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FOREWORD

DEFINITION

A public enterprise is an enterprise where the State holds a majority of the
shares either directly or through the interrediary of 1 Jecentralized nublic body.
Its legal stitus may take very varied forms, depending cn the nature of the enter—
prise. In some cases, the State formo o holdine comparyy te handlo the heldings
(majority or ntherwise) which 1t possosses in virious andert kingse, Dxamples of

this are the Jocift& Nationale 4'Investissement in FLadagascar or the ational

Development Carpnrnf},;“ ir. Tanzania.

[t shouid be notod tnt we shall deal here only with public enterprises in a
market economy, for in a sociliat cconomy rrices are usually fixed hy ~ central
authority 1. the light of the concmic ind sceial objectives of the development plan.
THE DIFFERENT CATEGORIES OF PURLIC EI:’;‘ZZTT}"EzlJE.i /

[n differert countries, public enteorpriser are feund in the most varied branches

of activity:

- Financial enterprises: ‘barks, ir .rance “ompanics:

¥

= Public mervices: ‘traraport, posta, servic.i, t lephones;
« Pwers  coal, electricity, nil, atogi® rnerey;

£y

= Trade: marketing toards, apcrt—cxpor’ Hficea;

- Indusiry: b0 thie paper we shall deal only with enterprises belonging to
this zector,
REASCAS ™1 74 [YTERVINT N [% INTWSTH)

Bary saam, &8 “ar be . ted of ths irtervertior ~f the rublic authorities in the
productior grocess.  The 3.m f sk anterventior (s mwilly to maks i for shorti-

COMLAES ik LRe  Fivate sectop, LaFtio lari, wher:
- Ieveataent s <ot 2 fF art,, Lenfitatis fror the privete mector;

- The inreatmes’ fFoquired .3 ‘ay i the firasc ing “apacity of 'he private sector
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- The investment required is within the range of private national savings but
beyond thc financing capacity of potential individual investors, who cannot
manage to join forces;

- Private investors are discouraged (justifi-bly or unjustifiably) by the
political ricks;

-~ The branch of industry in question is of special importance for the nation
(arms and munitions, etc.);

-~ The State nationlizes nn oxisting industry tecause it ic 1n difficulties
(as in the case of coalmining) and employment must b maintained;

~ The public enterrricc is aimed ot the reorganization of an industry (as in
the case of British Steel);

~ The State's action is justified by the need to combat monopelies or to impose

sancticns (as 12 the ~ase of Renault after the Second Yorld War).

Further reascns for 3tate intervention may be found in the developing countries,

where it may be that:

~ The State must empley all the means open to it - especially its capacity to
act as cntrepreneur or sharenolder — in order to achieve, within o siven

period, the targets lald down in the Beonomic and Jocisl Development Plang

~ High~productivity moderu munufucturing technisues con only be applied by
large-~scitle enterprises, but the narkets of developing couatries are often
too small to permat the estoblishment of sever-1l such plants so ns to cnsure

healthy competition:

- It may not "lwuys be possible to allow frec competition by imports on the

domestic market tecause many developing countries are short of foreign

exchange.
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I. SITUATION OF PUBLIC INDUSTRIAL ENTERPRISES REGARDING COMPETITION

Preliminary note: It is only of interest to study the price and profits policies of

public manufacturing enterprises when, an is usually the case, a reduction of prices
implies a reduction of profits. 1In some cases 4 price reduction may lead to an
increase of profits owing tc u growth of demand, but when this is s0, the policy to
be followed is clear becausc the enterprite and the consumer (and incidentally the

Stale) can be benefitted simult~ncously.

Case 1, Where the nublic industrial enterprise is exposed to competition

inter alia on regional development, In this cas., howevor. it s hardly posasible
e et i 2 ' ' +

This competition may come from othor undertakings or from imports. An apparently
monopolistic situation (no competing c¢nterprises, prohibition of imports of the
products manufactured) is often one of disguised competition because of possible

substitution by other goods.

In a genuvinely competitive situation, the freedom of manoeuvre of a public
manufacturing enterprise is very limited, at least so far as price and rrofits
policies are concerned. The example of Renault in France may be citeds  in principle,
this firm cannot have a specific prices and prelits pelicy, because it is in exactly
the same economic positior as any other French car manufacturer, Sometimes, however,
it has acted differently: a particular instance of this occurred o few yuiurs ago,
when, on Government instructions, it concentra‘ed on exports in order to reduce the
national balance of payments deficit, while the other manufacturers concentrated on

the home merket. Renault also has a specific policy of plant lecation, based

to speak of a specific priczs and profits policy.

