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Juan Morales (Colombia)

STATEF-OWNED ENTERPRISES
AS A POLITICAL TOOL:

THE CASE OF A VENEZUELAN
OIL COMPANY

Abstract

Public companies represent a valuable tool for the state to intervene in the economy by
correcting market failures. However, critical positions that advocate its privatization
continue to appear since they do not usually have great returns. This study analyzes
the effect that political goals have on the efficiency of a state-owned enterprise (SOE)
when ownership and management tend to be concentrated in the same actor. Agency
theory served as a reference framework, using Petréleos de Venezuela (PDVSA) as a
case study during the period 1995-2014. First, the period was divided into four stages
differentiated by changes in the SOE volumetric strategy, the exploration strategy, the
position regarding foreign capital, and the SOE participation in social development ac-
tivities. Later, the SOE economic and productive efficiency was analyzed in the stages
to identify relevant changes. The results indicate that the interests of the principal and
the agent by good management of the SOE increase when the profit is reduced. It is
mainly due to the need of the government to benefit from these activities. However,
when the company surplus increase, the government tends to intensify its control to
obtain additional benefits, especially during electoral events.

Keywords political goals, state-owned enterprise, agency theory,
efficiency, management
JEL Classification D72, H21,132, M11

INTRODUCTION

The study of state-owned enterprise (SOE) management is an issue that
has acquired significant relevance since the late 1970s with privatization
policies. Although SOEs emergence was associated with ideological fac-
tors, its privatization stage has been driven more by economic factors
(Bel, 2011). In fact, one of the objectives pursued by governments with
the SOEs privatization has been productivity improvement since, by na-
ture, these would be inefficient and could progress after privatization
(Megginson & Netter, 2001; Li et al., 2019). However, the argument for
the inefficiency of public ownership has not been conclusive even when
ideological objectives continue to weigh on SOEs management.

Accordingly, it is interesting to know what happens with efficiency
when an SOE is forced to implement additional productive objectives
for political or ideological reasons. Undoubtedly, it is not always pos-
sible to quantify the effect that these types of policies have on SOEs,
especially when they are not explicit. However, it may be useful to de-
bug the company’s accounts from these policies (as much as possible)
to observe their productivity over time.

Therefore, it is essential to use SOE management measurements ac-
cording to the nature of their purposes. However, it is also essential to
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differentiate the objectives according to the nature of the company from those that are not, to have an
appropriate assessment of their management. In this sense, few studies take these particularities into
account when evaluating the efficiency of SOEs and run the risk of comparing them using measurement

criteria that are distant from their context.

On the other hand, it is clear that in some instances, the governments in power are tempted to use these
companies for political purposes to favor party members or to influence electoral results, especially
when the company size may have a significant impact on public policy.

1. LITERATURE REVIEW

AND HYPOTHESES

One of the theories that have explained the lower ef-
ficiency of some SOEs is the agency theory (Jensen
& Meckling, 1976; Fama & Jensen, 2008). According
to this theory, SOEs’ lower efficiency would be due
to the inefficiency of its owner (P) to establish an
adequate control and incentive system that allows
it to reduce the residual loss of efficiency that the
separation between ownership and management
of the subordinate unit entails. Vickers and Yarrow
(1991) affirm that differences in agency costs could
better explain differences in SOEs efficiency since
these would rise in both public and private compa-
nies. In this sense, Vergés (2014a) aftirms that if an
SOE shows accounting results and its production ef-
ficiency is lower than that of another comparable
private enterprise (prE), the causes of diminished
efficiency should be sought in those elements that
determine net agency costs.

Bearing in mind that SOE owner usually has dif-
ferent interests than those of prE, prior to look-
ing at the differences in agency costs, attention
should be paid to its different objectives so that
two equivalent realities are compared. For exam-
ple, suppose a P has set a goal of benefit maximi-
zation. In that case, better results in terms of prof-
itability are expected if a P has set a goal to maxi-
mize social welfare or political benefit. On the oth-
er hand, Mithlenkamp (2015) and Haririan (1989)
argue that, in the case of SOEs, economic benefits
are not a good comparative measure against prE,
since it usually is not their objective. Therefore,
the result of comparing prEs and SOEs in terms
of profitability may not be valid due to the lack of
equivalence in the conditions.

