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Introduction:

The interr~iion:l debrte on the role of the public eector in
econo—ic dcveloprent has ined intensity in recent _‘.'OELI‘S.* It
is recomived, thst certnin developrent objectives ennnot be
rchioved by frecewheeliny private enterprises alone and few Covern-
ments porsesc the incirurents of channelling rrivate inductrial
activities towards the arhicverent of so~e of the objectives of

national priority.

Becruse of the viriusl akbrenne of indircct —echorisma of contrel,
Covernronis have siarted to develop the recessary industrial initiativen
on their owr and arc row feced with the peculicr problers of public
geotor indusirizl ~anagement in rixed ecoro-ies, where de-and factors
are of privary irportance in delerrining svccess and failure and wero
the gradual Mlfilrent of in acono—ic role — into which the enterprire
grows - is dependent upnn thie compatihilit;s of i1te offer with the
unchannelled reguira-cents of persone and institutions in possession

of the purchasing jwer to rep-esent the demand.,

Sore of the objcctives of public seclor industry involve a rore
cquitable distiribriio. of goods and services preciecly to those, who
do not have the purclinging power. Other objectives involve contributions
t0 a public gmod (auch ams irpwnvement in infrastructure or of the
oducational syster) for which the rarket forccs have since long been

put out of effect in rmany commiries,

® In particular Ceneral Asserbly Resolution 327179 of 19 Decerber 1977,

the Resolution of the Tndustrial Developrent loard at itc 245th Plenary
Meoting of 26 Yary 1978 and the Recolution of the Fcoromic and Sosial Couneil
at its 37th Plenary “ecting om 3 Ausunt 1978,  Sce also the rerorie on the
Expert Croun “Yeeting on the Role of 41he Public Sectior in the Indugirialization
of the Developing Countries of 14-18 *ay 1979, prepared by UMINO, Vienna.




The following consideraion will endeavour to apply the economic
principle to» public sector enterpriges according Yo which ite con-
iribution 4+¢ the co~unity - i.e, the consurers individual and
collective, presert and future require-ents - must be greater, than

the cogt of ihe enterprise to the narc rorrunity,

Wherean the connuiers - i adequately edurated - and aleo the
inter-ediary producers ~nd distiributors - will be able to deterrine
mogl of their prese. . and miny of tiheir future requiroments, collective
recuirerents are norrally represented by colleective organs, be they
centralized or decentralived. As they do not only regard economic
gtrength - for instance expressed in terms of purchacing power -
but also corrunitarian principles — in particular the equiteble
distritution of basic products and services, it ie necessary - in
order to uphold the economic principle rentioned atove - to assign an
economio value almo to those public gector activities which are desipgned
to provide o

-~ better distribution of incore and the

- achieverent of certain public gools.

The following propos1l is rade to present a concept on how this
would be put to effect to achicve one of the main topics of the ongoing

international discusgion of public sector industiries:

~ Beiter perforronce reagurerent as a basis for i~proving

. - . .
the econoricalness of public sector industry.

The Profit rnd lngs Stnte~ent:

Profit and loss state~entg 1n the private sector carry as their basic
magnage the existential question on the ecomo~ic viability of the cormpany -~
whioh cannot continuously incur losses without being doomed to disappear.
Profiis are digstributed, lossec ~ust be compensated, The profit and loss

statement indicatcs,whether the company works economically, i.e, whether

# The term roflectc a co-prorise. Tis meaning should really be "respect for
the economic principle”, whioh means that the created value muat be
higher 1than +he value concured.
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the intake or co~pennation nf the enterprime is bigper than itn

productien which is ~eamued in the for- of incero.

A second obicctive of the profit and lomg sintc ent i1n a rore
or leas summary corparison of the last operational period (rosily
the precedine~ vear) to other periods to per-it a first identifiontion
of thone comt and inco~e fectors, which have cnrused n cha pre in the
overall picture. These obrervatione will then leand to further analysin
and dincuasionn, a ~ajor factor in the improverent process of industrial

aclivities in reneral.

Profit and loss state-emts - in private indvs*ry- de not nor-ally
provide a co~prchensgive asacsc-ent of the canacity of the co~pany's !
ranagerent in responding to -arket requirerentr with better syaters 5
than competitors. Sudden changes in cconoric conditions ~ay lead to ‘
"undenerved" windfall profits or equally undecerved losscs due to - f

sudden reshuffling of derand priorities.