If the government intervenes in the production secctor in order to promote
economic development, this means that the Statc's activities ae an entreprcneuvr, far

from impeding or destroying the markct cconomy, are aimed sat increasing its efficiency,

What, then, in these circumstances, is the level at which a State enterpricse

should fix its prices?

(a) Prices should be fixed so as to yield a normal return on capital. If there are

other enterprises of lower productivity in the market, it may be concluded that

. their survival is the result of an unhealthy situation which the government is




(b)

aiming to rectify, It is normal, thereforc, that such private firms should
disappear without compensiation, hecause they had had the chance to make their
operations pay. Tt may nlso bo, howcver, thal the private enterprises are

able and willing to redac thelr prices.

The level of profits achieved by 2 public cnterprisc ac comparcd with competing

private firms givos some Ladication of its degroc of efficiency.

o

It may be that o public sntorprisc does not ook 1o make prof'its, howcver, and

in this case the gtructure of priocs ~nd ot demand will oo dietorteds

- If it is accephed that the public wnteroricc does not or iw not ~uthorized
to take adventace of the shift of demand towards 1ts relitively cheap goods
and servicos to incressc itg sutput and thereby «liminnte tts profit-making
competitors, this will lead te the existence of two morket price lovels, one
public and the othor private, This anusval eituntion s pwtified moanly in
the casc of public credit enterprices of limited recourcoes whote function is

to combat exceszive interest rotes chargl by private ontarpriososs

- If the public enterprice 1o tfrec te iners oo 1ts output thre will lewd to the
industrial scctor in woich 1t operatos boinge progrocsively Vrotionalized" as
a result of = scrics of bonkroptere s and liosdetions oy comp tings firms,
Such a sittustion 1s ot gencrally acsieable ) cut ot ray o paetifiad - though

only tempor-riiy — where 7 srcdl maroer o provate firmis ooz Loon maeasing

a monopolistic eituatior, ittt oolution, mosuitiae oot dirarperrance of
the corpeting ‘rivat. cocotory shouwld te oxeoption s wd “noula v oapnlied
only when the crivate cnterpriaes are of SneCioal Ty o ape sogiafly

undesirible,  In normal crrcuwsstans s, 01 U3 lnpeasiole Yoty the  X1@e

tence of twe pric. ievels, while trn srococs of notponslirzation oy the f=ilure
of privite mannt wturore 15 very cestily e cannet, 1rooonoral, b orocommendod
to deveinping countrico.  Copeover, UL onterpoiss whion o dee s not vt ot

- I SN T oem g ooy R + o . N
to mako pro’f it e e the v wo o rrpowvies Por the ety of ot L,

If the productyaty ot o puniie qndustrosl oo rpris oo oW then et U the
competing priv.’ Porms, the opnteotive me aur o % wop ? Faape Ot moin i
profit level wiil oatls the praivat. firvs *o mak 'normaeily high profits,  An

eftort should therefore be made to increase the profitariivcey of th. putlic

enterprice,
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(d) The following situation is nlso possible: in many developing countiries, and
particularly in former British colonies, “holdin.r companivs' hive been act up

with public capital, These holding companies have substanti] titorests in

i

-+

various sectors of the economv., 1Ir hie caso it ma be gustifiod to sell
certain products st hich prices co that soime ot the holdingr companies! activi-
ties crn make nrofits fop tnvertinent in other wetivities, Jore Loy, however,
this policy may lead to abnormn] profits in the privetie suector, und is thereforpe

to be avoided,

(e) In the case of public export enterprises, the policy moy be to obtnin the
maximum amount of forcign cxchange, cven if the corresponding production Acti—
Vities do not yioeld the maximum profit, Margins] tnterpriscs nny be subsidized
to this end, Thus, for example, the Ghanai. Government nationnlised and kept
in operation th. cold mines which were running at -, lesg, Leaving the othoers —

in particular, Ashanti Goldfields —~ in the nands of th. (forvign) piivate scetor,