Therefore, to make a valid comparison, ensur-
ing that the information used corresponds to the
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subject under study is necessary. In this sense,
comparisons could only be based on productiv-
ity measurements. This approach would be valid
for comparative studies between SOEs and prEs
as well as for longitudinal studies on one or more
SOEs. Although this may be obvious, there are nu-
merous comparative studies that fail to filter the
data sufficiently.

In the case of SOEs, there can be non-productive
objectives (Parris et al., 1987) that can be summa-
rized as:

a. Become an economic policy instrument for
regional development (Bernier, 2014; Oguz et
al., 2014; Carnes et al., 2019);

b. Meet social service obligations (Hayllar &
Wettenhall, 2013; Roy & Hackett, 2017);

c. Be used for political purposes (Pandey &
Wright, 2006; Stazyk & Goerdel, 2011; Malay
& Fairholm, 2020).

In the first two cases, it is understood that inter-
vention in the economy via SOE to deal with mar-
ket failures that compromise social welfare may be
necessary. However, the costs of SOE under these
conditions would probably be higher than what
microeconomic efficiency would pursue. On the
other hand, the third objective is not explicit, and
therefore, it is not easy to quantify the impact on
efficiency. The public choice theory explains this
behavior very well by stating that politicians or of-
ficials pursue their own interest or that of their
party rather than general interests (Buchanan &
Tullock, 1962; Caplan, 2005; Inoue, 2020; Lecy et
al., 2019). This materializes in behaviors that seek
to maximize the vote, personal or party benefits.
Picazo-Tadeo et al. (2012) analyzed urban water
services and affirmed that political and ideologi-
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cal motives have an important influence on public
service management. Similarly, when programs
force agencies (SOEs) to enter conflicts in which
they are asked to support and restrict that goal,
the resulting uncertainty among staff regarding
priorities can have a negative impact on opera-
tions (Carrigan, 2018).

In this regard, this study analyzes the effect that
extra productive objectives have had on SOEs
management, using Petrdleos de Venezuela, SA
(PDVSA), a prominent company in the Venezuelan
oil sector, as an illustration. This case study is rele-
vant since the company ranked 19" among oil and
gas production companies worldwide (Helman,
2015). Moreover, it kept a workforce of almost
115 thousand employees and generated 94% of
Venezuela’s exports by 2015.

Hypothetical assumptions are:

HI: SOEs tend to be efficient when they operate
with clear objectives and have autonomy in
their management.

H2: The concentration of ownership and man-
agement of SOEs by the government nega-
tively affects their management.

H3: When the size of the SOE has a relevant
weight in a locality, state, or country, the gov-
ernment’s incentives to use it as a political
tool increase.

2. METHODS

The methodological approach began with the con-
textualization of the company. Then, the paper de-
fined the variables that allow analyzing the princi-
pal-agent relationship and the division of the peri-
od into stages of relevant changes in this relation-
ship. Next, the study evaluated the economic and
productive behavior to analyze the performance
of the SOE.

Organizational changes in PDVSA. The first phase
of this section consisted of having an approach to
PDVSA context and then analyzing the manage-
ment style of this SOE, using the agency theory as
a theoretical framework, identifying its main stag-
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es and the state’s role in the imposition of politi-
cal objectives. An equivalent method has already
been used to analyze the effect that organization-
al changes have on SOE efliciency (Morales, 2005;
Garlick, 2019). Finally, management autonomy
delegated to the SOE is analyzed and the imposi-
tion of the company’s social objectives.

The first phase of the analysis defined the stages
that mark relevant differences throughout the 20
years of study. The agency theory and a previous
study by Nunez and Pagliacci (2007) served as ref-
erence. The variables that could influence compa-
ny management were also defined as follows.

Volumetric strategy includes the variations ob-
served in oil production volume and the govern-
ment’s oil policy. Three categories are included: a)
conservationist, when production is expected to
maintain or diminish; b) moderate growth, when
an increase in production is aspired to without the
capacity for production expansion; and c) signifi-
cant expansion, when an increase in production
and refining capacity is observed.

