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We seek to understand the impact of privatizatipetamining the country’s flagship
project, the gradual privatization of the Hellemigelecommunications Organization (OTE). More
specifically, we use a model proposed by Duranggiee and Moussios (1998) to assess changes
in regulation and labor relations due to OTE’s gtixation on the company’s economic and
social performance. We focus primarily (though extlusively) on issues regarding fixed-
telephony because we can examine more closelybeédae and during privatization. Following
Durant et al (1998), we differentiate between twwes of performance: one that reflects market
values and affects the company’s management, imgudbor productivity, capitalization,
profits, and size; and another that reflects saahles and affects society at large, including cal
failures, network reliability, and client servic@ur research question asks: What is the impact of
weak regulation and troubled labor relations on @Tiarket and social performance?

In telecoms, as with public enterprises in genetatcessful performance post-
privatization is more often linked to the compestienvironment and rules of the game, rather
than the change of ownershpgr se from public to private (Vickers and Yarrow, 1988 Kand
Thompson, 1986). According to Winward (1994), thestrimportant benefit of privatization to
domestic consumers has been the establishmenmhofeapowerful and open regulatory regime.
Proponents of privatizing public utilities (e.g.uiant et al, 1998) argue that increasing market
exposure through reduced state ownership, regolatind status of public disclosure
significantly affects performance. Generally, askatexposure increases, market- and social-
based performance improves. However, when the sufoggyulation broadens, social-based
performance suffers. We contend that their argureecitides important variables that render
their findings less robust across national contétsre specifically, we argue that shifting
degrees of political involvement through regulatiotgnsity and labor relations refract the
hypothesized beneficial effects of reductions atesbwnership. Successive Greek governments
and political opposition parties have used the aom|s finances to address broader fiscal
concerns, to counter the government’s policies,tamlirsue industrial policy aims. As a result,
the company continues to have troubled labor miativithout the significant social and market
gains that should theoretically accompany privéitina

Resear ch Design

We have chosen to focus on OTE because of its iiaupoe for the Greek market. In this
way, OTE becomes a yardstick by which we may gdligerogress of the entire privatization
process. Being one of the biggest companies oGthek stock exchange, its fate and financial
health reverberate throughout the national econdémgddition, potentially lower social and
financial performance indicators may retard Grege#forts to modernize given the importance
that telecommunications play in everyday life imgel and economic development in particular.
Our methodology also renders the case of OTE caabpato a wide range of international case
studies.



We examine primarily issues regarding fixed-telaphbecause we can examine more
closely data before and during privatization. Logkexclusively or primarily at mobile
telephony or data services clouds the issue bet¢haservices were introduced after
privatization began. In that case, a pre/post deseggomes impossible.

ThePrivatization of OTE

The Greek Telecom was gradually privatized in 8805 and 2000s through successive
minority share offerings. Like the entire Greekvptization program, the privatization of OTE
was crucially driven by revenue-raising incentigeagoulatos, 2005). However, the policy ended
up fundamentally transforming the structure andafen of both OTE and the telecoms market.
After a daring but aborted effort of the ND goveemhin 1992 to transfer 49 percent-plus-
management of OTE to the private sector, the p838 PASOK governments adopted a less
confrontational, gradualist approach, which empteakihe retention of public control over major
public utilities such as OTE. The strategy evolueder the second Simitis government of 2000-
04 into a bolder choice of crossing the 49 perpeinttization threshold. Public control could
still be made possible through a blocking minositgke, as long as the rest of the company’s
shares were widely dispersed. Legislation in 2@ the ground for allowing private majority
stakes. The legislated minimum public stake of &tent for OTE was lowered to 34 percent,
and by 2007 the state’s equity control of OTE liellow that level. Figure 1 shows the state’s
percent ownership of OTE since 1992.
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Since the mid-1990s, Greek authorities soughtteginate OTE to an international
alliance (Mohan et al, 1996). However, towardsehe of the 1990s there was growing concern
that OTE was missing the boat of technological geaat a time when South European telecoms



organizations (the Spanish Telefonica, the Portsg® and Telecom Italia) were moving faster
to joining strong international alliances (Jeronj®97). The benefits of partial privatization in
terms of shareholder control and managerial effityevere decreasing. Thus, reduction of state
control to a minority stake sought to prepare tteaigd for the entry of a strategic partner.

Though the revenue-raising incentive behind OTH\sgpization remained strong, the
doctrine evolved. The PASOK governments of the $3@flight to render OTE a healthy and
profitable public enterprise delivering shareholdaue to its public owner. OTE was turned into
a “national champion”, leading (alongside instibat such as the National Bank) Greek
corporate expansion to the emerging markets oftfeastern Europe, a force of regional market
integration. However, underinvestment threatene&'®ability to catch up with the next big
technological waves, such as broadband telephdnys, the “national champion” regionalization
strategy gave way to internationalization througtryeof and transfer of management to a major
foreign strategic partner. After various vicissiggdthe policy finally materialized in 2008, with
the entry of Deutsche Telekom, amounting to a bdlat “slow” internationalization of OTE
(Clifton, Diaz-Fuentes, and Revuelta, 2010). Déhesbelekom bought an additional 3 percent of
OTE's shares, raising its existing stake of 22 @erto 25 percent plus one vote. Together the
Greek government and Deutsche Telekom held a majafrb0 percent plus 2 votes in OTR
major reform of OTE’s employment regime in 2006agreement with the company’s labor
union federatiofOME-OTE), led to the voluntary retirement of ag@mumber of employees
and liberalized individual contracts for all futtrging, paving the way for the entry of the
strategic partner.

The 2001 liberalization of the telecoms sector,clvhivas led by European integration
imperatives (Clifton, Comin, and Fuentes, 2006}ekarated the process of OTE's restructuring,
in terms of internal management structures andtgualprovided services. In view of
liberalization, the government undertook a 160idnilldrachmas investment program in 1997-
2000, largely funded by the EC, from which OTE Wied significantly. When a public utility is
forced to operate in a newly liberalized environtetrategies usually range among two extreme
poles. At one pole lies a strategy of disregardirgloss of market share and focusing on the
priority of retaining existing profits. At the othpole lies the opposite strategy of seeking as a
priority to retain market share even at the costaufepting a reduction of profitability. OTE
followed the second strategy to an extreme. Iratieas where it faced competition, OTE limited
its profit margins to as low as 2-3 percent, ineondot to lose market share. Indeed, operational
profits of OTE declined following the 2001 libedtion, but the decline was significantly offset
by the large profitability of OTE’s mobile telephpsubsidiary, Cosmote, launched belatedly but
successfully in 1998. The latter accounted fomapartant share of the consolidated profits of the
OTE Group.

