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Abstract 

Market Failure is the exiting of the company or the business from the market. Inefficiency 

whether in the supply or the demand could lead to market failure. One of the actions that could 

be resulted because of market failure is privatization. Privatization happens when the 

government fail to manage the business and cope with the crisis that could happen in the market. 

This failure will lead to a debt increase, so the government expenditure will increase, and this 

will force the government to sell the company to private investor or investors (Privatization). 

British Petroleum Company was one of the firms that were completely privatized by the United 

Kingdom government in the year 1987 due to many reasons. The purpose of the paper is to 

present the process of privatization of British Petroleum and clarify the prerequisites for market 

stabilization. 

In addition, this paper will discuss the main recommendation and policies that can be 

implemented for this company to succeed to regain its market share. Also, the paper will explain 

the effect the market failure has on the sustainable development goal (SDGs). 
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1. Introduction  

Many international brands have disappeared due to market failure. Market failure is the 

failure of a company or a business to compete in the market. Market failure is dominating the 

self-interest of the consumers or the managers of the companies, when this happens the market 

demand and supply will be affected, as in this case the quantity supplied will be more than the 

demand and the cost is much greater than the benefit for the business (Indeed, 2021).  

Companies were unable to keep up with the rapid developments, and many businesses 

throughout history faced numerous challenges. an environment that encourages failure and 

exiting the market (Salman & Hussein, 2020). The market failure occurs due to the inefficient 

allocation of scarce resources that could not be beneficial and satisfactory for society. There are 

two main types of market failure which are: Complete market failure: this type is when the market 

stops producing a specific product. Partial market failure: this type refers to a market producing 

not suitable quantities and prices. Companies must take several precautions to prevent market 

failure. First and foremost, businesses need to keep up with new technology because it has 

become a need in people's lives and might be the simplest method to make money. Second, if 

there are rival businesses, the company must stand out from them with its special offers, deals, 

and bundles. Third, customers' preferences are evolving as a result of advertising. Fourth, while 
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balancing expenses, take government spending into account, (Salman & Seiam, 2020). The 

reasons that could result in happening market failures such as the presence of public good, the 

presence of monopoly business, the presence of externality (Positive and negative), the Lack of 

information, and the lack of property rights (Islam, 2019). Market failure is defined as a state of 

disequilibrium in the market that is brought on by market distortion; in other words, it occurs 

when the quantities of products or services supplied are not equal to those sought (Salman & 

Hussein, 2020). 

The governments could fail in managing their public companies and the state-owned 

enterprises and their lack of management led them to market failure. One of the things that 

governments could make to save the company is to privatize it. Privatization is the transformation 

of the company’s ownership from the government (Public sector) to many investors or investors 

(Private sector) (The Economic Times, 2022). The governments went to privatization to reduce 

the burden on the budget, decrease the costs and increase the efficiency of working the business 

and make it more competitive in the market (Kouser, Azid, & Ali, 2011). 

The idea of sustainable development goals was firstly introduced in the year 2012 at the 

United Nations conference which was held in Brazil. The sustainable development goals (SDGs) 

are goals about the economic, political and environmental issues people are facing now. 

However, the SGDs were declared in 2015 and the country members voted for the 17 goals which 

are existing in the whole world and will derive the world better. The SDGs came to replace the 

8-millennium goals that were set at the beginning of the 21st century which the world countries 

failed to achieve. The countries determine that the world could live in a peaceful and sustainable 

environment by the year 2030 (Enelamericas, 2022). 

This paper aims to analyze the privatization causes of British Petroleum company and 

how this affected the company and suggest policies that can improve the competitiveness of the 

company in the market. This paper is consisting of four parts after the introduction. The first part 

is the Literature review with its two parts theoretical and Empirical. Secondly, the analysis of the 

British Petroleum Privatization case discusses the reasons and policies made after privatization. 

The third part is explaining the effect of market failure on the SDGs. The fourth part discusses 

the policies to improve the British Petroleum Company and finally the conclusion. 

 

2. Literature Review  

The literature review section is consisting of two parts theoretical literature and empirical 

literature to understand the causes and types of market failure and the types of privatizations. 

Theoretical literature   

There are about 11 types of market failure. 