Exploration strategy refers to the policy applied
against the search for new reserves. It includes
two categories: a) intensive exploration, when an
investment policy that seeks to increase reserves is
observed; and b) maintenance exploration, when
exploration activities seek to maintain existing
reserves.

Position regarding foreign capital refers to the ex-
pected participation of private capital in the oil
business. It includes three categories: a) promotes
participation, when seeking participation in ex-
ploration and production activities; b) promotes
mixed participation with state control, when pri-
vate capital participation is sought yet is under
state control; and c) avoids participation, when
private equity participation is not encouraged.

Company participation in social development ac-
tivities refers to the political intention of the com-
pany to participate in non-productive activities of
social development. The categories include a) high,
when a company participates directly and with a
relevant investment in social development activi-
ties; b) medium, when a company participates di-
rectly but with a reduced interest; and c) low, when
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a company does not participate directly in social
development activities.

Measuring the efficiency of the company. In the
next phase of the study, SOE efficiency is analyz-
ed based on economic and productive indicators.
The analysis is carried out based on the audited ac-
counts of the company and the productive activity
published in the management reports from 1995
to 2014 and in the US Securities and Exchange
Commission until 2004.

Based on this data, purification and standardiza-
tion of the information were carried out for the
entire period, and the margin rates were estimat-
ed. Then, the first approach to PDVSA efficiency is
made through a global productivity index based
on constant prices from 2014.

Finally, an analysis of the effect that social objec-
tives have had on the SOE efficiency was carried
out from 1995 to 2014. However, the years 2015
and 2016 were excluded from the study because
the financial statements were adjusted for infla-
tion, and the procedure to eliminate its effect was
unclear.

The model used combines economic performance
and productivity indicators used as alternative
measures. This approach was used by Morales
(2007) and Vergés (2014b), and it is applied as a
starting point in this study to assess company pro-
ductivity from its accounts. The operating margin
rate (m) is used as an economic indicator, and the
global productivity index (GPI) and the average
total cost per unit of production (ATC) are used as
productivity indicators.

The operating margin rate m is defined as:
_— OI,-0C,
’ oI

t

; @)

where m is the margin rate for the year ¢, OI stands
for operating income, and OC, operation costs.

To calculate GPI and ATC, it was necessary to de-
flate outputs OI and inputs OC. As weighting out-
put, the product prices were used, taking the year
R as a reference, in which the measure of the glob-
al output for the year t is equivalent to the income
of year t recalculated at year prices R, (OI'):
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where i = 1, 2,... n, represents i company outputs q
in the year £; p, , are the weights for each output g;
ivp, , is the average rate of change of the company’s
prices for output i, in the year ; ivp  , = 1.

As input weighting, the prices of the production
factors were used, with which the GPI denomina
tor will be equivalent to the costs of year t at con-
stant prices of year R, (OC):

p
OC * = ij,t .kj,R = Zfﬂ D, pj R
J J

Jt

1 ©)
= ZOCi,t o
> vk,
where j 1, 2,... n, represents j different inputs f in

the year t; k represents the weights for each input
f3 ivk,  is the average rate of change of prices paid
by the company for j inputs, in the year £; ivk; , = 1.
Thus, the effect that price increases could have on
the variations in the productivity indicators has
been separated, in which an adequate evaluation
of productive efficiency will be obtained.

Once the income (OI) and costs (OC) have been
calculated at constant prices, productivity indica-
tors represented by GPI and ATC were estimated:

GPI = Z,qi,t "Pir ’
ijj,t 'kj,R

_ ijj,f 'kj,t

it zlqi’t .

To calculate economic and productivity indicators,
disaggregated data extracted from the company’s
financial statements were used: operating income
(OI), operating costs (OC), and profit. The year
2014 was taken as reference R and the following
assumptions were raised to recalculate the OI and
OC to the year R:

)

1. The change of the average prices per barrel of

the export package was used as a reference to
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assess the sales of crude oil and its derivatives
abroad. For purchases of crude oil and products,
the average prices per barrel of the export pack-
age were used (PDVSA, n.d.).

2. For depreciation, depletion, and amortization,
given that around 70% of the expenditure was
associated with production and refining facili-
ties, it was assumed that they have varied in par-
allel with the producer price indexes: Oil and gas
field machinery and equipment manufacturing.