(f) A public enterprise sometimcs delivers materiale to wnother pulilie snterprise:
for Xample, an 1ron and ste ¢l enterprise ay cwpply she ot stoeel 4o - publicly
owned car factory or shipyird, ~ni th. tntermedin e products iy bLe gold ot
prices below th competitors' srices,  This v e bhat one hreanch of the publie
sector gets prefeoront) ] freatmonts o situation of thie Yune geoms +a cxist
in Spain, where private and semi-putlice pron nd ostool industrics and AU om

mobile factories vxint 5id. by o1,

Primary erterprises oftor CHJLY Various cdventogos sueh ag subsidics or prefercn—

tial loans n order 1o vnsur. the o TLabllity exponsion,

Case o, Wher. :he Eatlic industry | LT Tie hojns rnopoly

Ir this riee, wns SEOadc oo of SR b e e Prbio v antended solely for
the tomestic moarker oA bd Orotoat.d e e ot f0rie b p o Ppegr tmportsz., In princiyp]
PRLC® may vary from MATEL Al pronuet o ooy fheorie providings th HEAV ST IF
prefit | O poly price ), Th POV e s b tind . St ovil B twean the s St
WEich hest surves the PUELIC antoreey ) o te e the thecroetical -ur of w1i publace

anterprises,
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Attention must here be paid to the criterion of the relative utility of various

types of production: somc goods arc regarded as cssenticrl for the necds of the public
or tor cconomic developmert »nd cthers not, Wren the covernment attenpts to guade
the ~consumption habits of the populiaiion 1t 1s ol'fen noecusary to loke into consider-

4bion critorin of utility othor then purcly cconomic criterin, Thus, for cxample:

() £ State tobneco and cignrette monupoly should 5c11 at prices which bring in
maximum profits, because theso products are not cgsentinl Tor cconomic dovelop—
ment or for the henltih of concumers -~ the aim 1o to asccurs the maxinun
revenue for the State budget.  In this cue., pricces ond profits policy coincidcs

with fiscal policy.

In fixing tobaccn -wmid cigarcttc prices there arce many possibiilties open, for
demand is rolatively inclastic and there arc nce possible substitutes. Thus a
rise in prices will nsually lead to =n incrcas: in tho monopely's receipts.
The main factor ruling out cxcessive price increases would be of o gocial

niture: many smokers hove low Lncomas.

(b) On the other hund, povernmenls regard ngricultural and rural development as
indispensable, becnuse the possibilitics of industrinlization arce small or
non-cxistent so long ns cgriculturnl incomen have not atteined o sufficiont
level to provide - adegucte markcet for industry. UWithin thic context, it may
be desirable to crncournge farmers to usce fertilizers, and when thic 1s co, 2
public fertilizer enterpricc should aim ot the lowest possible prices in order
to create the largoest possible morkct (in ferms of volume). If the cnternrisc

makes @ loss, 1t cin be suosidized by the State,

Thug the price policies of public industrinl cnterpriscs may b

(@]

very diffcrent

depending on the utility of the goods produccd,

(c) It has often been pointed out thet if o public cntcrprise hoiding o monopoly
used 1ts profits to finnneo now wnstallations, this would amount to cxploiting
present consumers to cubsidizo the copitel requirements of futurc consumcers.
Nevertholess, this policy may be justified in deviloping countrics owing to
the difficulty of finding finrmcinl reosources outside the enterprisc, cspecially

if the product supplicd 1s not a primc nccessity.
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Sometimes, howevcr, public industrial enterpriscs follow the opposite nolicye
their prices arc low and cneble the privote firmo which buy from them to supply
themsclves cheaply nd makc oxcessive profits, while the public ntorpric.

itsclf hae to resort to loons or Sttt cuvsidics te fin nec it Lnve ctmoatos,

The last two cioscs apply particulorly to Ypublic sirvice  entorpricos such w
clectricity suppliore, but they may also opply to public cnterpricos napulfhetur-

ing intermcdiatce products.

In the casc of public entorprives mwnufeetaring iatermodinte prosucts cars
gshould obviously be tnken not to fovour pruviete ontorprisce unduly »ni the ex-
pense of thc community ns o whole, nd putlic .nterpriscs should sell thoir

products cheap only for serious cconomic and social roocona,

II. PRICE STANDARDIZATION POLICY

The pricce of goods may vary widcly on account of troneport coste, depcending on
the location of the sclling point. To put all consumers on ~n cqual footinsr, the
government may dccide to stondardize prices by making them the seme in 211 ports of
the country (or ot least by reducing the digcropwmeics), so that the conmsumers best

placed geographically pay « surchorge which 1o usvd to subsitdize th othiors,
Such & policy, of coursc, con be applicd cquelly well 4o srivate and tc public
' 1 pp q J I p
enterprises, but governments are more inclined to spply it teo the Luttor,
This policy gencrally londs to a risc in the average prico,
It is sometimes applicd in fixing clectricity toariffe, but exomples can also be
found in industry, as for cx.amplc in Spain, where the public woterprisc producing

paper pulp sclls the pulp at the same pricce throughout the country so ag to compoteo
with imported pulp.