Padlitics, Regulation, L abor, and Performanceat OTE

State involvement in business management has dfiftde last twenty years from
direct methods of control, i.e., ownership, to redt methods, i.e., regulation (Zahariadis, 1995).
Following this argument, when it comes to publiovase utilities such as telecommunications,
the question is not whether state involvement wamatshow constructive is its new form. By
constructive we refer to whether it aids enterppisgormance in its market and social tasks.
Regarding OTE, we argue post-privatization statelirement has helped, but it has not achieved
its full potential because of regulatory and lapmblems.

! In 2009 the Deutsche Telekom share rose to 3@peeand the government share was reduced to 20
percent.



Durant et al (1998) propose a framework which assethe effects of privatization and
regulation on the performance of British Telecoraind ARIMA modeling and quarterly data
from 1982-1993, they find that gradual privatizatlwenefits market indicators, e.g., profitability,
capitalization, and labor productivity, and sodfalicators, such as quality of service, but only
when the results are publicly disclosed and wherstiope of regulation is narrow. When
regulation widens, social indicators suffer.

We contend that regulatory intensity (not just ®amd labor relations mediate the
results, making them far less beneficial underaiertonditions. However, we acknowledge that
company performance also depends on many othenattend external factors, including
managerial vision and strategy, labor skills, tetbgical innovation, market maturity, and
domestic and European legal and tax concerns. iMaysfocus on regulatory framework and
labor relations to assess the effects of residoitiqal involvement in market and social
performance.

We first apply a classificatory scheme developedduger et al (2006). They argue that
different institutional dimensions offer selectfoems of regulatory effectiveness and control.
While they discuss many dimensions, we focus dngiesone related to our case study, state
involvement in regulatory control. The quality efyulation has an enormous effect on
performance, which cannot be easily disentangleuh the effects of divestment of ownership
(Boylaud and Nicoletti, 2001). Bortolotti et al (&) further argue that a sizable fraction of
improvements in performance may be attributed golegory changes rather than privatization
alone. We continue along this train of thought yuang that regulatory control affects
performance. Regulation is of course a form ofesitatolvement, which can range, according to
Latzer et al (2006), from narrow, i.e., under tikeliage of a ministry, to broad, i.e., at arm’s
length. The narrower the regulatory regime, thaignethe political involvement is likely to be in
company management. More political involvementstates into a blurring of market-based
performance because politicians seek to satisfpmatand special interest needs that go beyond
the company’s “welfare.”

The Greek national regulator is Hellenic Telecomimations and Post Commission
(EETT). It is an independent, self-funded decisimaking body whose aim is “to promote the
development of telecommunications, to ensure tbhpegroperation of the market in the context
of sound competition, and to provide for the prtitetin the interests of end-users” (EETT,
2009)? It was first created in 1992 but did not commeoperations until 1995. Its powers were
further strengthened and broadened with laws 2880Y2nd 3431/2006. In other words, the
regulatory regime has changed over the years, dirmya unique opportunity to test for three
different phases of state involvement. The firstoat virtual regulation. We track five regulatory
indicators, taken from Latzer et al (2006) durihg period 1992-95. The second phase we call
weak regulation. We track the same indicators dyittire period 1996-2000. The final phase,
since 2001, we call arm’s length regulation. Wekréne same five indicators.

Concurrently, we track the various ownership shiethe Greek state to private
investors. The first sale, which took place in 1,99fincides with the beginning of the weak
regulatory period. The remaining sales, taking @laer several years since 2001, occurred in
the arm’s length regulatory period. We examine Whaebwnership sales precede or succeed
stronger regulatory control. If they precede chariggegulatory control, we may attribute
performance gains/losses in the qualitative amalgsprivatization and reduced direct state

2 Since 1998 EETT has also been responsible fotatgg postal services.



involvement. If they succeed changes in regulatimmay attribute performance changes to
regulatory control and indirect but strengthenadiesinvolvement. More direct state involvement,
under virtual or weak regulatory conditions, ilikto increase market-based performance but
reduce social-based performance. The reason ipfilvate investors are interested in
profitability and the financial health of the comgaAs such, management is likely to pay more
attention to these indicators and reduce the tdioptto interfere in operational management.
The logic of privatization demands that companylthdze made a priority for both management
and state. Because successive governments wariteidase interest in possible future sales,
they needed to maintain a profitable and viableatpe. However, the (virtual) presence of a
weak regulator means that social objectives, saaleductions in call failures, increase of
network reliability, and transparency of indicattreough public disclosure will not be optimally
pursued because they require resources that makde away from profits and other income-
generating activities. Simulation or nurturing ofusl competition through regulation may likely
achieve these objectives. Consequently, we expe@lsased performance to increase
significantly only during the third period of armlength regulation.

Privatization reduces labor benefits and increbdss anxiety about possible lay-offs.
Consequently, unions become more militant. Lablaticins deteriorate, but the rate of
deterioration is managed by political parties beeahey control different unions. In this way,
labor relations become a way for political parte®ppose or support government policies.

Changes in ownership through privatization bringudta shift in company objectives.
For various reasons, public sector companies tebe bverstaffed as political paymasters seek
to placate various constituencies in ways that Higleeto do with the company’s profitability or
financial welfare (Aharoni, 1986). The public sedtoften used to provide political favors, buy
votes especially in marginal constituencies, alibislize interest groups deemed beneficial by
the government. Sale of ownership shares remoese thffects and increases the pressure on
management to become more attuned to private-selgjectives, i.e., to reduce costs. Unions
interpret this strategy with due caution becausagitally translates into labor-shedding (Haskel
and Szymanski, 1994). Employment, therefore, i®etq to fall with unions becoming more
militant in an effort to prevent or avoid this fatéigher rates of labor unrest are likely to reduce
company performance as employee and managememtiaites focused on resolving operational
differences rather than on increasing the qualitguantity of services (Ferner and Colling,
1993). Market- and social-based performance indisare likely to suffer as the company is
gradually privatized. As long as the governmentiomies to maintain part ownership and a
presence in senior management, labor unions willicoe to behave politically, seeking a
political settlement to increasingly private labbbanagement differences. Labor tension is more
likely to subside when the government severs ovigtses with the now private company.
Private management will likely drive a tougher lzangwith labor because the range of issues
separating the two is reduced. Politics is now pessinent because labor concerns are no longer
a form of political protest. In similar vein, asthumber of differences between management and
labor diminishes, the company will focus more attanand increase the likelihood of improving
market- and social-based performance.