3. For sales revenues of crude oil and its derivatives
in Venezuela, it was assumed that they have var-
ied according to the official Bolivar/Dollar ex-
change rate (Banco Central de Venezuela, n.d.)
given that they are revenues generated in boli-
vars and that the price of fuel was remained un-
changed during all the analyzed periods.

4. For exploration and operation expenses and sell-
ing, administrative and general expenses, it was
assumed that they have changed according to
the producer price indexes. Mining support ac-
tivities are drilling oil and gas wells (U.S. Bureau
of Labor Statistics, n.d.). This is due to its varia-
tion in bolivars tends to adjust to the exchange
rate variation (therefore, it would already be
compensated for the value of USD).

3. RESULTS

The first phase of the analysis consisted of defining
the context of PDVSA and the stages that mark rel-
evant differences throughout the 20 years of study.

3.1. SOE context

To understand the role that oil has had for
Venezuela, it is important pointing out that by
1928, the country produced more than 290,000
barrels per day (b/d), exporting around 275,000
b/d, ranking as the second world oil producer
and the first exporter (Agiiero, 2012). Likewise,
the country’s production capacity had a continu-
ous increase until reaching 3,780,000 b/d in 1970.

Although the hydrocarbons law of 1922 had al-

ready authorized the state to develop oil activ-
ities by creating companies directly, it was not
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until 1976 that PDVSA was created. Since that
moment, the oil activity in the country was
under the responsibility of PDVSA, as head-
quarters, accompanied by 14 subsidiaries. In
1977, the operating subsidiaries were reduced to
five, then in 1978, it was restructured into four,
and in 1986, they were restructured into three:
Lagoven, Maraven, and Corpoven. Finally, in
July 1997, a new restructuring was approved
that eliminated these subsidiaries and created
three sizeable functional business companies
that make up the corporation: PDVSA Petroéleo
y Gas; PDVSA Exploration and Production;
PDVSA Manufacturing and Marketing and
PDVSA Servicios.

The definition of the central guidelines of the oil
sector has always fallen on the Ministry of Energy
and Mines, which occupies the highest level of re-
sponsibility. Then, in order of hierarchy, there is
PDVSA that supervises and controls the activity.
PDVSA has had a broad level of autonomy since
its creation. In 1991-2000, it advanced in an ag-
gressive agenda for transforming the national oil
sector called “Apertura Petrolera.” The company’s
high level of autonomy caused the conflict with
the government after Chavez took power in 1999.
In fact, Lander (2004) finds here part of the insur-
rection in the Venezuelan oil industry at the end
of 2002.

This high degree of company autonomy facilitated
a high level of vertical integration through allianc-
es with foreign investors both downstream and
upstream, which led it to become one of the large
multinationals in the sector worldwide.

To understand the environment around this SOE,
Baena (1999) explains that three factors influenced
the oil industry: the oil market situation, the
country’s political context, and the financial sit-
uation of the government. Likewise, Baena (1999)
explains that the influence that PDVSA exerted
in the country and the difficulty of the executive
and legislative branches to exercise their control
mechanisms minimized in a certain sense PDVSA
accountability to Congress and its subordination
to the executive. This led to the conflict where the
government progressively took control of the com-
pany, thus displacing the management and cance-
ling the agency relationship.
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3.2. Owner and agent position
by stages

Dividing the history of an organization into stages
is always a complex task due to the discretion that
it may imply to define some variables to observe
and then observe a change. However, the agency
theory helps in this task. In a complementary way;,
the paper relies on Nufez and Pagliacci (2007),
who have already carried out this task by defining
the main changes for the company under study.
Furthermore, Hults (2011) carried out an in-depth
analysis of the different changes that the compa-
ny has observed since its creation. These findings
provide a more precise delimitation of the periods
that defined relevant organizational changes and
helped define the stages in this study. Similarly,
the results of Manzano and Monaldi (2010) have
been beneficial to contrast the information col-
lected from the rest of the studies and the compa-
ny information.

The stages are presented below, highlighting their
main characteristics in a summarized way.