In public eector induntr;, they do not oarry the sarc existential
mescare. The Government will nor—nlly accept the logses of these
entierpriges in the light of their oricn‘ation townrds the fulfilrent
of public poals. As the Josses themgelves are - wherever porrible -
co~pensated, soretires afier presentation of a ustifying cor-ent,
sorctires withovt, little further analysis is ~ade. So s~all is the
intercat of sore Governrents in theme stuatements and reportg, that
forral profit and loss state-ents often lag several years behind.
Illiquidity situations caused either by expenditure peaks of large
investrente or by continuous cash drain are settled by sporadic in-
Jjections in the for~ of long-terr credits, subgidiesn, grants or additionnl

equity (in the case of new invest~entg for i~gtance).

One of the principal reasons for the low intcreat in such gtaterents
is the frequent rmixture of three elerente of public sector enterprison
which are difficult to neparate:




- The profit principle
- The dedicrtion to the public rood and

- Inherent (sometines inherited) incfficiercy.

When these thrce elerents can not be clearly scparated, a profit .

and logs ntatement is meaninglcss. To separate these three elerents,

the following proccdure is guprested:

1)

2)

3)

Similar to the profit and lose statcment in private industry
total incore over a year (excluding Govern—ent subsidics, prante
or grant-type credits) is sct ogainst total expenditure. Thisg will

often result in a deficit - rornally identified as » logs in private induptry

An cetirat*e in *hen rade of the total expenditure of the corpany,
which can be ~ore or less clearly atiributed to the fulfilrent

of the public objectives ond which is rot corpensated throurh
income derived from nor~al operatiors (s~les, etc.). This figure,
which rchould take into account all the various costs related to
the fulfilrent of public objectives, may - for various rcasorns -

be increased by a svall overhead ~argin (10-20"), It ig then
ingerted in the statesent as inco~e fror the nation or the Govern—ent,
indcpendent of whether the incore has already actually been
reccived or not. The Governwent in turr will carry the sa~e figure
in its own books as an obligation of pay-ent (reduced of course by
the transfere already rade).

Although the total deficit figure renticned above will serve as a
piller of oricntetion, allowance should be rade for clearly un-
desirable expenditure, which should be identified on the expenditure
side of the staterent as either a onc ti~e loss (for ingtance full
deprecciation of inadequate installatiore) or as a productivity
rescrvc vhere an effort will be rade to save puch expenditure in
tha future.

The expenditure and incone gtate-ent of a ccmpany producing lesn than

it congumen would then leok as follown:




Expcndifuruc* 100 Incnnc. a5
(of whirhione {ive (of which operniinnal %0
doimwunrd ndiust-ent 4 of vhich credit araingt
of which: productivity the public 15)
reserve in norral Deficit 5
operations Jex
Toln) 1) _
Toial 100 100

The eypenditure and income ntaterent of 1be sa-e cortpany aperating

with a rurplus the nexi year ~ay *‘hen look 25 followg:

® *
Bxpendiiurcs 110 Incore 115
(of which productivitr (of vhich operational 90
regerve 2) of wvhich eredit rrminat
Swrplus 5 the publie 25)
motal - 115 1":

It is now irportunt 4o derine 1the various ite-a under econgidera*ion.
First of all, a public scctor covpany using the suprented type of
income and exrenditure niate ent, will produce a surplus, if it operates
efficiently. ™his corregponds ‘o the econo-ic principle that the
aggrecmted value of output should no* be s-aller 1han the agererated

vnlue of input or only equal to it.
If it ig s~aller, this can ror-2lly be atiributed to either:

- exageerated rumning: costs or

~ uselesmens of the operrtion ag rurch either in part
(certain rachires or irstallations) or ns a whole (for
instance when the wronr~ raw ~ateria) is uged in the procens -
ag for instance naphta instead of natural mae for a~~onin

ranufacture),

® detailed according to norra) praciice

## thir total ~ust be defined to be as high or higher than the
deficit

e e




Exaprerated rumning econts should be shown as a producliviiy reserve
(with the exception of high labour cont cavsed Ly the Governent's
esployrent pnlicy - this would have 4o be interpreted ar a contribulion
to a public food). "he purpose of using ruch ar ite~ will serve 1o

gtirulate i~provementr and gy~ the rearon for ter-porary losnes,

Pachinery or installations for which therce ig no hope for later
productive usc - if neceszary the en'ire plant - should bte written off in
one instonce to the’r residusl ve ,  (nor-ally the resale value) in
order not to biar futwre perfor rce ~easurcrents. Otherwise, if for
inntance an irreparable or outdated fork lift truck or boiler or
packarming ractine vas allowed o appear as a depreciation iter for many years,
the negative - and unjustified .- impac* of previous -anngerent would de

allowed to continue to reflect on the perfor-arce of current ~anagerent.