Hypotheses

H1: Gradual privatization increases market (H1.1) sodlal performance (H1.2) but it
also increases political involvement by way ofrriglabor tension (H1.3).

H2: Weaker regulatory intensity leads to higher mapgegformance (H2.1) and lower
social performance (H2.2).

H3: Rising labor tension decreases market (H3.1)saadl performance (H3.2).



Data and Measur ement | ssues

Our timeframe involves the period from 1992, whicarks EETT’s creation, to 2008. It
involves four years prior to OTE’s first sale ofsbs, offering a benchmark against which we
examine subsequent performance.

Thedependent variablesinclude market- and social-based performance. dtarksed
variables generally measure OTE's financial hedlttey include:

» Labor Productivity, measured as revenues (million €) per employeggmarcorrected
for inflation and logarithmically transformed;

» Capitalization, measured as capital expenditures in fixed a¢selifon €) per
employee per year corrected for inflation and lagarically transformed;

» Profitability, measured as pre-tax profit (million €) deflated éogarithmically
transformed;

» Sze, measured as total revenues (million €) deflatetilagarithmically transformed.
All data was taken from OTBnnual Report (various years). Amounts were deflated using the
GDP deflator in IMF,Yearbook of Financial Satistics (various years).

Social-based variables capture the quality of sesvdelivered by OTE. They are
prescribed by EETT and include:

» Technical faults, measured as technical faults per 100 connections;
» Network Reliahility, measured as percent of faults repaired withimthe working
day.

We also collected data on call failure rates bdoranately 11 years were missing.
Moreover, the methodology for collecting such dats changed by EETT, rendering impossible
comparisons before and after 2007. Data on dirgessistance was equally sporadic. All data
are taken from OTEAnnual Report (various years), supplemented, if necessary, tyy plavided
directly by the company.

Ourindependent variablesinclude:

» Regulatory Intensity, measured as strength of regulatory powers (@amsy1992-94, 1
in years 1995-1999, 2 in years 2000-2005, andy@ams since 2006;

» Status of Labor Relations, measured by

a. annual real percent rise in compensation per ereploy

b. hours lost, measured as number of man/hours lestalstrikes logarithmically

transformed;

c. number of employees in thousands logarithmicalipsformed;

» State Ownership, measured by

a. degree of state ownership, as indicated by penfesitares owned by the state.

We also collected data on number of EETT stafflamtbet as proxies for regulatory
intensity. The idea is more resources in the fofmare staff or higher budgets indicate greater
regulatory intensity. Unfortunately, missing datagiuded us from including these indicators in
our statistical analysis. We could locate datahenrtumber of EETT staff only since 1998 and
data on EETT'’s budget only since 1999. The shamtihin of available data makes any statistical
analysis using these indicators highly suspectaDegarding labor relations and state ownership



are taken from OTEAnnual Report (various years), supplemented, if necessary, tyy plavided
directly by the company. Data about EETT are predidy EETT's press information service.

Control variablesinclude:

» General Macroeconomic Conditions, measured by two indicators:
a. percent real economic growth;
b. unemployment (numbers unemployed as percent dfaziybopulation).

Data are taken from the IMF¥earbook of Financial Satistics (various years). We also
collected data from 25 interviews with five keykstholders of the company: government
officials, EETT officials, OTE management, OTE lalfemployees and relevant union
members), and political groups (individuals fronijazal parties who are knowledgeable and/or
responsible for telecommunications). The intervievese semi-structured. The interviewees
answered several questions, but they were alsa diseibility to articulate their own concerns
and opinions about other issues they consideredaet and important. The structure of the
interviews precluded any coding schemes. The tramaéd of the project does not allow us to
examine the effects of the entry of Deutsche Teatekothe management of OTE, but we
addressed the expectations of key stakeholdersdiagahe change of management.

We use both qualitative and quantitative techniqaemalyze the data. Qualitatively, we
use triangulation techniques to verify arguments.d¢xample, we asked the same question of
OTE managers and employees to verify the impaatprticular source. We also used a
snowballing technique to identify individuals we yrteave missed. This involves asking
interviewees about other important, knowledgeatuieviduals whom we should interview. Once
interviewees no longer offer the same names, wéearertain that we have interviewed the
more important persons.

In the ensuing empirical sections, we assess infeién two ways. Quantitatively, we
run an OLS regression. In cases where the Durbitst¥astatistic shows evidence of
autocorrelation, we run a model based on the R¥aisten specification. However, the low
number of degrees of freedom reduces the religlifibur findings. For this reason, we use the
statistical results as preliminary guide and comgliet statistical influence with qualitative
nuance. We ask our interviewees about possibléqablinfluence and whether they perceive it
has hampered the company’s performance. The moihat perceptions matter because they
affect behavior. Our interviews are designed toowac evidence that cannot be readily discerned
by numerical indicators.

A Statistical First Cut

Does the state’s reduced ownership affect OTE®pmance? If so, to what extent do
regulatory structure and (more-or-less) troubldxbfaelations affect OTE’s market- and social-
based performance? The tables summarize our fiadifige models have a reasonably good fit,
explaining in some instances more than 95 perdehieovariance. However, the fit is poor when
it comes to capitalization and profits.

Decreasing state ownership has a significant effeehost indicators of market
performance (H1.1). Labor productivity is negatwaffected, confirming our expectation that as
state ownership decreases, labor productivity as@s. The same is true for overall size.
Conventional wisdom appears to be correct, as gavent retreats from ownership, OTE’s
market performance increases. Surprisingly perftajssis not the case with profitability, which



appears not to be affected by state ownership.Becarofitability is a function of tax rates,
discounts due to extraordinary items, and seasgnitlis possible that our equation does not
capture those effects. The low number of degreé®eflom precludes any additional analysis.
Rather we use these as preliminary findings aneklé@e qualitative evidence, which follows this
section, to fill in the rest of the story.