Stage 1 (1995-1999). This stage is described by Hults
(2011) as a period where “Venezuelan politicians
initially refrained from interfering in PDVSA be-
cause of the justifications behind that company’s
formation and its early successes.” It was the last
central government of the country that had a clear
separation between the functions of the proprie-
tor (Ministry of Energy and Mines) and the agent
(PDVSA). However, despite the separation of duties,
there was a clear harmony between their objectives
in promoting the oil business, encouraging the par-
ticipation of private capital, and avoiding the dual-
ity of objectives for the company. In addition, the
company management believed that it could pro-
tect the oil sector from government intervention by
signing contracts with outside companies that in-
cluded extensive procedural protections (Manzano
& Monaldi, 2010). In this period, PDVSA drove ap-
erture strategy for foreign domestic upstream in-
vestment. It is also marked by low oil prices, which
remained below $20 per barrel.

Stage 2 (2000-2003). This stage is defined by Hults
(2011) as a “transition in state goals” where the na-
tional government takes a turn to the extreme left
accompanied by an increase in government pres-
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sure (principal) to exercise greater control over
the company (agent). The government’s interests
sought to reduce productive investment and pri-
vate capital and increase the company’s participa-
tion in social development activities and greater
government interference in the company manage-
ment. It is a period where barrel prices begin to in-
crease, which gives rise to the emergence of social
missions in charge of the company.

Stage 3 (2004-2009). The confrontation between
the principal and the agent that characterized the
previous stage resulted in the mass dismissal of
workers at the end of 2003. In addition, it caused
the appointment of the Minister of Energy and
Mines (principal) as President of the SOE (agent).
This cancels the separation between ownership
and management and increases the use of the
company in activities other than the oil business.
Contracts renegotiation was characterized by op-
portunistic expropriation, generating high uncer-
tainty on property rights and investment flight
(Manzano & Monaldi, 2010). During this stage, 21
funds and social missions managed by the compa-
ny are created to support government initiatives
in community development to ensure the victory
of the governing party in various elections. It is a
stage where prices per barrel rise significantly, and
production and exploration activity show a sub-
stantial increase.

Stage 4 (2010-2014). This last stage stands out for
intense company participation in social develop-
ment activities. The company’s average invest-
ment in these activities exceeded 20,000 million
dollars annually. Aside from social contributions
and missions, the company incorporated seven
non-oil subsidiaries, adding 14,000 to 30,000 em-
ployees to non-oil activities. There is no separation
between the principal and the agent during this
stage, and the government remains as company
manager. It also coincides with the highest prices
per barrel for the analyzed period. Table 1 sum-
marizes changes observed in the variables at each
stage.

3.3. Political objectives
in SOE management

The second phase of the study consisted of organ-
izing the audited accounting information of the

http://dx.doi.org/10.21511/ppm.20(1).2022.38
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Table 1. Position regarding the oil policy between the owner and the agent by stages

Source: Nufiez and Pagliacci (2007).

Oil policy and management
Volumetric strategy:

a-Conservationist
b-Moderate growth
Significant expansion

Owner and agent Stage 1 Stage 2 Stage 3 Stage 4

:Owner(P): government:

