypothesis 1 (H1): The privatization process statistically significantly increases
macroeconomic efficiency (TFP, GDP growth). This effect is dependent on the volume and pace of
privatization and is positive relative to cumulative privatization share.

Hypothesis 2 (H2): The gradual privatization method yields higher short-run TFP growth
rates than mass (voucher/rapid) privatization. This effect depends on the level of institutional
quality.

Hypothesis 3 (H3): Institutional quality (property rights protection, rule of law, anti-
corruption measures) is an important moderating factor that amplifies the relationship between
privatization and macroeconomic efficiency. In a weak institutional environment, the effect of
privatization may be statistically insignificant or even negative.

Hypothesis 4 (H4): Uzbekistan's post-2017 privatization wave has had a positive effect on
TFP and GDP growth relative to the synthetic counterfactual, but this effect has emerged later and
more slowly compared to predecessor countries (Georgia, Kazakhstan).

Hypothesis 5 (HS): The effect of privatization on fiscal balance manifests in two stages:
positive in the short run due to one-time revenues, and positive in the long run through reduced
state subsidies and expanded tax base. This effect is statistically significant and persistent.

DATA AND VARIABLE DESCRIPTIONS

The main panel sample was constructed for 28 transition and developing economies over the
period 1995-2024. For Uzbekistan, analysis covers 2010-2024 based on available data. Data
sources include: EBRD Transition Indicators (privatization levels and institutional reform
indicators); World Bank World Development Indicators (WDI) (GDP growth, trade, investment);
IMF World Economic Outlook (fiscal indicators, budget balance); World Governance Indicators
(WGI) (institutional quality — 6 dimensions); Uzbekistan Statistics Agency and State Assets
Management Agency (national privatization data); EBRD Transition Report 2025 (Uzbekistan-
specific indicators); World Bank Uzbekistan Country Economic Memoranda (2021, 2024) and IMF
Selected Issues Paper (2025).

Table 1. Variable Definitions and Sources

Total  Factor Dependen Penn World Tables 10.01
Productivity t Solow residual; based on Cobb-

TFP
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Douglas function

GDP Real GDP Dependen Annual %, purchasing
& Growth t power parity basis; WDI
Priv Privatization Main Privatized assets / GDP x
Intensity variable 100; EBRD + national data
Gradual Gradual Method Share  of  enterprises
Privatization Share variable privatized via sale, %; EBRD
Mass Method Share pI.'IVE'ltIZG.d via
Mass L . voucher/free distribution, %;
Privatization Share variable
EBRD
WGI 6-dimension PCA
Institutional Moderato compoglte: rule Of law, con.tr.ol,
Inst . corruption, political stability,
Quality Index r .
gov. effectiveness, regulatory
quality (0-100 scale)
. . Dependen General government fiscal
FiscBal Fiscal Balance ( balance, % of GDP: IMF WEO
Foreign Direct FDI inflows, % of GDP;
FDI Investment Control WDI
Trade (Exports + Imports) / GDP
Trade Openness Index Control % 100; WDI
FinDev Financial Conirol Bank credit / GDP %; IMF
Sector Depth Financial Development Index
. Consumer price index
Infl Inflation Control growth, annual %; WDI
HumanCa Barro-Lee average years
Human Capital Control of education (15+); Penn World
p Tables

Source: compiled by the author.
Table 2. Descriptive Statistics for Key Variables (1995-2024, N=28 countries)

TFP 72 1.3 3. - 0. 1.47 2.8 12
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growth (%) 0 4 12 9.8 21 9 4

