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The eclabli hnent of 1eve onternriov. o cenerad b activated b the cnecial
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[47]

perye Jcorm cha copcider tron of tae financial o dieies
of putlic rexalzelvrin: entorrrive. o frece lrsues winy he orouped under four

mAajor herclngo, noageaelys

a) Copitel structure nd linanoine
J Capitri budeting
¢) Pricin; volicien

Froi .t —~wi ofFiciency (viteris

for 1mproving eftrcicncy i b o cwretions of rublic manuinotericr onter, rices
nave been forrulited cu Leptomertod ot v, egrees of succens. I nany
of =he lasy deviinzed covnirie s el nite colton eeurer way not linve Leen
sdequately desiin d A o tentl g e, eorrcalt sl entoreriae
mancgement are in oroany tnetonean rode’ al o noc dec oo of superviior

sathiority.
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Caf ITal, STRUCTUA it FLNA'CLG
Two major courcer of industri i fisance c1o Domsstic (Jovernment appropriations,

business and Lov .ehold oaviags) and 2xte ral,
€ FAME AL

. .

A. Domestic financius

[

. Irn the aresn ¢ domectic fincnon it 10 noted that canital endowment
come: riivecii Pron nationat pudeel vy atlocctlons, or through ihe
ttericdicr, of tnwvealnernt and develoonent ban'ls, ind.wtrial develop.
nert covpor o tiony el iron oo crorue ]l cnrketn. The endownent mey take
the forco of w0 owlher BU grend s canasi-ecaty nvestment, a loan

capit.t or 4 combiostion of taese,

Q4. In the erpericnee of toe baranor, what are the relative
adviantegns snd Mea vantarer of each of these forms of

dotectic JLooncily VisoAovig boe operctione of nublic

manuincturi iy erterprisee?y

B. MWaers a oublice ertecprice is equipped with both equity—-tyne
ca dtal end loarn ~anitel, whct proportion should one form
of capital be-x to tie olher, snd wioit sheuld be the eriteria

tfor deterniiny.i L proporiion?

C. ‘et Dora doen tue nnticaac budgetory arsropriations (direct
goveryaent firmineine ) bope ead Gho bt oace 1he terms and

conditions ol toae courcs of Clnancing?

2. Tue distinclion betueces Joon ¢ ital aud outrisht gzront is rot
alwaye ¢lear, e:recially an » coase where an enterprise 1s financed

vith o norn-drierest

¢

.10 non-repayabie loan., Lore usual cacses
are wiers jucl o orter rines cre Droianced with loano cnrrying
congulerslls Low r rater of inteveot than the current rate in the

country.

GW.do Doeo v Sermainr see any gustificetion for the provision of
diserirvestory loan capital (1 o eepecially {avourable terms)

to publaic mamifaciiring onterprices, ond 1f so, in what

speci{ic caser ghoald cueh 4 practice be justificd?
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B. Is the Seminar in favour of competition between rublic and
private entervrices for access te capitaif T 50, how does
the Seminar envicope this [(mim of competitior o the 1p
implicelions? IY tie Semi. v s not in favour of competiiion
vhat form of ccor wiotion stould exint Letweern fae two sectlors

in draving on the wveillavie domestie resources?

Auto- finmncing 1o the jlewhing vack of retained earnings o surpluses
of an enterrrise, Toe eoxtont to whick swbo--finaneing ot pubiice
munufacturicg entersrises 1o nnsoible and/or should Le rneouraged
depends on the wature of the enterprise, the level ot provits tnat

the enterpricon are allowed +o accumulite and the portion of the

profite tii+' could e ratuined,

@eAs Acsunin 1ot publie nerufcocturing enterprives are srofit
orientod  hoy deep tie Seminal see the rolatiornship belween

auto--r'inaneing n¢ o oreiit nolicies?

B. In the eypericnee of Larticirants chint are 1le ac vantages and
disadvantiogos 5f anto--Tirancing in relation to both capital
formation ~nd tie necd for mutioncl sllecation of searce

resources In devolonisn ) countrieg?