Agent: Company

»»»»»»»»»»»» Owner (P): government b b a a
,,,,,,,,,,,, Agent: Company b B a -

i Owner (P): government a b b : b

a-Promotes participation
b-Mixed participation with state control

c-Avoids participation Agent: Company : a : a : b : b
Company participation in social development activities

~~~~~~~~~~ - pany.parte £oP i Owner (P): government c b b i a
a-High T B S
b-Medium : : H H
-Low Agent: Company § c § c § b § a

company for 20 years. Then, the variables defined
were analyzed based on the information published
on the company’s management reports, classify-
ing by stages. Table 2 shows the company’s opera-

expenses and income outside the productive activ-
ity of the company (Vergés, 2014b). Table 3 shows
the evolution of the company’s operating income
(OI) and operating costs (OC) during the different

tional information. stages of the study, highlighting the continuous
increase in the calculated margin rate (m) from
equation 1. The average rate of change indices (ivp
and ivk) used to deflate operation costs, and in-

comes are also included.

The first step to calculate the margin rate was to
ensure that only operational income and costs are
used, excluding expenses and financial income,

Table 2. PDVSA operation data by stage

Proved Number

‘Average sales!

: ; i Total Total crude oil, liquid Number Social
o Reserves: Dry or rice: Crude etroleum gas, and net of PDVSA of PDVSA investment
& Year : Crude oil v pri¢ P £as, employees L
a (million abandoned: oil ($ per naturalgas(mthousandsv employees , (non- (million US
barrels) wells barrel) of BOE per day) (petroleum) petroleum) dollar)
(1995 | 66328 613 . MABA o 3836 o
1996 172575 884 . 1839
—3.1997 ¢ 74931
o 1998 | 76108 . 753 ...
g 1999 :..76862 1 .38 . 16.04
2000 @ 77685 iLATA ..
~i.2001 5 77783 AT
& 2002 : 77157 ;. ..366 .. 2119 3022 i
& 2003 77140 - 206 2435
2004 @ 80582 & 313
2005 © 80012 i 378
2006 ¢ 87324 i LB 5521 i3 I83
m1.2007 : 93,377 L0868 BATA DT TD b
S 2008 | 172,323 . 604 . . .8536
g 2009 & 211173 1 A95 .
2010 © 296,501 : 368 .
L2011 2 297571 1 .A02 17,000 28,657
<1 2012 i 297735
S 2013 | 298,353 . 454 . .
g; 2014 : 299,953 ND 88.42 116,806 30,320 15,681

Note: BOE means barrel-of-oil equivalent.
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Table 3. PDVSA operation income and costs

Average index applied Average index applied

Stages Year oc* or=* m to income ivp to costs ivk
......... 1995 117,989 . 26041 . 0309 771 475
1996 20,599 33,855 0.392 5.41 4.10
1998 20,766 25,526 0.186 8.65 5.10
6.07 4.29
. 3.92 3.29
2001 33,761 45,786 0.263 4.94 3.64
Stage 2 it 2l E2ED L2
2002 32,280 42,312 0.237 4.24 3.50
3.64 3.25
2.77 2.64
1.99 1.85
Stage 3 1.63 1.47
141 1.31
1.08 1.10
1.61 143
1.23 1.25
0.89 1.00
0.87 0.98
. 0.90 0.97
2014 79,984 105,271 0.240 1.00 1.00

Note: * in millions of dollars, no financial expenses, no extraordinary expenses, and losses; ** in millions of dollars, no financial

income, no extraordinary income and benefits.

As of 2004, the gap between income and operating
costs increases significantly due to the increase in
oil prices (Table 3). The increase in operating costs
is mainly due to the variation in the “purchas-
es of crude oil and products” account, which is
based on the international prices of the oil basket.
Despite the increase in revenues obtained since
2004, the company’s net profit reported after taxes
remained below 10,000 million dollars through-

70000

60000

50000

40000

30000

20000

10000

O -
LN O M~ 0 (@) o — o (98]
[e))] (@) [e)] D [e)] o o o o
[e)] (@)] (o)) (@)} [e)] o (@} (@} o
— — — — — (V] o (V] [@\]
Stage 1 Stage 2

el Net income

== == Social development expenses

out the period, mainly due to the incursion of the
company in financing extra productive activities
(Figure 1). This income was not directly absorbed
by the state but was administered by the company
in compliance with the government’s political ob-
jectives. According to Hults (2011), PDVSA took
functions simultaneously as an operating compa-
ny, development agency, political tool, and gov-
ernment cash cow.

-

< N Yo} ~ o0 D (@} — (@\] m™m <

© 9O © O © 9O 9 H H o o

S & & & © & o O o o O

[@\] (@\] [@\] (@\] @\l (@\] o~ o~ (@\] [a\] (@\]
Stage 3 Stage 4

== Net Income after taxes

Figure 1. Evolution of company’s profit and social development spending (in millions of USD dollars)
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As 0of 2003, the company ventures into social devel-
opment activities and manages as many resources
as the state itself. However, this gap begins to in-
crease simultaneously as the benefit of exploita-
tion. It occurs when company management is ab-
sorbed by the government (owner) to reduce the
firm’s autonomy and achieve political objectives.
Initially, the government’s interest was focused on
the organization of missions, projects, and founds