Asymmetric or imperfect information 

The wrong information could mainly lead to market failure as, the wrong information 

could result in inefficiency in the supplied products or the demand for the products, both of which 

could be higher or lower than required. In addition, the pricing also will be affected as, when the 

consumer receives wrong information, this could derive him/her to pay more or to pay less for a 

specific good or service. 

Concentrated consumer market power or control 

This term is called when the consumers can change the price of a good or service in a free 

market as this good or service could have a specific group of consumers and they could have the 

ability to decrease the price according to their satisfaction. This led to a market failure as by 

doing this the supply or the demand will work inefficiently. 

Abuse of monopoly power 

The same term as the concentrated consumer market power or control but from the 

supplier, not the consumer. In the case of a monopoly, the market is controlled by only one 

supplier with strong barriers to prevent any competition. This supplier could create inefficiency 
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in the supply of the good as the supplier could control the quantity to achieve the maximum 

possible profit. 

Externalities 

Externalities have two types positive and negative externality. An externality is the 

external effects on the third party from using a good. Positive Externality: refers to the positive 

effect that could be beneficial for the society as a whole such as a good education system which 

could graduate highly skilled labour for the society. Moreover, investing in health care could lead 

to a healthier population. Negative Externality: the negative impact a product could have on a 

third party as a result of achieving the self-interest of the producer and the consumer. This could 

lead to an increase in the cost that would exceed the benefit and lead to a market failure. 

Environmental concerns 

This term is called for a company that is producing their product with producing high 

pollution rate that is damaging the environment and all of this happens for the sake of the supplier. 

Example: a farmer using old agriculture equipment that is polluting the environment. 

Lack of public goods 

Public goods are the goods at which prices do not change even if the number of people 

using them increases. Any decrease in the production of this public good will lead to a certain 

market failure. 

Equity and fairness issues 

Market failure could occur in this case due to the income gap between the people. The 

market could be made for certain people with certain income level which excludes some people 

from the market and increase inequality which affects the market badly. 

Factor immobility 

This term refers to the moving of the factors of production like capital and labour between 

areas of the economy like the people moving due to high rent and cost of living. However, 

Occupational mobility refers to moving of the people from one job to another due to a lack of 

skills which could lead to an increase in the unemployment rate and a decrease in production and 

efficiency. 

The underproduction of merit goods 

Merit goods are mainly private goods that could have a positive externality on society 

such as good health care and good education. Any reduction in the production of these goods 

could lead to inefficiency in the market. 

Overprovision of demerit goods 

This refers to the overuse of private goods that have negative externalities on society such 

as using alcohol and cigarettes that could damage the health of the people but achieve short-term 

higher profits for the producer as it will lead to a market failure. 

Productive or allocative inefficiency 

This causes market failure when there is an inefficient production of the resources such 

as fuel. The efficient price of resources is enough to cover the cost of production but not for 

achieving profits for the producers. 

Property rights 

Owning the business lands and property leads to more efficient free market work. 

However, owning the property could not be so easy due to the cost and the laws and restrictions 

on this sector. Besides, not owning those properties could lead to market failure due to 

inefficiency (Indeed, 2021). 

Types of Privatizations 

There are five types of privatizations which are:  

Complete Privatization 

All the governments across the world own companies and sectors. Complete privatization 

means that the government sell the shares and the assets with all the company’s responsibilities 
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to the private sector. The government could privatize the public company in one of three ways 

which are: 

 Share issue privatization: the government here sell the shares of the firm and allows 

those shares to be traded in the stock markets. 

 Asset sale privatization: this term refers to selling the whole firm and its assets to 

private investors or investors, it is mainly taking place in auctions. 

 Voucher privatization: this refers to the distribution of the company’s shares to the 

citizens for free or at a very low price.  

Privatization of Operations 

Privatization of operations means privatizing the management and operations of a public 

business to allow private management to generate more revenues. It is mainly existed in the 

sports field as renting stadiums by the private sector during the sports season however, the 

stadium still owned by the government.  

Use of Contracts 

This type of privatization allows the private sector to perform tasks and jobs for the public 

under a contract agreement. Here the government is paying the private firm from the taxes 

collected from consumer fees to have its services. This type is mainly common in security 

services, data analysis specialists or the collection and disposal of solid wastes.  

