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Abstract

This paper considers the case where the public firm belongs to public social enterprises
(PSE); that is, the objective function of public firm does not include the profits of private
firms. A differentiated mixed oligopolistic market model which considers the subsidy policy is
constructed. We discuss the privatization neutrality theorem and the optimal privatization
policy. The major findings are: supposed that the public firm belongs to the PSE model. (1)
No matter whether it is long run or short run, or whether the product is homogeneous or
heterogeneous, the privatization neutrality theorem does not hold. This result is obviously
different from the traditional result for which privatization neutrality does not hold in the long
run. (2) In the long run, the optimal privatization policy is “partial privatization”. This result
is also clearly different from the traditional model for which is a fully state-owned policy. (3)
In the long run, when the product is homogeneous (heterogeneous), the optimum subsidy is 0
(negative). This result is different from the traditional model in which when the product is

homogeneous (heterogeneous), the optimal subsidy is 0 (positive).

Key words  Privatization neutrality theorem, mixed oligopoly model, subsidy policies, free

entry and exit, public social enterprises
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