GDP 72 4.1 4. - 1. 431 7.1 18
growth (%) 8 2 87 14.6 &3 ’ 2 9

Priv (% 68 7.4 8. 0. 1. 487 11. 41
GDP) 0 3 21 00 12 ’ 34 2

Inst (0— 72 46. 1 8. 3 478 61. 89
100) 8 3 8.7 2 1.4 ) 2 4

FiscBal 71 - 4. - - 187 0.4 14
(% GDP) 0 2.14 21 18.3 4.12 ) 3 i

FDI (% 71 4.8 5. - 1. 341 7.2 32
GDP) 2 7 12 3.4 23 ’ 4 .1

Uzbekis 28 2.8 3. 0. 0. 1.94 4.1 11
tan: Priv 0 7 41 12 87 ’ 2 2

Uzbekis 28 31. 4, 2 2 317 34, 41
tan: Inst 0 4 12 2.1 8.3 ’ 8 2

Source: Author's calculations based on WDI, EBRD, IMF WEO, WGI, Penn World Tables.
Rows pertaining to Uzbekistan are highlighted.
UZBEKISTAN: STATUS, CHALLENGES, AND OPPORTUNITIES
Current State of the Privatization Process
According to the October 2025 statement by the Minister of Finance, Uzbekistan continues to
implement its program for transforming and privatizing state enterprises. In collaboration with the
Asian Development Bank and the World Bank, a strategy for privatizing SOEs and state banks for
2026-2030 is being developed. In accordance with Presidential Decree No. PF-145, Uzbekistan has
planned to privatize 29 major state enterprises — including UzAuto Motors, UMS,
Uzbekmetallurgical Combine, Navoiyazot, and power stations — by the end of 2028.
Key achievements for 2021-2024 include:
+ State assets worth 47 trillion soums were sold — 30 times more than in the previous
decade (Prezident.uz, 2025)
* The number of SOEs halved; the state share in the economy declined by 13%
* More than 1,200 small and medium-sized SOEs were privatized (World Bank, 2024)
» The share of preferential loans to SOEs in the banking sector fell from 56% (2018)
to 29% (2023)
» Uzbekistan's sovereign rating improved from BB— to BB+ (S&P, 2025)

Table 6. Privatization Indicators for Uzbekistan and Comparative Analysis (2024)
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SOE ~70 55
share (% 30% 18% 12% <30%
0 0
GDP) % %
WGI
et 29 34 47 59 77 50+
TFP .
growth LA B 2.1% 2.8% 1.9% 2.5%
(avg. %) o o !
. 0
GDP i
growth ' 5.9% 4.2% 5.4% 2.8% 6%+
(avg. %) v
V)
GDPfDI (% . 3.1 4.8% 4.1% 6.7% 3.9% 7%+
Bank
loans to 56% 29% 15% 8% 4% <15%
SOEs (%)

Source: compiled by the author based on EBRD, WGI, IMF, World Bank, and national data.
Key Systemic Challenges
Based on the foregoing analysis and international reports, the following systemic challenges
that limit the full effectiveness of the privatization process in Uzbekistan are identified:

+ Institutional weakness. The institutional quality index (34) below the optimal level
(50+) — as shown by moderation analysis — is weakening the effect of privatization by a
factor of 1.65. Legal protection of property rights, an independent judiciary, and corporate
governance standards are not yet fully established.

» Slow progress on large SOEs. CIPE (2023) notes that the privatization of the 29
major corporations planned for 2028 will not be achieved until the preparatory period for
corporate governance, transparent financial reporting, and ESG ratings is complete. IMF
(2025) also notes delays in reforming large SOEs and banks.

* Monopolistic structure and weak competitive environment. According to ADB
(2026), many large SOEs continue to hold monopolistic positions, which limits the
effectiveness of privatization (consistent with Vickers and Yarrow's theory).

* Delays in banking sector reform. The share of SOE lending in the banking system
stands at 29% (2023) — still high. A non-competitive credit market is impeding private
sector development.

* Data transparency and measurement challenges. Full financial reports of SOEs
are not publicly disclosed — a barrier to empirical analysis and investor assessment.

CONCLUSIONS
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This study has provided a rigorous analysis of the impact of state enterprise privatization on
macroeconomic efficiency in transition economies, particularly in the context of Uzbekistan. The
principal scientific conclusions are as follows:

H1 confirmed: Privatization intensity has a positive effect on TFP growth of ou = 0.214
(p<0.01), but a nonlinear (inverted-U) shape is present — optimal threshold = 13.4% of GDP.
Excessively rapid privatization diminishes efficiency gains.

H2 confirmed: Gradual privatization (sale/IPO method) produces an effect on TFP 3.1 times
stronger than mass/voucher privatization (Gradual = 0.281 vs. Mass = 0.091, Wald test p<0.01).
Uzbekistan's gradual approach is therefore the correct strategic choice.

H3 confirmed: Institutional quality (WGI) is a significant moderator. Increasing the
institutional index from 31.4 to 58.7 would amplify the privatization-TFP effect by a factor of 1.65.
This implies that strengthening institutions is a priority investment for the 2026-2030 strategy.

H4 confirmed: SCM analysis found that Uzbekistan's 2017 privatization wave increased GDP
growth by +1.2 pp and TFP by +0.66 pp. Placebo tests confirmed causality. However, compared to
Georgia's experience, this effect is half as large — reflecting an institutional gap.

HS confirmed: Privatization has a positive and sustained effect on fiscal balance at current
(+0.142), one-year lagged (+0.098), and two-year lagged (+0.073) levels — a cumulative benefit
accruing from reduced subsidies and an expanded tax base.

Key policy conclusion: For Uzbekistan, improving the institutional base (WGI index from 34
to 50) before accelerating privatization is the investment that will yield the highest macroeconomic
return during the 20262030 period. Accessing international capital markets for major SOEs
(UzAuto, NMMC, AMMC) will provide an irreversible external governance mechanism,
accelerating institutional reforms.

Calculations indicate that if Uzbekistan reaches an institutional index of 50 and a Priv
indicator of 13% of GDP by 2030, TFP growth could rise from the current 1.87% to 2.9%, and
annual GDP growth could accelerate by an additional 0.8—1.0 percentage points. This would make
a significant contribution to the main goal of the "Uzbekistan-2030" strategy — doubling per capita
GDP by 2030.
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