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Introduction

The corporate governance of state owned enterprises (SOEs) is a major challenge in many economies. But, until now, there has not been any international benchmark to help governments assess and improve the way they exercise their ownership in these enterprises, which often make up a significant share of the economy.  
The OECD Guidelines on Corporate Governance of State Owned Enterprises
 fill this important gap and developing them has attracted global interest from a great variety of different stakeholders. 

The strong support that OECD has enjoyed for this work, and the broad endorsement of the Guidelines themselves, makes me convinced that they will be widely disseminated and actively used in both OECD and non-OECD countries.

What I want to present to you today are the rationale for the development of the Guidelines, their main characteristics, how we proceeded to develop them and, last but not least, their main elements.

Rationale for Developing the Guidelines

Despite considerable privatization activity in the 1980’s and 1990’s, the state still remains a significant owner of commercial enterprises in many countries. The asset value of SOEs in some OECD countries may still represent more than 20% of GDP (Korea, France, Italy, Sweden, the Netherlands, and Finland). SOEs also account for around 5% (France) or 10% (Finland, Czech Republic) of the employment and as high as 30% (Finland and Greece) or even over 50% (Norway) of market capitalization.  
State ownership is prevalent in the utilities and infrastructure sectors, particularly in energy, transport and telecommunication. How these firms are run is crucial to the economic efficiency and competitiveness of the countries where they are based. 
Therefore, many countries have set about reforming the governance of their state-owned enterprises. In a few cases, severe financial difficulties of highly visible SOEs, with the resulting heavier budgetary burden and indebtedness, have triggered strong reactions and a demand for the reorganisation of the exercise of ownership rights by the state. 
Globalization in most industries and technological changes and liberalization in many infrastructure sectors and network industries, traditionally dominated by SOEs, have also made necessary certain readjustments or restructuring of the state sectors.

State owned enterprises face a specific set of governance difficulties. 
- They very often suffer from passive ownership by the State, or on the contrary, from undue political interference.

- SOEs in many cases are also notorious for having a soft budget constraint, being largely protected from the takeover and bankruptcy threats that are essential tools for monitoring management in private sector corporations.

- More fundamentally, SOEs have a complex chain of agents (management, board, ownership entities, ministries, the government), without clearly and easily identifiable principals.  Structuring this complex web of accountabilities in order to ensure efficient decisions and good corporate governance is a challenge.

To face these specific challenges and in some cases to respond to clear difficulties and even backlashes, a number of governments have undertaken significant reforms in the way they exercise their ownership rights. 
This is true for the OECD countries, but is also true for a number of non-OECD countries where, in many cases, the state ownership is even more prevalent. 
Improving the governance of SOEs is expected to open the way to efficiency gains, better performance and enhanced valuation of state assets. 
It will also allow SOEs to better compete with their private competitors and will improve overall public governance through greater transparency. 
Moreover, it should also facilitate SOEs’ access to capital, both debt and equity. 
Finally, reforming SOE governance may also contribute to fiscal sustainability through a decrease in the budgetary burden and in the level of public debt.

Improving the corporate governance of SOEs has become a priority in many non-OECD economies. In many non-OECD countries, the state ownership at its peak accounted for 20% of output in Africa, 12% in Asia, and 10% in Latin America.  In some sectors such as banking, the share was over 50%. SOEs now produce approximately 15% of GDP in Africa, 8% in Asia and 6% in Latin America. In many countries in Central and Eastern Europe, the state sector still accounts for 20-40% of output. Overall, SOEs play an important role in a number of major non-OECD economies, including China, Russia, India, and to a lesser extent, in Brazil and South Africa. 
The overall performance of SOEs in non-OECD countries has been disappointing.  Starting in the 1970s, decades of reform have made clear that problems inherent in the governance of SOEs explain much if not all of the poor performance of these enterprises. 
Financial crisis and the long and difficult transitions to a market economy have also made evident the key role that corporate governance plays in financial development and enterprise reform. An inattention to governance in the privatisation process has sometimes led to spectacular failures and widespread abuse. 
Today, improving the corporate governance of SOEs has become a priority in many countries around the world. 
Process and Characteristics
To support this reform process, the OECD has developed a set of non-binding Guidelines on the Corporate Governance of State-Owned Enterprises, which were approved by the OECD Council in April 2005. 
These Guidelines are intended as a complement to the OECD Principles of Corporate Governance
 and are designed to be fully compatible with them. The Guidelines are intended to provide a basis for policy-makers to address specific governance issues in the state sector and aim at giving guidance to states in exercising their ownership function.
 