Social-based performance follows the same patlst#ts ownership decreases over time,
the number of technical faults also decreases. kthdesame conditions, network reliability
improves. Again, the findings confirm our expeaiat of the beneficial effects of privatization,
even after taking into account the regulatory frenmk and macroeconomic controls (H1.2).

Table 1 also includes estimates of the impact gdilegion. As mentioned in the previous
section, regulation was weaker in the years u@89Bnd has since been strengthened. The
findings confirm somewhat the positive relationsbgiween weak regulation and lower social
performance (H2.2). As expected, when regulatasnisity increases over time, the number of
technical faults decline. But the network’s rellapiremains unaffected. However, the same
cannot be said about regulation and market perfocenéH2.1). In three areas of market
performance—capitalization, size, and profits—ratjah has no effect. Moreover, stronger
regulation leads to higher labor productivity. WHyfe reason has to do with competitive
pressures. The main purpose of regulation in teieconications is to meet social goals, prevent
potential abuses due to predatory behavior, antlfdte competitive pressures to enhance
consumer welfare. In all cases, labor productiigtlikely to increase as companies become more
efficient in their quest for higher profits undetternal regulatory constraints. The findings partly
support Boylaud and Nicoletti’s (2001) cross-nagidimdings regarding regulatory effects.
Examining telecommunications firms in OECD courstritiring the period 1993-97, the authors
find that regulatory regimes but not state owngrsiticount for improvements in labor
productivity. Our findings from Greek telecommurtioas reveal that both do. It is possible that
the Greek case is an outlier or that their shaiee frame yields misleading results. Nevertheless
and somewhat contrary to conventional wisdom, oslmprrather than regulation has the
stronger and more robust impact.

We checked the robustness of our findings in twgswéirst, we re-ran the equations by
measuring regulation as a dummy variable gettiegvtilue of 1 during the third period of arm’s
length regulation, i.e., since 2006; 0 otherwise. &0 measured regulation as strengthening
since 2000; 0 otherwise. As we postulated abovesxpected social-based performance to be
particularly affected only after the intensity efyjulation reached a certain threshold. In both
cases the findings do not support this argumerd.rébults were exactly the same, suggesting
that the mere strengthening of regulation, rathanta particular threshold, has the anticipated
impact.

Second, variance inflation factors suggest theipitisg of problematic levels of
multicollinearity between state ownership and ragiah. As a result, the models may understate
the true effects of either variable. Factors rdogfeveen 5.9 and 6.5. Some analysts argue 5 is the
critical threshold for problematic multicollinearitvhile others maintain 10 is more appropriate
(Chatterjee and Hadi, 2006). In separate equatiensstimated the effects of state ownership and
regulation. The effects of state ownership stakedsame in all equations, adding more weight to
our statistical findings. In the case of regulatithre results stayed the same except for size. When
we don't account for state ownership, strengtheegdlation now becomes statistically
significant. Stronger regulation leads to increase®mpany size as measured by revenues. State
ownership appears to overshadow regulatory effacgeme cases. All this elevates the
significance of using qualitative evidence to coempént the statistical results.



Table 2 shows the impact of labor relations ongrenince. The effects of state
ownership are almost identical to the ones in TablEhis adds more weight to the statistical
findings. However, labor tension seems to be utedlto either market or social performance
(H3.1 and H3.2). We re-ran the analyses using tineber of strikes and strikers. The impact was
similar; no relation. Why? Our interviewees notattlabor issues have a significant effect on
performance, especially profits, but it is possihi&t our numerical macro-indicators do not
capture the subtle impact of unionized labor. &l# possible that strikes for better pay or more
benefits are less important than the quality obtabskills on company performance. We explore
these issues in the next section. At this pointda&t have any statistical evidence to support the
argument that labor tension affects market or $pegormance.

Finally, Table 3 includes estimates of the impdditate ownership on labor relations.
We hypothesized gradual privatization would leaddimg labor tension (H1.3). Table 3 partially
disconfirms our hypothesis, after accounting foB3Tprofitability and the Greek unemployment
rate. Lower state ownership actually leads to fdweans lost due to strikes and to lower
employment. While lower state holding is accompatug labor shedding, as Haskel and
Szymanski (1994) suggest, unions do not appeagdorbe more militant. Ferner and Colling
(1993) claim unions strike to prevent lower compamployment levels, but in fact the reverse is
true. As the state gradually sheds ownership, wii@eome less militant, i.e., the number of
hours lost due to strikes are reduced. To an extemeffects of general unemployment shape
union militancy. As unemployment goes up, companpleyment stays at relatively high levels.
At the same time, unions become less willing tikstbecause members fear being laid off at a
time of job scarcity. This would be an entirelyydile explanation if it were not for the fact that
all OTE employees (excluding its subsidiaries axxduzling new OTE personnel hired after
2007) enjoyed job tenurd.is possible that incentives to strike are afeldby state ownership,
but the equations take this possibility into acdoun

At the same time, pay raises are generally highwmvstate ownership is high. Although
the statistical test shows no relationship betwstate ownership and pay raises (Table 3), the
actual data tell a different story. The averagé cempensation growth per employee for the
period 1994-2000 (our employee raise data begin ¥884) stands at 5.38 percent, while the
average for the rest of the time period under itigason is .34 percent. What makes the
difference are primarily two years, 1999 and 200tey show significant spikes in employee
compensation (an average of 13.28 percent) andideinvith state ownership hovering slightly
over 50 percent. In 2001, the state’s share falltlt76 percent. Clearly, the raises were given to
“buy” labor’s acquiescence in return for the sttepping its majority owner status. Labor is
therefore likely to view privatization when the gomment is no longer majority owner as
inimical to its members’ salaries. While generoergesance packages may buy labor’'s
acquiescence to a sale of state shares in thersimpfuture employee raises under private
management are definitely not generous. Graduahtization leads to fewer employees but
labor is disinclined to welcome a sale, especialign the state is a minority owner.

