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Welfare Analysis of Privatization in A Mixed Duopolistic Market
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Abstract

Privatization of public enterprises has been widely recognized as a mean to improve market efficiencies and
release fiscal burden of governments. However, it was demonstrated that privatization could lead to a reduction
in social welfare under certain conditions. In particular, privatization of some industries, such as
telecommunications that are characterized with strong network externalities, remains questioned while
standardization is one of the key issues in the industries. This is waiting for be answered. The purpose of this
paper is to analyze welfare effects of privatization and policies for compatibility and standardization in the
relevant industries. It is found that privatization of a public enterprise in a mixed duopolistic market with strong
network externalities could result in a decrease in social welfare. Our finding is similar to De Fraja's (1991) but
differs in the rationale about the effects of deductions in total output due to privatization. The main reason for
reduction in social welfare is due to decline in total output with privatization that would decrease network
externalities as well.
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