aimed at meeting various population needs, from
missions to meet food and health requirements
to feasibility care programs and hydraulic works.
Table 4 shows the expenses of the government in
social development.

Problems and Perspectives in Management, Volume 20, Issue 1, 2022

Table 4 shows the diversity of operations attended
by the company, the numerous resources allocated
to each one, and the permanence and growth of
these missions over time. Moreover, that is where
the political profit comes from. The government
used these programs to increase its political cap-
ital anchored in its ties to these missions, which
would have their fruit as mechanisms of social
pressure in the participation of the various elec-
tions. Figure 2 shows the behavior of voters in the
various election scenarios from 1995 to 2015.

Looking at the period 1995-1999, it is seen that cit-
izen participation in elections moved from 46.15%

Table 4. Expenses for social developments (in millions of US dollars)

Social Programs / Year 2001:2002:2003:2004:2005:2006:2007:2008:2009:2010:2011:2012:2013 : 2014 : Total
Ribas” Mission 32 0320371280 133 {330 : 599 | 361 : 322 . 405 : 150 : 157 : 3460
Food Mission 146 1 303 325916 : 212 .

_-Barrio Adentro |, Ily IIl” Mission & & . 34 1275309 /1693:3258: 130 | 7
_"Vuelvan Caras” Mission 1721220 240 ¢ 29 | 11

125
068,

Science Mission

500

300 i 500

Electric sector PDVSA
contributions

o1 1o

Total contributions in missions

. 34
and social programs

14 i 549 :2,316:3,762

163
877
202 ¢

210 ¢ 219 | 174

476 : 659 i 221

...864 2065 250
237

7 3 s 14
47 130 : 46

650 | 822

262 i 578
152 © 230 1289 i 248 i 31 307 | 161 : 503 | 162 : 2801
1162 ¢ 102 | 208 i 1472
5,274:8,048:4,990:6,00622,223:28,657.28,293:23,340:15,681:149,187

Note: Balance de la gestidn social y ambiental 2014. Petrdleos de Venezuela S.A. (Author’s translation).
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Figure 2. Participation of citizens in national elections in Venezuela

in 1995 to 37.65% in 1999. However, from the mo-
ment the missions began to take hold, the percent-
ages of citizen participation increased to 80.56% in
2012. The 2005 election represents an atypical case
since that year the opposition decided not to par-
ticipate, and the government held 100% of the seats,
although it registered participation of 25.26%. This
policy based on the promotion of the participation
of political capital motivated by perks allowed the
government to maintain power with stakes greater
than 50%.

3.4. Effects of political objectives
on SOE efficiency

As mentioned before, in the case of an SOE, a neg-
ative result of the margin rate does not necessarily

2.40 2.35
2.20
2.00
1.80
G 160
1.40
1.20
1.00
LN O ~ e} D o — (o] o™
[ea) [e)) [ea) [ea) D o o o o
[e)} [e)} (o)} (o)} (@)] o (@] o o
— — — — — o [@\] [@\] o~
Stage 1 Stage 2

imply inefficient management, and vice versa, SOEs’
results may be affected by variables not controlled
by the company that directly affect its management.
Therefore, the next step was to deflate income and
costs once the margin rate was calculated using
equations 2 and 3, respectively. Subsequently, the
GPI was calculated using equation 4.

Results in Figure 3 show that, in stages 1 and
2, the company decreased its productivity index
sustainably, reaching a decrease in the produc-
tivity index of 17.76% in stage 1 and 24.94% in
stage 2. In the first four years of stage 3, there is
an increase in productivity, but this falls again
in the next two years, averaging an improve-
ment of 9.3%. Finally, global productivity fell
again by 17.26% in stage 4.

<t LN Yo ~ [} D o i (@] ™ <t

o o o o o o — — — — —

o o o (@] o o o o o o o
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Figure 3. PDVSA global productivity index (GPI)
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Figure 4. PDVSA average cost of production

This drop in productivity caused a continuous in-
crease in unit production costs calculated accord-
ing to equation 5 (Figure 4). This increase in pro-
duction unit cost per barrel reached 30.35% in stage
1 and 20.16% in stage 2. However, it is in the fol-
lowing periods where it reaches a more increase in
the cost of production per barrel by 53.46% in stage
3, and a 62.37% in stage 4, averaging a cost of $31
per barrel. A variable that helps understand this in-

1800
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1400
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200

crease in production costs is the rise in the number
of employees (Table 2). The average production per
employee in BOE (barrel-of-oil equivalent) was cal-
culated. Figure 5 highlights that, as of 2003, when it
reached its maximum, there was a continuous fall
of more than 70% of the productivity per employee.

Another element that can help explain this con-