Regulation and Cor por ate Per for mance

The information gathered through the interviews d@soborated the statistical findings,
and clarified certain aspects where statistical@vwte has remained ambiguous. During the
period of weak regulation (1995-2000), EETT opeyateder a 1994 law practically in a
consultative capacity to the Communications minidtés not a regulator that is taken seriously,
let alone feared by market players; certainly noOd E, who provided the staff, resources and
even the president of EETT until 2000. OTE, badkgthe unions, certain government ministers,



and the so-called “national suppliers” (OTE’s miaing-term suppliers of equipment, Intracom
and Siemens) fiercely opposed market liberalizagion a strengthening of regulation, exhausting
all available possibilities for delaying the EC-ioged liberalization deadline. The extended
deadline for the liberalization of the Greek telmscsector was set by the EC for 1998; Greece
obtained a final deadline extension for 1/1/200612000 a new government-appointed president
of EETT took over, elected by reinforced Parliammajority as an independent regulatory
authority on a 5-year term, as provided by the Beussels-originating legislative framework.
After 2006, the regulatory interventions of EETE awven further intensified, with dense
regulatory output produced for specific telephonlgsectors.

Since 2000 EETT graduates into the new liberalemdronment as an actor with
considerable autonomy from the government. Ofterdds with government ministers eager to
safeguard OTE’s comfortable profitability and naibchampion position, EETT was
emboldened by the institutional backing of the faemn Commission to become OTE'’s principal
nemesis. The growing EETT pressure on OTE in ti#®2@ften was opposed by government
officials, especially the Finance minister, whatjrag as OTE’s major shareholder, was unhappy
with the squeeze on the company’s profits. Backeddme government ministers, the OTE
administration took exception to the European Cossioin’s support of fully fledged
competition, arguing instead that a small markehsas that of Greece needed a strong national
telecoms company and could not afford many conystit

Under the new framework of regulatory independen@000, the principal objective of
EETT was to break OTE’s monopoly in the fixed vdiekphony market and generate real
market competition. To that aim, EETT enforced enbar of measures that put pressure on OTE,
such as the possibility of carrier selection arelg@lection by the consumers, number portability,
and price regulation in liberalized fixed voicesi@hony. Thus the EETT costing (wholesale
price) and pricing (retail price) policy slashedE)J erstwhile monopoly profits, forcing the
company to boldly restructure if it were to sucéelbscompete.

EETT forced OTE to allow competing service providar make use of its network (on
which it practically had a monopoly) charging tharcertain wholesale price. After 2001, in an
effort to facilitate the creation of real marketmuetition, EETT forced OTE to lower its
wholesale prices to competitors for using its nekywwhile at the same time it prohibited OTE
from charging consumers (retail price) below aaiarthreshold which was already well above
the retail prices of its consumers. In 2004-2008¢ekample, under the price regulation exercised
by EETT, the retail prices of OTE were 20-25 petdegher than those of its competitors. From
EETT's standpoint, the policy sought to prevent diidEn applying price squeeze upon its
upcoming competitors; from OTE's viewpoint, the gany and its infrastructures were being
cannibalized by its competitors. Unable to lowerrétail prices in order to compete with
alternative service providers, OTE suffered a stetetline of market share. EETT calculated its
wholesale price formula by using forward lookingtaccounting methods, that is, calculating
costs on the basis of a hypothetical network fremfactual OTE inefficiencies, such as high
labor costs. This amounted to a strong pressuf@Tahto improve its cost efficiency if it were to
survive market competition. Able to attract constsri®y offering cheaper prices, a growing
number of highly aggressive alternative servicevigiers started to gradually erode OTE’s
market share. Starting from 98 percent in 2002ntheket share of OTE in fixed telephony
declined to 66 percent in 2008 (EETT data).

Contrary to the initial expectations of EETT, whidflected the European Commission

doctrine, the competitors of OTE, which enteredrtfagket as alternative service providers,
failed to climb the investment ladder from theialistage of exploiting carrier selection to the
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final stages of creating their own network. The 2@lbal telecoms market crash prevented
major international players from entering the Greeltket, though the domestic market
continued to grow, boosted by the investment ajddity bonanza in preparation for the 2004
Olympic Games. For several years, market competitias exercised by service providers who
operated as resellers of voice telephony, buyingvatvholesale price from OTE and reselling to
clients attracted by their lower retail prices. $lwompetition, until the end of the period
examined, remained focused on services and naisinérctures, where OTE dominafed.

In a labor-intensive service industry such as tetes; OTE’s exorbitant personnel costs
in the face of competition became a crippling fadttence the main way for improving its
balance sheet (being a company listed in the AtBéosk Exchange and —from 1998—the New
York Stock Exchandeas well) was personnel downsizing. The reductiotihé number of
employees, reducing the denominator, improves ppearance of labor productivity indicators.
Thus, the finding of our statistical analysis isteeunderstood: stronger regulation intensifies th
pressure of competition, leading to higher labadpictivity.

Unable to compete in retail prices, OTE during2880s increasingly focused its efforts
on improving service quality, establishing customreme, launching and marketing new consumer
products, taking advantage of personnel experiéncambent status, and economies of scale.
Under the pressure of competition, the social perémce indicators of OTE generally improved,
and were typically superior to those of its rivals.that aim, OTE exploited the advantages of its
monopoly on the network, by offering fast repaitexthnical faults to its own clients and
dragging its feet when it came to clients of otbenvice providers. For such practices OTE was
repeatedly sanctioned and fined by EETT. Marketguree did not always lead to improvements
in social performance indicators: following the 3806 mass early retirement, OTE lost some of
its most experienced personnel, as a result oftwdgevice quality deteriorated and the market
share of its competitors increased. The role of EBil social performance has been only
indirect, consisting mainly of a (recent) obligation companies to publicize social performance
indicators. But the causal link between regulatiod social performance is clear: strong
regulation intensifies market competition; the #of competition and the effort to defend
market share lead OTE to improve its social peroroe (technical faults, network reliability,
and client service).

From the early 2000s, OTE faced a rapidly changimgronment, which included both
adverse trends and positive opportunities. Oneraitydnad to do with the international trend of
substitution of mobile telephony for fixed voicéeighony, which suppressed OTE's revenues. To
some extent, revenues lost to mobile telephony wesrevered for the OTE group thanks to its
competitive mobile telephony subsidiary Cosmoteti@nother hand, around 2003 the broadband
trend emerged, which allowed telephone lines toydarge capacity online internet access, as
opposed to the previous low-data rate dial-up cotimes. OTE had lobbied the government hard
to prevent EETT from acquiring jurisdiction in régting broadband prices. As a result of OTE
pressures, the relevant EC directive was incorpdriito national law as late as 2006, instead of
2003 as was mandated by the EC. It is worth ndtiagthe mobile telephony industry joined
OTE in lobbying the government against the regoihatif broadband prices: OTE's high retail
prices allowed mobile telephony companies to atwastomers and increase their own

3 As late as 2006, EETT and European Commissiorspresed OTE to open a small part of its premises
to allow competitors to establish equipment andeed the use of local loop unbundling.
* OTE was delisted from the NYSE in 2010.
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broadbandnarket shareSOTE benefited from the regulatory loophole in 20®6 and
charged high prices for broadband connections. Udirahe profitability of the broadband
business OTE compensated for its loss of fixedevt@tephony market share to mobile
telephony. This ended in 2006, when last among fi&ao telecom regulators EETT acquired
legal jurisdiction over broadband.