“WDGET DQUILIBRIUM OF PUBLIC INDUSTRIAL ENTERPRISES

Th  cudgct cquilitrium of ~ public onterprisc obviously closely depends on the

s,riscts prico aad preofits policy.

som. eaues, the public nterprisc can only opcrate if it is subsidized by

cot ‘1though the subsidy is not ~lw-ys direct, but may takce thce form of tax

Loy

+ souons or losns ot prolorentinl rates,
bt oan Drazil, whore ainflotien.ry tondencics arce very strong, public scctor

*orrrioos ofton recoive low-intorest lonns, which give them an cconomic advantage.

cubsiliaing o purlic «nterprice bencfits the consumcr, but the community pays

rote sabeidy.

dral o publie onterprise must toke the consumer's intercsts into niccount, it
* ieo otry to inercaec 1ts takings and use 1ts production capacity to thoe best

tyontyn an opdor Lo roduce the nced for Stote subsidios ~s much ng peogsible,

pending on the gituation of =~ public unterprisc, its financing noy take

e nt forma,

1

fro + computitive situction, legnl and fiscal mensurcs making 1t casicr for
‘ vt orprisce to achicv. zelf-financing through high nrofits often cnable
.t tirms to mnke oxcessive profits ~lso. It 1s preferable to rcduce thesc

v nesfite by taxation,

atsopravate onpat el participatos in the financing of now investments by
* hirar, so the Gtote can acsist in the finnncing of » public cnterprisct  when
e oot g not gronting o subsidy, but is participatineg in the capitnl of the

oo orprive prmaast remuncration or mnking ¢ stroightforward loan.

nothe other hond, A public enterprisce holding & monopoly can finnance itself

Somlng tootne comminity for moncy, ond thas cimplifics menngement and financia
tures toth for the Otate and for the onterpricc,
~trontion way we drown to the ot = Cspecially morked in the industrialized

Trioo = that at s often Bh entorpriscs appotring to be loast profitable which
'y e

the public sector, nnd this mikes the sclf=finoncing of investments much

~r Lifticult for cnterpeiscs in this scetor., But here o number of qucstions arise,

sy

a3
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1. Do privatc cnterprises nay the ronl price for the scrviccs o suode

gsold by entorprisca in the public ccetor?

2. Do privat: ont.orprices cctually pry for dl ta. costs which th oy
occasion, frr cx~apl, the oete romultiag frem tne acd to combgt

atmosphcric pollution?

If thesc points wer  loosksd into mope closcly, thia raght fooilitet eomowh o

the financing of investment 1r the public s.ctor,

The pricc policy of n public industrial .ntorprisc should th refor. be guit !

by the following considurntions:

1. The public nterprise chould ~aa b the maximm atilicvtton o %8 cwiot-

ing producticn caproity,

2. The public .ntorpris. should atimul~to curtain typuw nf consumption -t
the oxpens. of others, ~ceording v thawr relativ, atiiity for th

community. This, rnow.ver, 1o primarily o twsk {or the t o wthernity e,
3. The public cntoerprise chould sock to wchivve = oxagum fficiirty.

A realistie pric. policy con ooniy b staklichod, acw vor, @i Jffuiont
information is available on the _nvironment in which the putlic ontorpric. opor b,
including, in particular, dat. or the preseont ol futer situotion an th, industry
in question. If *thosc arc available, the rices wd er 41t nely oy my b booad d d

three different 1 vels:

1. At the luvel of the onterpriscs  *this 1o ususlly too o s with puvlic

enterpriscs cxposcd to competition;g

2. At the level of a group of public cnterprisus, such ~r o holding company;

and

3, At thc government level: decisions at this level arc mostly confinud to
the casc of public cntorpriscs whose production is rcgarded as cssoential

for cconomic and social duvelopment.

In actual fact, thc prices =nd profits policics of public .ntcrpriscs mainly

depend on thc orgemnization of the publis scector.
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