Franchising   

Franchising is permitting private goods to provide services by the governmental unit. The 

main examples here are the electricity and water sectors.  

Open Competition 

Open competition is opening the market for many private firms to compete with each 

other but under government rules and regulations. This could be implied in the telephone 

services. However, some services could not apply open competition as it is preferred to be offered 

by one supplier such as electricity, gas and water services (Benjamin, 2006).   

 

3. Analysis of British Petroleum Privatization Case 

This part is analyzing the privatization case of British Petroleum company, the reasons 

for the government failure which led to privatising the company and the impact of the 

privatization on the company. 

With the start of the 1900s, oil became a strong tool for any country. Britain started to 

give importance to the oil, not for economic reasons but because of its importance in the military 

field, Britain was not having oil areas while Germany was depending so much on it. The 

American Standard oil company and Shell were the only supplier companies at that time and 

were monopoly companies in the field. The British government started to invest in the field also 

due to the increase in the oil price.  

Britain was having the Burmah oil company and decided to invest in the Anglo-Persian 

oil company, by the year 1908 the Burmah oil company became the greatest shareholder of the 

company. In 1913 APOC was hit by a financial crisis and by 1914 British government became a 

partner in the company after it ended the company cash crisis. (Hoopes, 1994). By the year 1935, 

the APOC changed its name to be called Angelo Iranian Oil Company. Two weeks before the 

World War II declaration, Winston Churchill (Britain's Prime Minster) said in the parliament that 

it is very important to dominate the oil supply, so the British shares increased more (British 

Petroleum, 2022e). In 1954 AIOC changed its name to British Petroleum (British Petroleum, 

2022c). From the year 1977 until 1987 the British government decided to privatize the British 

Petroleum company due to a lack of finances and management. 

The privatization type of British Petroleum case is complete privatization, as the British 

government sold the whole company with all its shares. The government issued their shares to 
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be traded and bought by the private sector, which was completed through five stages over a 

decade from 1977 until 1987.  

During the 1950s and 1960s, the dominance of the British on the oil started to decrease, 

as in the year 1950 a coup happened in Iran and the new Iranian Leader opposed the British 

existence in the country and decided to nationalize the Iranian oil company. However, the British 

government imposed some restrictions on Iranian oil which decreased the Iranian production 

quantity from 660,000 b/d to only 20,000 b/d and the British government was affected by this 

decrease too. In addition, in the year 1956 British activities affected the oil industry, when 

Egyptian President Gamal Abdel Nasser decided to nationalize the Suez Canal it was a shock 

and a crisis for the British and the whole of Europe, as about two-thirds of oil going to Europe 

was passing through the Canal. Britain, France and Israel decided to attack Egypt and as a result 

of this Europe was entering into an energy crisis if this attack continued and the British 

government lost a lot during this attack (Hoopes, 1994). 

 

Figure 1. Oil Prices per barrel (US$) 

Source: (McMahon, 2022) 

 

The 1970s was the worst period for the British Petroleum company and the British 

government in the oil field as heavy losses occurred due to the opposed events happening in the 

middle east. In the year 1971 Libyan leader Muammar Ghaddafi decided to nationalize the 

Libyan oil company and nationalize British Petroleum shares in the country which resulted in 

decreasing the company’s production. Moreover, in 1972 other middle east countries forced the 

oil companies to give up about 25% of their concessions and this percentage reached 51% over 

10 years. By the year 1973 October war has started and Arabian OPEC members decided to 

embargo the oil and cut the exportation of oil to foreign countries, and this incurred Britain a 

heavy loss. 

Despite the increase in oil prices in 1974, the British government did not benefit so much 

due to the cut in production and the embargo from the Middle Eastern countries. By the year 

1975, the crude oil production of British Petroleum decreased to 10% because of the previous 

actions (British Petroleum, 2022b).  