Privatization and Labor Tension

How can we explain the at least apparent paradat{dbor tensions subside, instead of
increasing, as privatization progresses? Thisssizl result has been corroborated but also
gualified by the interviews. Some interesting fimgh have emerged.

While the aforementioned general trend is indeedctise, we must distinguish critical
junctures or watershed years in the period examingaor tensions, as expressed in number of
strikes and total hours lost, peak in these cryeals, before subsiding. As these specific years
are watersheds in defining the evolving loss dkstantrol over OTE, they are crucial for
determining the unions’ stance. The crucial yearkvalso represent local peaks of labor
tension are the following. In 1994 a law is padsgthe 1993-elect PASOK government,
following the ND government’s aborted privatizatiattempt, which had contributed to its
subsequent collapse from power. The 1994 law ésked (or rather confirms) job tenure of
OTE’s personnel and mandates a minimum governnmeritat of 75 percent of OTE share
capital, opening the way to the company’s partidlgtization. In 1996 the first 8 percent public
offer of OTE shares through the Athens Stock Exgbda implemented. In 1998 an additional
minority stake is offered to investors through ktegchange, and the government amends the
legislated minimum state share down to 55 perder2000 a new law allows the state share to
go below 50 percent but above 1/3 of the compaexytisty capitaf

Labor tension increases after 2004, as the ceigfineMD party comes to power after 10
years of uninterrupted government by the sociBISSOK. The pro-PASOK OTE unions
become more aggressive, the number of strikes amd fost in 2005 and 2006 increase
dramatically, after a moratorium for the 2004 yefithe Olympic Games. The year 2006 is
another watershed, when new government legislatimtishes the mandatory minimum 33.4
percent government blocking share and repeals ((lE@gressure) a 1994 legislative provision
that any other shareholder owning over 5 perceti@tompany’s shares could not be
represented above 5 percent in the OTE generaisblders assembly. The intention of the new
government-appointed management of OTE after 2GBHabring in an international strategic
partner-investor, preferably a large advanced Wiestdecoms company. The plan did not
materialize until 2008. Instead, in 2007 OTE wasjestt to a hostile takeover bid of over 10
percent of its shares by a private equity fundciwlyradually, by buying shares from various
minority shareholders, raised its control towar@®aercent announced objective (Roussakis,
2010). After realizing that it had opened the badkdo its own contenders, the government
officially proclaimed it would not accept a privaquity fund as strategic partner and exercised a
set of pressures that finally led to the 2008 eafripeutsche Telecom. In 2008 industrial conflict
reaches its peak; the number of strikes and hostsd the highest since 1994, as the unions fight
a rear guard battle against granting Deutsche ®eldahe right to joint management. Throughout
the period 2004-2008 industrial conflict intenssfiand the surrounding political context becomes

® A principal motivating factor of this lobbying efft was also that the new legislative frameworkntgd
EETT the power to regulate the mobile telephonykeiar

® In 2002 the Economy and Finance minister attemmtes$tablish a state golden share but was rejégsted
the European Commission.
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ripe with poisonous polarization and oppositionusetions of a sellout of OTE.

In light of these observations, we re-ran the éqoain hours lost (Table 3), including a
political party variable. It takes the value ofat &ll the years ND was in power; O otherwise. The
results confirm the argument that strikes incresigaificantly when ND is in power. Profitability
now becomes statistically significant. As profitsup, labor tensions increase in the form of
hours lost. When company profits increase, unioasrare willing to fight for more money.

The above observations and qualifications notwatiding, the overall data demonstrate
that the gradual privatization of OTE leads to lovedor tension. The information gathered
through the interviews has pointed to a numbembémtial explanations. First, a careful focus on
the company’s peak labor union, OME-OTE, reveaddlithits of industrial action. A powerful
federation comprising the company’s separate unigpesenting employees on the basis of
skills and occupational background (technicianspstierks, university graduates, radio-
telegraphers, etc), OME-OTE enjoyed a density al8@vpercent. The OME-OTE power
notwithstanding, its pressure effectiveness duttiegperiod examined has been steadily
declining. As OTE's monopoly erodes, OME-OTE becstimereasingly aware of the limits of
industrial action. Over the 1990s and especially the 2000s, OTE is no longer the absolute
monopoly in telecommunications. From the early E9@@nhsumers can turn to mobile telephony,
and from 2001 the fixed voice telephony market gpesiwell. Contrary to the labor union of the
monopoly Public Power Corporation, whose strikesfaared by the management and the
government as being capable of paralyzing eletynariovision in the country, OTE union strikes
lack any such pressure impact on the governmentedder, in a market of emerging
competitors, prolonged strikes would only caussamnge to the consumers, who would react by
turning to alternative telephony providers. So tadiunion power in a non-monopolistic
environment was a reason why privatization, whiebhed in parallel with the gradual (though
belated) market liberalization, did not lead taréasing but decreasing labor tension.

A second explanation is that OME-OS¢acted significant concessions in exchange
for its acquiescence or tempered opposition toggidation. In 1994, job tenure was reassured.
During the first public offering in 1996, a numhsrshares were distributed to OTE employees.
During 1996-2000, a consensus-seeking policy afsirihl peace was pursued by OTE’s
management, concordant with the government poticyagro-level. Very favorable enterprise-
level collective labor agreements were signed,amextensive bonus system was applied until
2004. Between 1994 and 2000, the annual averagamabwage increase of the OTE personnel
was 11 percent, without taking into account wageunitt averaging 2.2 percent on an annual
basis. Until the 2001 liberalization of the telephianarket it was relatively easier for the
company management to satisfy employee remunerdéorands. The annual average nominal
wage increase for 2001-2008 was ostensibly low8rp8rcent, but still positive in real terms.
Wage increases in OTE were typically above theonaticollective labor agreement. Eventually,
as a result of chronic overstaffing, party-clieistgt hiring of personnel, and generous
remuneration policies, the wage bill of OTE wasyMaigh. Until 2006, when a large scale
voluntary personnel exit was implemented, OTE’s evhilj totaled 33 percent of the company’s
revenues, compared to 22 percent average levetdtfer European national telecom companies.