The arrresate of productivity reserves ard one-+i-e writc-offs rust
by definition rlways be higher than any deficiis shown on the income

gide of the mioterent,

The operational inco~e of ‘the co-panv is defined as such incore,
which is derived fro- the sale of emnds and nervices, eamly measured

by way of nor—al accounting practices.

The coniribution to the publiec rood is less ecsily recsurable,
It should be sub-divided into:

- Straightforward subgidies in line with declared social
policy
- qgualitative improve~enis of the public good.
To obtair an exact estirate of thc subsidy contribution, the company
should look at all of itn cpecial tariff arrangerents, firsi at thone,
where it docs not even cover its direct cost (raw, auxiliary and -aintenance
raterials and directly atiributable labour costg including fringe bencfits),

Estirates should be madc of 1he sacrifice in inco~e attribuied to apecinl



tariffs, which would no't be meen ar sirple market splitding tariffe
ns they arc ue~ed also by rrivaie irdustry for tre purpnsc of inco-e
raxiriczation (for irstance students tariffs in private inrdustry will
g1ill carrr a g~all ~argin). The a ount atirihuted to the enterory
"subsidy" should norr:1l;,; be bascd on precine cost fifures but i
the nbrence of ~uel firurcs should be deter—-ined br an esti~ate of
ihc aubgidy shorce in apceific rroducts and aervices. As illustrated
before, thin suba:dy shore -ultiplied by the valu-e of ,wody and
nervices sold nt subsidy rates should be showm ~2s a credit araingt

the public.

Of greater interent ntill is the process of estiratiag the publie |
tood created. Tn this commection, it is propnred 10 invert the
reagoning. Pather than trying to estirate, whieh vrlue will be ecrented ‘
to sgociety nns o whole hr rairntaining for instrnce labour intensive irdusiriesn in ’
otherwine re-ote or urenonoic locnations, one should start with the
asnu~ntinrs that the valuc crented is at least ecqual 1o the expc‘mh'h,\re‘t
(which ig not covered by co-~ercinl nperations plus subsidr plus
produntivily reascrve). TFor the eake of s1vrlifiertion, one will
then look -t this fimure which repreeents the coniribulion of the
compan to the public ~pod or modn in queonrtian in order to deter ive
whether the effort justificg the result. Should there be ne such

justification, consideratiorn ~ust be 7Tiven 10 al*errative rolutiornsn,

If it ip believed thal +he publie purpnre ivdercd justifics the
expenditure, the cxast definition of thin purpose or purroses will be

required,

One of ihe rain henefits of the propnsed sche-e lies in the clear
definition of nationally (and ~aybe later internationally) acecepicd
terr.n to which the regpective expenditure can be attributed, Yany of
there terrs will be found in the wational plan. Putting figures to
the expenditureg for the respective purpoges (for instance rural

developrent, training of skilled labour, the siart of national reacarch

# The sw-e aasu ption ig inplicitly rade also in the case of the asub-
sidizcd products and services. Here, however, the asswed value in
the product or service zold ai "normal" priceg.




in npecific technolofiical oreas, etc.) will be very useful in
sharpenirz the reaning of the renpective purponcs the- nelves.

The manage ent of the co~nany will have itg ter-s of rcfererce

fror the Governi-ent. When looking at 1ile respective expenditures
it will propone the proportions in which the expenditurc should be
attributed to the diffcrent objectiives (for irstance 4.000 currency
wnits to infrastructural develop-ent, 5.000 currency units to

the training of skilled nergsonnel for other indusiries and 5.000
currcncy unils to advance natior-l research capability in a given
ficld - if such research is not part of the co-rany's regular

operctions anyeny).

Yaving identified the contribuiion to the nublic (wod in clear
terrs and quoniified the regpective ite-s, the corpany will then

ingert  these terme and figures in its exnernditure and incore gtaterent.

When looking at the various annual staterenis of itg public sector
industrics - which are of coursc elrborrted in cooperation between the
industry and the co-ordinrating bodies ~ the Govern~ent will noon note
a tendency of recurrence of ter-g for practicall: 211 such staterents

reflecting its own staterents of national priorities.