tinuous increase in unit costs is the change ob-

0

1995

Stage 1

=0-Condensate
== \edium (API gravity of between 21° and 30°)

=== iquid petroleum gas

Light (API gravity of 30° or greater)
== Heavy + Extra Heavy (API gravity of less than 21°)

Figure 5. PDVSA total crude oil, liquid petroleum gas, and net natural gas
(in thousands of BOE per day)
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served in the oil basket, where the production of
heavy and extra heavy oil becomes more relevant
(Figure 5). This, logically, causes the unit produc-
tion cost to rise due to the high cost of heavy and
extra heavy oil production.

4. DISCUSSION

Although one of the hypotheses underlying the
agency theory, corroborated by He and Sommer
(2010) and Amamou and Ben-Ahmed (2019), in-
dicates that by increasing the separation between
property control and management increase agency
costs associated with conflicts between managers
and owners, this does not seem to apply to PDVSA
operation in the first stage analyzed. In this state,
both actors look for management marked by an
openness to private capital, increased production,
and the absence of political goals. This coincidence
of interests was mainly due to the presence of low
prices in the oil market and the need for the gov-
ernment to have efficient management that would
increase the company’s contribution to the state.

This approach is radically changed in the second
stage analyzed, where the interests of both actors
do not match. It is at this stage when the reduc-
tion in productivity reaches its highest value at to
24.94% decrease, despite the 50% increase in oil
prices. The change in the governing party marks a
change in the autonomy of the company, thus aris-
ing the first social missions. However, as Lecy et al.
(2019) suggest, missions reflect the ideals of those

that create, manage, and support them, which
were given by the interest of the government to re-
tain power.

The third stage is characterized by the state tak-
ing control of the company management, caused
by a conflict of interest with the leading team
and by the government’s interest in using the
profits for political purposes. Predatory man-
agement policies based on the short term, which
led to the change in production policies and the
gradual incorporation of the company into social
development activities, characterized this stage.
Supporting Javid and Igbal (2008), this study al-
so concludes that companies, where the property
is concentrated, tend to adopt worse governance
practices. This study also agrees with the findings
of Inoue (2020) and Soyeon et al. (2019) when ob-
serving how PDVSA maintained social develop-
ment missions and activities to keep the mass of
government voters mobilized.

During the last stage, there is a significant increase
in the company’s production costs and a rise in ex-
penditure related to social development activities.
As ownership and management are unified at this
stage, the agency relationship characterized in
the previous stages is annulled. As the company
widened its scope of action, its management and
productivity were negatively impacted, reaching
its lowest level at the end of this stage. Similarly,
Andrews and Mostafa (2019) observed that em-
ployee commitment decreases when the objectives
are ambiguous.

CONCLUSION

This study provides empirical evidence on the effect of extra productive objectives on SOEs manage-
ment. Findings confirm that SOEs tend to be efficient when they operate with clear objectives and have
autonomy in their management. This has become clear in the first stages of the study. The study also
confirms that the government’s concentration of ownership and management of SOEs negatively affects
their management.

When ownership and management are separated, and the company’s profit is reduced, there is a coin-
cidence of interests between the principal and the agent due to efficient management that increases the
company’s contribution to the state. However, when company profit increases, the government tends
to raise the control over its management, even if compromising its productivity. This combination of
high profit and concentration of ownership and management in the hands of the government favors
the use of the company in activities far from its core, which ends up affecting its cost structure and its
productivity.
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This situation is more probable when the size of the SOE has a relevant weight in a locality, which brings
good business in the short term for the government in power but undermines the company stability in
the long term. In these cases, the SOE ends up becoming a political tool, thus distorting the evaluation

of its business management.
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