Between 1996 and 2009, the company’s managemelarimepted successive early
retirement programs agreed with OME-OTE, which fieeea total 9,700 employees, 2,200 of
whom exited the company in 2004-2009. OTE’s wornkéotleclined by 38 percent in four years
since partial privatization in 1996, while uniortioa of newly-hired staff stood at roughly 30
percent as opposed to 98 percent for continuingames (Soumeli, 1999). The 2006 voluntary
exit (agreed with the 2005 collective labor agreetheras an example of a lucrative deal with the
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union in order to minimize its opposition to theical government-OTE decision to lower the
state share below the 33.4 percent threshold, wiadhensured government blocking rights.
About 1/3 of OTE employees opted for early retiramender very favorable terms, and in 2006
the company’s personnel fell to 11,700 from 17,80the end of 2003! OTE lost a large humber
of employees which included its best qualified parel, who thereafter went on to work in the
private sector or as external contractors for Ol wage bill went down to 26 percent of
company revenues, only to climb back to 33 perbgr2009 (year of further reduction of the
government share to 20 percent) as a result ofrgesevage rises above the general national
collective labor agreement. Following the 2006 pengl downsizing, OTE hired 1,200 new
employees for the first time without the legallgaed job tenure hitherto enjoyed by all its
employees. As a result of the 2005-06 agreemehttivt management, OME-OTE was accused
by its more radical rank-and-file of securing adgul retirement deal for its members and
unionists, at the expense of sacrificing job ségdor the company’s future employees.

Apart from the favorable wage policies, a traditafreffective participation in company
management is another explanation for the temgakexat union opposition to privatization. OTE
was a prototypical case of industrial democracypmmepresentation in the company’s governing
board was established in the early 1980s, as p#resocialist government’s policy of
“socializing” public enterprises. Eventually, tleghlly binding employee representation on the
governing board was terminated (Zambarloukou, 282@)but the effective (direct or indirect)
involvement of trade unionists in crucial compaegidions remainedin 1990-93, OME-OTE
had fiercely opposed the eventually aborted pr@aditon plan, which would transfer the company
management to a private strategic investor. In 1B8Gew OTE administration was cautious
enough to co-opt the labor union into acceptingtie policy of partial privatization. The policy
was given a new name, “equitizatiomidtohopoiese) to avoid association with the unpopular
term of privatization. The OTE administration immplented the broader government strategy of
listing major public enterprises on the stock exaje in order to raise capital needed for
extensive investment, expose them to higher cotpgmvernance standards and the discipline of
the markets, and prepare them to compete in artulgnliberalized environment (Papoulias,
2007: 162ff). The management of OTE after 1996 ke to emphasize the inevitability of
liberalization of the telecoms market, and the flee®TE to restructure in order to prevent
becoming “another Olympic Airways”. The spectetiw collapsing loss-making national air
carrier, erstwhile a powerful monopoly enterpriBedtherstone and Papadimitriou, 2008), was a
compelling counter-example for the employees of OTE

OTE enjoyed another tradition that differentiatefiom the other flagship monopoly
public enterprise, the Public Power Corporatiomvds not at all infrequent for trade unionists to
climb the company’s career ladder up to the highelselons. Many evolved into company
directors and directors general, some even madetie top. Party political patronage in a
corporatist milieu had a lot to do with that todViIB-OTE was usually controlled by PASOK
unionists, which meant privileged access to govemrpower when PASOK ruled and political
incitement to union mobilization when PASOK wapposition, as during 2004-09. Several
ambitious employees had become trade unionistedier o accelerate their career development
within OTE. Some of them evolved into real poweldlos in the company’s crucial multi-
million value procurement decisions, where wideagreorruption scandals were later revealed,
featuring a few company executives in the illiatymoll of major private suppliers. This evolution
and tenacity of power substructures within the canypwvas also an inevitable outcome of the
brief tenure of OTE’s government-appointed admiatgins, subject to frequent replacement not
just upon change of government but even upon chahgenister. Until 2004, the average tenure
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of the company chairman was only 15 moritfibus employee representatives remained a real
source of institutional memory, continuity and ughce until the 2000s; after 2004, labor union
influence entered a period of accelerated decline.

The close involvement of trade unionists with tbenpany’s operational and business
matters meant considerable receptiveness to maabgeyuments articulated by the
administration, an attachment to their company, @teh genuine concern about its future. The
unions supported the company’s major restructuaimd)investment projects, as long as these did
not involve negative repercussions for the persbioe instance, digitization, OTE’s major
investment project of the 1990s, had been a loageihg demand of the union, as among others
it would allow time billing; it took the entire 1998 to be implemented, was accelerated after 1996
and completed by 2000, boosting the company’s tes&nA certain degree of “corporate
patriotism” and pride of employees and unionistthiir company had been a long tradition of
OTE. They comprehended the irreversibility of tibedalization prospect, and they embraced the
managerial vision in the second half of the 199siming OTE into a profitable “national
champion” active in the entire Southeast Europegion. Indeed, after 1995, an aggressive
policy of business expansion led OTE to acquireomstiakes in several national telecoms
companies including those of Serbia, Armenia anch&uoa.ln addition, again contrary to other
major public enterprises such as the Public Powep@ation, OTE had always been
internationalized, by virtue of being interconnekctéth international telecoms networks. Since
the 1950s OTE had an International Relations Depart, which was later upgraded into
Directorate General. Employees and trade uniotristeled a lot—since the 1990s they were
frequent travelers to Brussels—and OME-OTE was @fatie European telecoms union
federation. All that meant that they were exposetihé¢ evolving international transformation of
the telecoms sector and capable of understandingxiernal market constraints. Such peer
pressure and socialization mitigated union militafithey would strike, “for honor’s sakegi@
tin timi ton oplon), as an interviewee put it, but they would generallgid taking industrial
conflict to the extreme.