In addition to Jirect  coverrnnment financic.: -ng auto-financing, publie
manufacturing coter rines mey e 1ovolved in mobilizine domes!ic
private canitol, This wny talie the form of inviting the goneral
public to subsacribe to winoiaty of "l enterpriue's shore ~anital

or to the lowr copit b by rarcliaeing stock bearing a fixed | govornment -
Guaranteed vote < 1oterent, or the ocormrent 1buolf mobilizing
privete capit 1 (Loweohold ond small business savins ) through Lhe
isguance of tonde cnd charmelling dac rroceeds intn specrtie

industrial enterpriger,

Q.h. To what extent have thege nethnds of moebllieiny comestin
orivate ssvings for oublic moanutfacturing anfarrrises been
applicd in developing countries® ihat citfficuitiog have

thiey encountered and whaot nescure of succeas have they

achieved?




B. Wizl svecific recommend.tions riny be considered to assist
government nd nen-gowent of public onterprises in the
formulotion of effective nolicy weasures tor mobilization
and chonnelding of domcstic orivate capitel into nublic

manufocturing 1nvestment?

g It is often stated Lhat invest went copitol 1s in short supply in
develoning countric: . Coupled il this situation is the foct that
many of theue cow toics have not yet fully developed tacir capital
mariets, viach 1n developed counirles asoune respongibility for
Capital "ritiorin:™ to schieve optirius <conomic reiulti.  Conscyuently
public autboritics of develorir, countrics ng-vie overall responsi--

3

bility for capital retironing.

WeAo Iis the abgence of copital narlets to measurs scarcity of
investment copltol ard to sive 1t a 'price’ . what principles
and methods will tae Seminar rocouwncna foer regulating government

N

capitalisstion of »ublic enterprisas?
B. External financing

6. Ixtern:l sourees of induetrial finance consist orn the one hand of
hiloter l ond multilatersl aid ond on the other hand of loans from

N

forei,n privats fainaacial mnstitutions and equity copitrol.

WA, Woat o ore tio vrews of bthe Seninar on tie etficetivencss of
these ~xtorio | sources of firorcelng public manafcturing
enterprisec?  Are these forns of tfinancing complemertary, and

1 so, how does the gemiaar viswilise tois conmp lementarity?

B. Does tih: Sominar tovour one forr or the othier of tiese
extern. 1 scources of financin in relation to ihe baloance

of vormoerts aituction in eveloping countries?

Te  The view 1o generdly oola that there 1u a limited absorptive capacity
of externul indebtedness . far o developing countrics are concerned,

i

weldo Whot 1o U opinilon A oo Seminar on this view?

B. tou could tiv increosing need for external rescirces to
supplenent domectie savinge e reconciled with the limited

sbaorptive copoerty for external indebtedness?




8. Foreign private copitel often toncs the form of cquity covital, loen

H . . - . .

: capital, technienl coll bor-ticn cnd cupplicras’ credite.
i

1

! @Q.A. What are thce vicus of the Doorner or b poosibility of
financing publir weouf-cturing enterorviscs from any or all

of these feormg of Yorcvy praveto Crnoing?

B, Whet ditfficulty 3, 10 w0, ro o marent an cthrocting these
forms of fuinancir, ~ad whot ro-aares could be taken at ooth
ende to resclve these diflioulirer =nd therety gtimulate the
incraagscd flow of forcign private ¢ opit 1l wnto puilic

manufacturing enterpriscs?
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CAPITAL BLIGLTLIG

The conecpt of enatal vudict:pe irvelves tiree main clem nts, nanmely:

the objective of the enterrrice, sairces of funde ~nd uscs of funds.

