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Abstract 

Privatisation naturally raises concerns over future job cuts and therefore workers often oppose privatisation plans. Because of this, governments tend to scale down if not entirely abandon initially quite ambitious privatisation programmes. (Here I ignore privatisation delay as a forced reform strategy) Whenever privatisation plans are not fully scrapped, governments implement partial privatisation, selling either a fraction of the enterprise or separate units belonging to it, in a bid to secure the workers’ acquiescence. Yet it is not entirely obvious why workers should agree to having 12.8% of their enterprise privatised, when they objected to plans to privatise 30% of the enterprise. Assuming that workers care about employment more than about efficiency and profits, and that they are rational forward-looking players that make no systematic mistakes, this paper suggests the following mechanism: Under certain conditions, partial privatisation softens the budget constraint that the prospective owner would face, allowing her to pursue a larger number of investment projects, regardless of their efficiency, than otherwise and thereby increasing employment above the optimal level. I rely on Dewatripont and Maskin’s conception of the soft budget constraint to show that this commitment is credible because it relies on the government’s purely economic incentives, rather than just on its ‘benevolence’, paternalism or political colour. For example, if the programme is launched by a left-wing government, partial privatisation ensures that even if a right-wing, profit-maximising government wins the next election, the new owner might still have a soft budget. Finally, the paper speculates that the continuous nature of the government’s involvement, namely the incremental provision of the soft budget, resolves the flipside of the commitment problem, i.e. ensures that workers would vote for the government in question.                   