In the increasingly hostile market environmenttaf 2000s, and especially after 2004,
the cost-cutting pressure was felt by the laboonsi They reacted with strikes after 2004, also
seeking to block what they saw as the imminentthoétransfer of the company’s management
to the private sector. The new collective agreeraadtpersonnel statute signed in 2006
abolished job tenure for all new employees andaatbthe company to hire executives from the
market. This was a watershed for OME-OTE. Depriokjbb security for the newly entering
employees, OTE's labor unions were confined toaag@ard battle of trying to rescue as much of
their acquis as possible.

Conclusions

We assessed the impact of regulation and labdiaetaon OTE’s market and social
performance. Our findings generally confirmed dabajualified our expectations. Regulation in
tandem with reduced state ownership generally ingganarket and social performance. But
much depends on the intensity of regulation, nsitiis scope. Labor also plays a critical role in
tempering performance in critical junctures of phivatization cycle; in order to secure industrial
peace in the short run political authorities undamthe company’s long-term market
performance.

" The 2004-appointed Chairman and CEO of OTE lafstedn exceptional duration of six years, until his
resignation in 2010.
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Decreasing state ownership has a positive effett@market performance of OTE
especially when it comes to labor productivity. Trewing exposure of OTE to institutional
investors, market pressures and rising standardgrpbrate governance improves the quality of
its management and enhances its market perform&8iméar is the effect on social performance.
This is not so with profitability; privatization @es monopoly profits if it evolves in a
liberalizing market environment. In the 2000s itlificult to dissociate the decreasing state
ownership of OTE from the intensifying telecoms keduiberalization.

Increasing regulatory intensity steadily opens W@ TE's competitors, reducing its
market share, and squeezing its profitability. Meer, as OTE is forced to offer its network at
very low cost to competing service providers viewaedree-riding on its own accumulated
investments on the network, the company becomastegit to invest, a tendency that is visible in
the declining trend of investment in fixed assetsrahe 2000s. OTE revenues, investment in
fixed assets and profitability all follow the sainend: they peak around 2000 and begin to
decline after 2001. On the other hand, by stremgigemarket competition, increasing regulatory
intensity forces OTE to improve its social performoain order to defend its market share.

Privatization increases political involvemgmima facie. But, as privatization progresses,
labor tensions subside, instead of increasing. 3imiprising result of the statistical analysis was
corroborated and explained, but also qualifiedthgyqualitative evidence gathered through the
interviews. Overall, the evolution of privatizationparallel with the opening of the telecoms
market to competition pressured the OTE labor uimitmtempering labor tension. The broader
implication of this argument is that political ifvement still exists in OTE but in ways that are
different before privatization began. First, dirgotzernment control has shifted in favor of
indirect measures of influence, especially profdsnopolies were extended to retain market
share and profitability even as the state progrelsloosened its ownership grip. Second,
regulatory reform is not as easy as one might expéanopolists will not give up their power to
extract high profits without a fight. This is esfly true in Greece because of lack of technical
expertise. In the first couple of years, OTE adieth as “poacher and gamekeeper,” providing
experts and manpower to the regulator. As regulaiows stronger, the scope for overt political
pressure weakens not only over the privatized compat also over the regulator. With some
delay, the constellation of company, labor, andagament interests realigns and company
performance improves.

Third, privatization does not simply involve an iigiit sale of shares but is accompanied
by a series of delicate policies regarding regatatind equally importantly labor. The latter is
very important because privatization became moliqadly palatable when the government
“bought” union acquiescence through generous bepafkages. This was shrewd politics in the
short-run but saddled OTE with high labor costsrdivee. Subsequent performance, in other
words, does not only depend on ownership or reigunldtut also political maneuvering when it
comes to labor policy. The triangle of labor, masragnt, and politicians now becomes a
pentagon of management, labor, politicians, regulaind, to a lesser extent, competitors.
Performance generally improves, but relations anstakeholders are now far more complicated.
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Table 1

Regulation and OTE’s Market and Social Performance

Market Performance Social Performance

Labor Capital Sizé  Profit$ Fault$ Reliability?
State -.013 -.285 -.013 .002 342 -.371

(.004)*** (.233) (.004)** (.030) (.088y* (.120)***
Regulation 327 -5.17 .167 .209 .84 -1.75

(.122)** (6.71) (.100) (.741) (1.98)* (2.64)
Growth 111 2.87 .018 .067 -.032 .588

(.045)** (2.45) (.032) (.228) (.27 (.857)
Constant 4.65 55.89 7.99 4.79 524 97.86

(.452)*** (24.70)** (.398)*** (2.76) (7.82% (9.94)***
Adjusted R .942 .258 .885 .250 .809 541
N 17 17 17 16 17 17

1 OLS coefficients with standard errors in parentises
2 Prais-Winsten coefficients with standard errorparentheses

* 05<p<.10, ** .01<p<.05, *** p< .01; two-tailed
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Table 2

Labor and OTE’s Market and Social Performance

Market Performance Social Performance

Labor Capitat Sizé  Profitd Faultd Reliability?
State -.022 -.139 -.012 .001 413 327

(.003)*** (.142) (.003)*** (.029) (.053y* (.099)**
Hours Lost .033 .253 -.018 -.118 714 -.576

(.048) (2.22) (.045) (.143) (.820 (.583)
Growth .158 2.75 .140 .039 -2.06 123

(.066)** (3.05) (.062)** (.222) (1.14)* (.842)
Constant 5.14 23.85 8.19 6.65 01.4 100.8

(.776)*** (35.65)  (.722)** (2.78)** (1381) (10.52)***
Adjusted R 912 .216 .856 .240 .926 .557
N 17 17 17 16 17 17

1 OLS coefficients with standard errors in parentises
2 Prais-Winsten coefficients with standard errorpanentheses

** 01<p<.05, ** p<.01; two-tailed
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Table 3

Privatization and Labor Tension

Employees  Hours Lost Hours Lost Raises$
State .009 .042 .030 .010

(.001 )% (.005)** (.008)** (.044)
Profitability -.018 .832 373 .622

(.020) (.175)%** (.290) (1.06)
Unemployment .088 -.077 -.752 2.24

(.019)*** (.173) (.216)*** (.987)**
Party 2.42

(ATT)*

Constant 8.58 3.85 14.85 23.73

(.227)%** (2.44) (2.75)%** (12.71)*
Adjusted R .908 .981 .807 .165
N 16 16 16 14

1 OLS coefficients with standard errors in parentises
2 Prais-Winsten coefficients with standard errorpanentheses

** 01<p<.05, ** p<.01; two-tailed
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