In 1t lrond scusc, coat | budgeting nav incelwie both iong-tern and short.-
term movemer i of <11 fuans o tne enterorioe, wiile inononorro sense it
may oo lTosited to the jroccas of danning nd coniroiling the long-torn

movements of and:.,

WA, Wit clements oy vt lerv dinto nceount v plannirg ihe long-term
movemernt ot funds sy o bl o ronul eturing enterpriseY  Hov are

these fand movemerte affectod o tie cpeeisl ebjeetives of

manuficturic,  rtoveor oo 1 tie ublye cector?

B Are the teerpaguos of it budgceting for ublie manufacturing
entersrices cifforent Tre those of  oravii entorprises? I sc,
whe t rre Uhe bowge datteronocr 7 e 0 ot can tnose ditforences

bc attreibul o

Capital budgeting o Pubiie boraf turing Detorpriges v cosentinl for
the jurpone of oonhititinge et v coatrol, for cnsuring prover nd

adequete {everootbing, of formnei o L rocuiren mt, ‘3

' for onhancing ctfective

mana{ ricl controgp,

QeA. How is mmtoriag conirel of ubly nenufocturing enterprises
effected *ryvwch eroare] Tadgotn:? Whoo tyne of inlormation
should Lo presentod in order to moke or pito] budgeting an cffentive
ingtrument of retional erononde ploaang?

B. Or whot rrineaple vhewld o cubinie oniee rise bud; 2t be constructed

L oruer to ocnlove s flcetive toncgeritl control?

In 1t adveneed form o cnterprise buaget based on isolrtion of certain
Moot corerant ond bac catimetien of wnit costs aould very well scorve as
anoanstrament of effective ciagerisl control. Such o budaet bocores a

jwrfnntgfaljguygj.Vn'nxxus of vaael an enterprise oy regularly mecsure

—— =

v puantrtative terms the degree of ile success or foilure in the performance

of 1t: unsigned tnaka?




&-A. At vhot stoge will the introduction of periore.nce budgeting in
the opurotinng of public muouf cturing cnterprices 1o Loveloping
ceuntries Lo consioeered crpropriate, ol oot ot et o cenontand

preredulsito s to be iatroductron of oueop ayet.om?

4. Pablic manufwcturing crnterpric o o oft o s d o) 0101 aby etives waich

in turn offeect thely goure .o of fincne s aed 150 o duootion of rnoar Tunds.

Q.4. How 1s the capit 1 budgitivg orocors of public wooul cturing

cnternriscs aftccted hys

i i) the £ ot tht tiocee entorprices re cxroted 1o glaeve

special cocromre and gocro ] ot yectives,

Y ii) the fret that o 1orge remertion of tlaar t-neinl
requirements is Lrovided by i goveornnest with or withort

(%

cost:

iii) the fret thot all or prrt of thoar opercticnel surplus is
rcturnced to the covernment, which .leo provide subsidics

to cover operntionnl lossoo.

B. Docs the Seminar soc oy difforencer an the mprlication or uascs of
funds witihirn public or orivete entorprises as far o the process
and techiniquen of buageting cre concernced?  If oo, wliet are these
differencoe, nd aow ~ro they roleted to menagericol officiency of

the two tyres of enterpriscs.
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FRICING POLICITS

If a jublic manufcturing niorpr.. opepsten in a fully compuetitive ficld
ite pricing policies will rermotly o0 dictoted by the farces of the mnrket.

To wike o vrofit the entiruric Wil »rve “no¢fasiy its ~onsumery ot

1

prices connorecle cith dhose 0t red by 1o corpetiters. Fer this condition
Yo prove il tho goveornment  3edle b ke otor o precorye the frecdom of the

merkLt, te cacure bt publd

'

cotorrrices o nat cngjoy ony specinl

-

rrivilegee, o te rofrean from duvesing on the publie entorprises, without
~dequs te compengstior ) unrenurovoiave resnencibilitvics from which ihe

private scetor ontorpricos 1 oxort.

QeAs 1o the polic, of Mcompeiition sobting wrices® for all manutacturing
erterpricos (public ond podvete ) dn e some ficlda of or cration a
} 3 i /

sound onv {or devolopin ~ouniri e¢?