It could be agsured, that a set of about a dozen developrent ter-s
will cover rost of the public purposcs pursued by public industry. The
figures, which will be attributed to cach of thesc terrs by ench cormpany
(in sore comtiries there are meveral hundred rublicly owmed ~ediur
and large-scale industries) can then be consolidated - regionally, by

gectors and n-rtionally,

A corprchensive and detailed ascess-ent of the load carried by
public sector industry can ihus be made and decisions oan subsequently

be taken regarding cost and bencfit of each of the public foods pursucd.




The excreige wi'l still becore rore meaninzsful, if these figuren
are then conmlidated with and cn-pared 4o ei~ilar cyperdifures by
other Covern~ent institutes (rinigtrien, autororous bodies such as

reacerch instituien, achools, ete.).

Alternat.ve solutions -~ for instance with renpect to rural
develowcent where nubgidicn are given, irdustries ecrented nvd roods
and railwvns nre built « car hest be connidered when ome han an
eptirnte of the cont of ench and a war of angesaing the bencfit -

vhich nhall not be digeussed here.

Perfor-aice mcanvre-en? of nmuhlic secior industrr on the banis
of exprnditure and incoe afaterenin will have a rost sti-ulating
irpact on the overall discussion of develoent concepts in a country
for the rurrose of opti~izing develap-ent poliay througch o procens
of corti~uous i-nroverent of the co birntion of ‘he varioun experditures

devoied to the pursuit of the differc:t roals.

The Use of Indiacs in Perfor-anee Dvnlustion:

ttherens private indusiry norrzlly considers the year cwd finarcinl
stateent <i.e. the brlance ghee* in co binntion with the profit ard
loss slaterent - ag the basic for~ of a ranrajement reportin- syster,
public nector enterprisc had traditiorally given lesser to no i~portence
to thege year cnd acenunts. The preceding propopal is intended to
render public industrial accounting reanirgsful by the use of the
ingtruments ligted: One tire wriic-offs, open declaration of productivit:’
regerves and the introductior of an iter "Contribution to the Public

Cood" into thc incore side of the incore and expenditurc staterent,

Anothcr method of perféorrance meanurerent equnlly applicable to

private and public sector industries is the usc of perfor~a-ce indicen.

Since rany of these indicos relate to efficicney aspects of

operntion, each public sector company could and should rely as —uch
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ar ponsible on the remler co-pilstien of a set of indices to
deternine the productivity of the varioug production factors
(abonr, cquip-ent) or of various firctions such ag purchasing,

production, warchoueing or -srketing,

Indices — even rrore than financial state-entg - are ingtru~entsg

for comparinon. A net of indices elaborated a2t year end, for instance:-

-~ shoes produced per rroduciion worker

~ tons of outnut of pesticide per ingtnllation or

- purchaning discounis divided by purchosin~ devartrent
cost or

-~ days of rerchandire sunply in averare siock or

- advertising cost in percent of sales

derives its velue fror corparison, and exclusively from that.

First, there is ihe co~paricon of different operatirg periods

of n corpany *o each other. Trendes becore discernible, encouraging
develop-ents anncar rore clearly, undesirnble develor-erts can be

digrised and corrected,

Second, and nore irprriant, there is the corparison between co~pavies
which operate rore or less in the sare field. All inter-co pany corparisone,
however, carry some handicars, which - althoush rany of these ca= be turred

to an adv-ntage - rust b2 clearly recomized:

~ difference in the size and the rix of production factors

between co-panies (rore are wore capital intemsive than others):

- difference in organizationmal structure (sore put e-phasisg
on cheap purchas‘ng and “ass production, others on high

level rarket appeals:
- difference in products and aervices offerad:
- differences of a national, geographieal or climatic nature;

- difference in the terrs vged (labour may rean only direct lalour in
one case, all plant labour or even all penple erployed in another

cage).

-




tthercag differences in the nature  of the enterprices ofien prive
intere~tine inri~ht= into the vinbility of alternative anoroaches
(for instance labour intencive indusiries could be an mod ~r canifal
inferaive industries, 5011 rodule-iype operstions as (ood as larce-
geale plantg), differemcen in the ~canir~ of the ter s used are

wndegiradle and ~ake inter-co~pany co~porinen difficult,

T4 vill be necensary to co e to an intermntional reao~ endntion

regardi NnZ the ivterrretntion of 1er~s used in *he preparciion of irdicesn.

An interratioral schere of inter-co  pwy conariser should alro
3 * . . . . . .
reco-—end a lirited get of indices, whiech will provide a raxi~u- of

information on industrial perfor-ance.