Those actions from the Middle Eastern countries derived the British oil company to look 

for new markets and make new investments. The exploration of oil in the North Sea after then 

was very important and profitable for the oil industry however, with every increase in the oil 

prices because of the crisis the exploration process became very hard due to the high cost on the 

company and the government which results in a major loss like the crisis happened in 1979 due 

to the coup happened in Iran on Shah Iran. The above table shows the stages of Britain to privatize 
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the oil sector by selling the shares owned by the government, especially for the government's 

biggest oil company British petroleum. The British government sold 17% of their shares in 

British Petroleum company valued at 535 million £ due to the hard financial situation because of 

the events that happened in the middle east, especially the crisis that happened in 1973-74. The 

British government asked the IMF for a loan three times to cover the deficit in the budget, the 

IMF requirement was to decrease the public sector borrowing to 7 billion £ in 1977-78 from 

£11.2 billion. The government decided to sell the shares of the company to decrease the spending 

rather than increase the taxes. Later, in 1979 new government was elected and they followed the 

last government and sold about 5% of the owned shares to raise £290 million for the country.  

In addition, in 1981 the government sold another 7% of the company shares after the 

ministers decided not to participate in the company’s rights issue. The government boosted the 

privatization program by selling extra shares with a value of £565 million in 1983. Lastly, the 

government completed its privatization program for the oil sector in 1987 by selling the last 

31.5% of shares which were valued at 5.5 billion£, while the whole oil privatization revenues 

were £8.5 billion.  

The government’s goal from privatization was to reduce the public sector borrowing 

requirement without cutting the expenses or increasing the taxes, so they found that selling the 

shares will decrease the expenses in this field and increase the budget at the same time and they 

succeeded in their goal as shown in the above figure (Hoopes, 1994).  

   

3.1. British Petroleum after privatization  

After the privatization process was completed by the government the company’s new 

management has taken new expansion policies to be competitive in the oil market, as in the same 

year of completing the privatization British Petroleum company bought the remaining 45% 

shares of the American standard oil company and then bought the Britoil company in the United 

Kingdome. In addition, by the year 1989, the company announces its expansion and exploration 

in new markets such as Colombia, Azerbaijan and Angola. However, in 1990 the country faced 

a financial crisis due to the decrease in oil prices and the accumulative debt on the company, the 

management of the company has been changed as a result (British Petroleum, 2022b).  

Moreover, the company entered the Russian oil market and opens its first service station 

in the year 1996. The new management hired in 1992 focused on enhancing the financial situation 

of the company by decreasing the debt and increasing profits and capital expenditure. Moreover, 

in the year 1997 British Petroleum bought 10% of the Russian oil company (Sidnaco) which 

became part of TNK-British Petroleum (British Petroleum, 2022b). With entering the 2000s 

British Petroleum completed its expansion in US, Germany, and Russia. The company put 

society in front and announced its investment strategy in low carbon in 2005. The company was 

expanding more and more signing contracts with Chinese companies and Iraq companies with 

the start of the great plutonium project in Angola. Since 2010 the company is investing in many 

projects worldwide such as the Clair Ridge Project and Shah Deniz. Today British Petroleum is 

the third-largest oil company in the world (British Petroleum, 2022d). 

 

4. Policies to Improve British Petroleum Company 

British Petroleum company now is not in a bad state, it is one of the most advanced and 

productive oil companies in the world. However, there some actions could be taken to improve 

and develop the company to make it in a better competitive situation than it is nowadays. the 

company must increase its alliances and agreements with the world countries and different 

continents. In addition, the company need to invest more in the petrochemical products and 

renewable energy field too as, this will make the company’s portfolio diversified and by this, the 

revenues and profits of the company will increase, and reduce the risk will occur as well. 

Moreover, the most influential action that should be taken by the government is to increase 
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investments in the technological sector in the oil field and other products, as this way oil 

production will increase along with the decrease in the company’s profits and competitiveness 

worldwide, as technology is considered the major factor of production for any industry (Amlôt 

& Alfaisal, 2020). 

In the economic world now, there is a great concentration on the efficient allocation of 

resources, to decrease the gap and inequality and increase the skills of the people to increase the 

employment rate and improve economic growth. Market failure is making the inverse happen in 

the above things as, market failure decreases the efficiency decrease the production and increases 

the unemployment rate, which means that market failure is affecting one of the sustainable 

development goals (SDGs) which is the number the goal number eight (Decent work and 

Economic growth), as the market failure is decreasing the economic growth and indirectly 

affecting goal one (No Poverty) as increasing the unemployment mainly increase poverty 

(Jackson & Jabbie, 2019).  