In parallel with and as a basis for the development of the Guidelines, the OECD also drafted a Comparative Report on Corporate Governance of State-Owned Enterprises in OECD Countries, to be issued with the Guidelines in the summer of 2005.  

In order to develop these Guidelines, the OECD has carried out intensive discussions over the last 18 months within a Working Group consisting of representatives from all OECD countries, mostly from the administrative bodies in charge of supervising SOEs. 
This Working Group has in turn carried out an extensive consultation process with representatives of state institutions in charge of SOEs and managers of SOEs in OECD and non-OECD countries, as well as trade union officials, members of Parliament and representatives of state audit bodies. 
Finally, a public consultation was launched at the end of 2004 and concluded at the end of January 2005. 
Main issues covered by the OECD Guidelines on Corporate Governance of State-Owned Enterprises
The OECD Guidelines address four priorities in reforming the governance of SOEs: 
- firstly, ensuring a level-playing field with private sector firms; 
- secondly, reinforce the ownership function within the state administration; 
- thirdly, improve transparency and accountability vis-à-vis the state, as shareholder, other shareholders, the Parliament, the media and the general public; 
- and finally empower SOE boards.
Ensuring a level-playing field - Chapter I
Fundamentally, the Guidelines call for the legal and regulatory framework to ensure a level-playing field in markets where SOE and privately-owned firms compete.

This implies a clear separation between the ownership function and other state functions that may influence the conditions for SOEs, particularly regulation.  
They also call for a simplification and streamlining of legal forms under which SOEs operate. 
Moreover, any obligations and responsibilities that an SOE is required to undertake in terms of public services beyond the generally accepted norm should be clearly disclosed and compensated in a transparent manner. 
Finally, the Guidelines call for more flexibility in the SOEs’ capital structures and for competitive conditions regarding their access to finance. This requires, inter alia, that all relations between SOEs and state-owned banks, financial institutions and other SOEs should be based on purely commercial grounds. 
Reinforcing the ownership function - Chapter II
Regarding the organisation of the ownership function, the Guidelines recommend a certain degree of centralisation, or at least effective co-ordination. Centralization of the ownership function is the current trend within OECD countries. The objective of this centralization is a clear identification, a consistent policy, more flexibility in resources, and therefore a reinforcement of the ownership function. 

The Guidelines also call for a clarification or a reinforcement of accountability vis-à-vis Parliaments and urge governments to develop and disclose clear ownership policies. 
A central recommendation is for government not to get directly involved in the day-to-day management of SOEs, but to respect the independence of SOE boards and allow them to exercise their responsibilities. 
A crucial issue is for the state to set up well structured and transparent nomination processes for SOEs boards, based on competences and skills. Decreasing the number of board members coming from the state administration may prove to be instrumental in reinforcing boards’ independence, although this issue remains very sensitive in some countries.
Improving Transparency and disclosure - Chapter V
With regards transparency and disclosure, the Guidelines call for reinforced internal control and external and independent audits based on international standards for large and listed SOEs. 
They also call attention to specific issues such as disclosure on material risk factors and on material transactions with related entities.  Undeniably, these issues could give rise to abuses and are considered as serious concerns in a number of countries, particularly in non-OECD countries. 
Any financial assistance received from the State, including guarantees, or commitments made on behalf of the State should also be disclosed. 
Finally, the Guidelines recommend that the state ensure consistent aggregate reporting that covers all SOEs, allowing the general public, the Parliament and the media to have a clear view of the performance and evolution of SOEs. This will also deepen the ownership entity’s understanding of SOE performance and help clarify its policies. 
Empowering SOE boards - Chapter VI

Empowering and improving the quality of the boards of state-owned enterprises is certainly critical for improving the governance of SOEs. 
The boards should be accountable to the owners, act in the best interest of the company and treat all shareholders equitably. 
Their mandate should be clarified to grant them full responsibility and authority to carry out their functions of monitoring management and providing strategic guidance. 
To this aim, the Guidelines recommend that SOE boards have the power to appoint and remove CEOs, which is far from being the current practice in many OECD countries. 

SOE boards should be composed so that they can exercise objective judgement, and this often implies that the Chair is separated from the CEO and that there are not an excessive number of board members coming from the state administration. Practice within OECD countries varies a lot in this regard. 
· Some countries have a clear policy of not having any “state representative” or “civil servants” on SOE boards, 

· Whereas in others, SOE boards are majority staffed with different Ministries’ representatives. In these latter countries, strong state representation is considered as natural and deriving from the state rights as a controlling owner. 