B.o Il mot, it dterncdive pelicice wiil the Seminsr rocomiond and

whot e e should to 4ovon to impLomont hosc rolicies?

In gonersl, public panud cturol entororis o 1n dovelorin, countrics cnjoy

o Mouclterod morketd for o runhe 1oof rocsonc: com St

net ooy onre tho only
menufrcturing _riory rices i their cortioul o T1olen, sonotines L
Industricl Heonoin s oyston tonde to freeo ™ 11 dovieion of “he market

ameng; botlh public ad nrivete entorarisee, wd scrctin

¢l oxcess of

cffretive domend over ~otie]

rry

UMY 1 ueh et moro—ar less pormanent
Tscllora? morked! 1. creat .o suck. ity tion tonds 10 crecte the necd
for "administored® price:, clthougl sacn roctioe Len often been

colticised by those whe Coll 7o 1n o fres rerket s ston,

QR.A. Dovs Lao Sopancr consicer "ad dministorad™ rice s neceasary or

unnvold~ble in developing countrics -nd it o, 2t vhat level of
cutiority should such :rices be celermined?
As & omatter of ponoral Jrineipl o, nublic eotorprices in many ceveloping
countrics determine thoir orices by ~duing ar wnapeciricd margin® to

aversge covts. Seme usce MLrport oty vricest oo st ndare, and others

atteoot the applicotion of "morginel cost pricing®




Q.A.

B.

In the absence of a consistent pricing policy for public
manufacturing ernterpriges in developing countries, what
general prirciples wnd metheds of price determination will
the Semirnur recommeni?  (The Seminar may 1lsc cxamine what
impact cuck methods may have on (1) the vperational
efficioncy 1 the enterprise and (b) the national distribution

of resourcer 1n the coonomy a5 4 wholes )

Whut are the craiteris that ought to determine pricing policies
in the different irtustrial sectors, wd what changes 1in
institutions and procedures will the Semir .r consider necessary

to facilitate the adoption of mere rational policiea?

Ik
a3




Panel Document No. 4

PROFIT POLITIZC AN) TFFICIENCY "RITERIA

In order tn revicw the vur, .2 tooues rocod ty prefitaiility and efficiency
of public manufcturing srtepprises e hoa %0 examine ‘the pranciple as te
whether putlic munufacturing enterp "ises shouid ~r should not be profit

motivated.
Q.A. What are the views of the Jerminar cn such a1 principle?

B, If ty their natire some putlic sunufacturing entorprise cannot
be expectot to muke profits whit oriteria should detarmine those

that =hould and thos: that shooid ret e profital

There are 41 ffarcnt types of situtions v which o putlic manufacturing
enterprise may cperated  Lnoan economy where purlic ornterprices rongtitute
the main englne 'or industricl develapment; 1o an economy where poth public

and privite sectors pe more P ess equally tivided, cr oin . ailtuation

where publis muufacturing eatorpPeses piay ~niy o catadetic role.

AT W How ines the re. tive strergth o7 importorce of puilic
manufacturing onterprises in o econcmy 2ffact their operational

pelicies, particnlariy pricorns ot profis policies?

Operaticnal surpluses depernd on both the pricing structure and cost leter-

mination.

QeAe  What clements of cost do public manufacturing e.terprises

take into account i calculaving their profit marein?

B. How are these costs determined and what measures should be
considered fcr improvins cost consciousness in pubklic

manufacturing enterprises?

Efficient «llocation ~f resources means investing where the return to the
economy a8 1 whole 1s greatest. Thie ¢alls for = commen measure ¢f return

on new investmenta.

Q¢de  What mensures can be used to :ssess the cptimim aliocation

of resources to putlic manufcturing erterpricesa?