 

Figure 2. UK Public Sector Employment 

 

 

 

 

 

 

 

 

Source: (Closer, 2018) 

 

In 1987 the SDGs did not exist; however, the policy is the same and as shown in above 

figure 2, the market failure and the privatization policy decreased the public sector employment 

rate in the UK, as there are workers got fired from the company after the privatization completed. 

Since the beginning of the privatization process and the public employment sector is declining 

and by the end of the 1980s over one million employees were fired from public sector 

employment and lost their jobs (Pendleton, 1997).   

 

5. Conclusion  

To sum up, starting from the 1900s and oil became a very important factor for the country, 

as first, it was very important for the British government on the military bases only but then it 

became very important for the economy of the country too. Starting from the year 1909 when 

Britain cooperated with Iran in making an oil company called Angelo Persian oil company 

(APOC) buying a huge percentage of its shares in the year 1914 for using the oil imports in the 

war. By the year 1935, the company name became Angelo Iranian oil company (AIOC). The 

British were dominating the oil market, especially in the middle east however, starting from the 

1950s until the mid-1980s the British has been exposed to many shocks started by the Iranian 

coup in 1950 which resulted in nationalizing the Iranian oil company, then the Suez Canal crisis 
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and the triple attack from England, France and Israel on Egypt due to deciding to nationalize the 

Suez Canal in 1956 which affected the production and transformation of oil all over the world. 

 The 1970s was the crisis in Britain starting from 1971 when Muammar Ghaddafi (the 

Libyan Leader) decided to nationalize the Libyan oil company, followed by the force of the 

Arabian countries to the foreign companies including British Petroleum to give up 25% of their 

shares in 1972 which increased later to 51% in. However, the shock happened in 1973-74 due to 

the Egypt-Israel war as the Arabian oil exporters cut the oil on the people helping Israel which 

led to a huge decrease in the supply despite the increase in the oil prices, but the British 

government and the company have lost so much which derived Britain to search for another 

source of oil rather than the middle east by the exploration in the North Sea.  

However, due to the previous events the British government has been exposed to a hard 

economic situation which made them ask the international monetary fund (IMF) for a loan three 

times due to the increase in the budget deficit of the country. The IMF conditioned that the British 

government must reduce its public Sector Borrowing requirement. The goal of the British 

government was to reduce public borrowing and at the same time not to cut the government 

expenses, as this was impossible for the government to do and the second this was not to increase 

the taxes on the people, so the government found it profitable to sell the shares of the public 

companies’ assets decrease the expenditure and increase the government revenues at the same 

time. The government implemented the privatization program of the British Petroleum company 

only in 5 stages from 1977 until 1987, while privatising the other oil and gas companies in 4 

stages the overall privatization program was implemented in nine stages and boosted 8.5 billion£ 

to the British treasury, (British Petroleum, 2022c). Today British Petroleum company is 

considered to be the third largest oil producer company in the world.  

British Petroleum company can be improved and the company could increase its spending 

on technology, Research & development (R&D) and make many new explorations and 

agreements with other countries, as the profits of British Petroleum were $12.86 billion, and this 

profit could increase with the increase in the oil prices today due to the successive political 

conflicts happening in the world. However, the company will need to do many efforts to be more 

competitive in the market and to achieve first place from Aramco which has a profit of $110 

billion, so competing against this huge company is not an easy thing and will take time.    

The studies showed also that market failure has an impact and effect on the SDGs by 

decreasing the employment rate and making people’s life harder which led to a decrease in 

economic growth, which is affecting specifically goal eight (Decent work and Economic growth). 

In nutshell, allowing rival businesses and customers to gradually move the market closer 

to equilibrium can fix market failures. Markets always strive for equilibrium but never quite 

achieve it. This is due to the limits of human understanding and shifting real-world conditions. 
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 Appendix 
 

Table 1: Revenues and costs of selling British Petroleum shares 

Source (Hoopes, 1994) 

 

 