The solution has been to put emphasis on the nomination process and on competencies and skills necessary for having a competent board. 
The fiduciary duty of all board members towards the company and all its shareholders is underlined. 

The Guidelines also recommend that SOE boards carry out a systematic annual evaluation to appraise their performance. 

Some elements on minority shareholders and stakeholders - Chapters III and IV
As a growing number of SOEs have been partially privatised, the Guidelines also cover the issue of the protection of minority shareholders.  In this regard it is very much in state's interest to build a good reputation as this may have a decisive influence on its future capacity to attract investors. 
The Guidelines reiterate the necessity for the state as a controlling or at least a significant owner to treat all minority shareholders equitably. 
This implies a high degree of transparency and active communication and consultation with these shareholders. 
The Guidelines also mention the possibility of facilitating minority shareholders’ participation in shareholder meetings. To give one example, employee-shareholder participation could be facilitated through the collection of proxy-votes. 

Finally, the Guidelines also recognise the importance of stakeholder relations for SOEs. These relations may be crucial, for example, in the case of SOEs that have to fulfil general service obligations. 
The draft Guidelines recommend SOEs to report appropriately on stakeholder relations and to develop code of ethics and related compliance programs, referring to international instruments in the area of corporate social responsibility, such as the OECD Guidelines for Multinational Enterprises.
 
Next steps
As I mentioned before, there is a strong demand from non-OECD countries for further work in this area.  
We intend to be very active in the coming year to present and discuss the SOE Guidelines in the framework of our regional corporate governance Roundtables and other policy dialogue meetings which we hold in many locations around the globe.

The following are some examples:

On the 19th of May in Beijing, the corporate governance of SOEs was the 2005 focus of our Corporate Governance Policy Dialogue with China. 

The Corporate Governance of SOEs has been selected as a priority topic by the OECD Asian Roundtable on Corporate Governance. On May 20th, also in Beijing, the first meeting of a dedicated Asian Roundtable Task Force on this subject was held. The Task Force will report (in the form of a Policy Brief) back to the Asia Roundtable in September at its next meeting in Indonesia

The Corporate Governance of SOEs has also been selected as a priority topic by the Russian Roundtable on Corporate Governance A Task Force will hold its first meet this month.

A specific meeting on the corporate governance of SOEs will be held in Kiev at the beginning of July, under the framework of the Eurasian Roundtable on Corporate Governance.

Other Round Tables will discuss the Guidelines in their next meeting in the Fall 2005 (Latin America, South Eastern Europe, and Middle East and North Africa).

Finally, the Global Corporate Governance Forum  - established by the World Bank and the OECD - has invited the OECD to present and discuss the Guidelines in the Pan-African Forum on Corporate Governance in October 2005. 

As for related work within the OECD group of countries, we have been asked to contribute to Korea’s process of planning for a reform the governance of its SOEs.  And through our processes of monitoring and discussing experiences, I am sure we will continue to add to understanding of best practices in this field.
Thank you.
� The views expressed in these remarks in no way commit the OECD or its Member countries.


� The Guidelines can be found at  � HYPERLINK "http://www.oecd.org/daf/corporate-affairs/soe" ��www.oecd.org/daf/corporate-affairs/soe�  


� The 30 OECD Members are the following: Australia, Austria, Belgium, Canada, Czech Republic, Denmark, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, Korea, Luxembourg, Mexico, Norway, New Zealand, Netherlands, Poland, Portugal, Slovak Republic, Spain, Sweden, Switzerland, Turkey, United Kingdom, United States.


 


� Example:  The centralization of the “ownership function” in a number of OECD countries since the late 90’s - (the Netherlands (1999), Sweden, Denmark, Norway (2001-2002), UK (2003), France (2004), Finland (2005).





� The Principles can be found at � HYPERLINK "http://www.oecd.org/corporate" ��www.oecd.org/corporate�  .


� While the Guidelines take the perspective of the state as owner, it is explicitly noted in the Preamble that, “The Guidelines are not intended to, nor in their effect should they contradict or discourage countries from undertaking any privatisation policies or programs.”


� These Guidelines can be found at  � HYPERLINK "http://www.oecd.org/daf/investment/guidelines" ��www.oecd.org/daf/investment/guidelines�  .   
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