E. How far in the opinion of the Seminar iz the scttirg of
targst rates of return ~n cyital . oreolistic duvice fop
putl:s manufacturing o torpriss s t wine inte account their

ag L L BOTL cr L igatrora?
. 7 4

Se In many teveiopel “owrtrios pod Vo moanaf cctubing ontorprizes are sutject t:

the “tis-ipline™ of ~competitiong  thus pre fouakility s nct orly expected

but tak.r, 1t leset, @ o T @b uiiere cdy ome eure of Loy e
dove iLping rountriesr omp it ove L titicns ars eithor sco=exiatent or

extromel r amparfe t, y rticulsrly ir thess Lrea of produection v which putine
mar . turing erlelPps 300 tord i gpeds LB Prfit rilit s therefore i@
Leithar corPe.atel =340 00 Loroy norp roeg Pl o Be s A TRRNERY TS AN
Where expectol, (Y oaE et Potely plorred furow o ve g tor providing sclf-
gens el Pegrupces [0F =4 L HL0T did Prespaiiamer P a8 o ortropution B0

gereril capitai-formatinn thy toto ot L T

QoA Toee the 8 minr onaider the aetting o f Tprofitetapgets® for
putine manafwturcrg erterprises o P st g mearngTul
dev e for tlev opit®  Cuntn 't Lf 50, how shouls these

Lapoets Tw omat oud oy wt e T

Be Shouid the »ttunmert - f praf t=targets b ree et aa
masgiro o wnterpries At crency? oo, wenid W ef terpripe
Rt faiid oo mert ite torgets rd sel noTwAmed ta output per

mar te regirted s ineffioiert?

0. ltes the Jemiropr ~criider the pener tion of surpiuses ry public
earuf wcturing ~ tePpr ded | neceRInly ongLno 5T sOUCROBLET
growit, and o f a0, sEat polity Mo sures cruld e recommorded %o
stimul te ond cncour e prefitarility wneng public morufacturing

srterprises?

™
.

Operational losses incurred by putlic mwafacturirg snterpriges re covered
bty » variuty of methoda, iroluding etraght=fors ri subtsidization by the

governrent, interegt=frae inana, waiver of 20PVi e Largss o outatwding

lcans or moratoriwn or loan ropyments, o gy 1 oataer wf o erlaPpriss fuseTiud,
the use ¢f depreciaticn furas, Yo nemmor prPactite L0 T f feve loping
countriea 18 10 COVer whnterprisc .veses Ly sulsi iy from r.tior ol tudget oy
funds .




Wehe Takirg into ccorwt Lhe et bt port of these losnes muy have
regultod fpem mooogrori ol refficioncy, whot rocrmmend-tions may
Fo effeped poorpd e e careanst oo o lor which aursidization
aoy b deitarctely crplny iy cdd st heobntrue cowid he used

- 3 A § . -t e T Y .‘ﬁ
ir reeanativar the merat o7 the sur ooy ®?

i the onvorwe o U cperctoo 0 o, rot prefit or surplus distribution

i3 opevernod by sarvety o procoticar L e rent countriea.

wehe Lwing 1rt et the cftocts of peeiot fiatritution on
worogr et Lo plor e ot porsenne o mer e, Wbt goneral
principien chowos prvore the lrerursemorts of surpluses made

?J ! e s ! e '.’ztf‘ oot APt e TS P}‘!" A 3‘?

fper tion  oPf ooy e meogaret iy e ey bione to defined oblectives.
e e furiire thero o port ittt ive terms oond for
Ceriit i the toar o F me s et o mary Leveid pud countries hove

wiopt oD the devio s P Dogoount Do Plow o Trat=enefir oo loultions.

wehe irnm tre Demyooor cos e vt v proactioor e Yor r il

ertoPpTiy 0 i v e Lo i ot e ot ey bt practie ol

Mo S Pyt Then L T o B et pech tyer Yo anr vl oes?

Be How ol D R e Topre st 08 ookt cuct e cffieieney

"ppef o le" tor pariie mu oL Ctup e wrtesprices Polp odn

vdeont i Fyine Cper Lion L v Fsgor d COrPulting them?
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