(rrce the ter-s have been defined and the renpective indices selected,
inter-cO™Dany coparison should start on an internntioral basis in the
for~ of & mervice to those public industrizl emterpriges, which want
to part icipate ir the sche-e by supplying iheir ow fimures and thereby
obtpining accean to the fiqures of other perticipating co~pories. The

gervice Would be offered on a co-pletely confidential basis.

I+ hos been susrested in the recemt UNIDO ~eeting when dincusging
the porfﬂr*mco ev~luztion of rublic mector enterrrines, ithnt productiviiyr
of guch enterrriges could be reacsured only 1hrouzh work study. Although
work atudy is useful, it is norrally perfor-ed by srecialired outsiders
to the €Opanics and it would be exirerely a~bitious to cover all public

. »e ) . . . .
gector €"lerprices ir developing countries with individual work study

asgign—ents,

Inter-corpany comparison - and the production of ~eaningful
gtatistical data on specific industrial sectors - ~ay have a ~ore

immediate irpact.

This is becausc actual conporinons are rormally rore challenging
than individul analysis. Equally irportant, however, ig the fact,

that an iniernational exchange of data con be

g O e e e it
* only indices with a relevant -canins should be nelected. Overlap nlould
and could be avoided by the use of rulti-varinte rethods.

## pporc are scveral hundred publie pector cnicerprinop in no-e countrien
as opPMOned to very few work ntudy profesrionals world-wide.
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implercented than a world-widc cndeavour to introduce work study rothodsn

in all public ncctor enterpriges.

Jugtification and Tneentiven for Public Account-hilitye

Since public scctor enterprines nor-ally consw e public resources,
the public - nor-ally represcnted by the foverr-ent - ig entitled
to accounts on the unmc of trese resrurces. Tt heg hoen susgensted by
gorne, that in additinn to thc nor—-al tvpe of supervision, public gector
enterprise~ should bhe nupervised by a sunre-e auditing body, ihe
function of which would be to ~zintain a detzi'ed finaneial conirol
of the co~pany's operations. The purpose of anditin~ is often necn

exclusively in 1ikc ovoidaner of irrerularities.

The main ddvontape of the company's books should, however, be
sec in *he coparcity of efficient control srete~s 1o pemiag® i- the decigion-
rakinz proccss, ™he ra2in roieon d'8tre of oroper accounts and irdex
figures is, therefore, *heir usefvlnecs to ~anrterent. \henever
resular avditing of co-panies is irplerernted, it shculd be tailored
around the rain purpose of accountirg: to be a menagerent tocl  Avoidonce of
irresularities will then be a surplug iter rather th'n the prirciple

regult of the ~nuditing activities.

Only when the r easurc: ent of perfor- arce will have thus been ~ade ~ecening-
ful to the co~pany ~anarerent itself, there will be a positive incentive
to uge the respective iaforration. Perfor-ance r*eanuré"evtf should be
made in much a wey, that perfor ance improve-enti becoes al~ost ithe

natural conscquence,

A nirilar reasoning applies to the asscas ent of the contribution to
the public cood ~entioned carlier. A corpany, which will hove deter-innd
the exact purposec of its (non~profitab]e) operations in discugsior with
the Govern—ert (for instance whether ~ogt of this should be rural
developent or rather training or pencral transportation, infrastructure

or a mixture of all) will jugtify ~ore e~gily itg various proora‘-en
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than o co~pany which airply rung deficits in pursuit of an undefirod
public purpore,

Coneclunionn:

It {5 atternted hr thig paper to oortribute to the digcussion of
one of the gncoific problers of publio industrial enterprinesn, which
openly or i~nlicitly hovers over ~any of the intarrrtional aon-
tributions ~ade tc the subject: The specific quention of perfor-ance
evalu-tion of public reotor induatry.

Hithout new norrs in this area, it will ‘e difficult to focus on
the role of public sccior industry as such. Yansgetent training should
be donc in line with establiched nor-s of public accountadbility - and
will re-ain floatinz without such nor~s. The nor-s the~gelves ~ust be
designed in such a way that they encourare self-cortrol ra‘‘*er than
burdening ~anase-ent with bureaucratic exerciscs, vhich are of little
to no ume to the ronagerert activi:y itself.

It is also atte~pted to surrest new arcas of activitieg for inter-
na‘ional organizations in bringing about practice-oriented suggentions
and wherover possible a growing consensus in creating an international
‘erninology for the dimcuansion of perfor-ance of public gector industry
in line with the requirorents of the couniries served.
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