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Perforr-'rce   7." virovo'-eH   of Public g,r".^or   Trdmlricn  in 

Vixcd V,r,o":0' v Cou'^riíT. 

A.      Introduci ion: 

The ijitorn.-.iion -.1  delato on  the  rolo of the  public rector in 

economic develop-cr.t han coined intensity in  recent y our a.     1+ 

in rccorni :',ccl,  th-:>t  certain development object i vers cannot bo 

achieved by freewheel in~ private enterprises alone and few Govern- 

ments porreen the  inr-tru-'ents of channelling private industrial 

activities towards the achievement of r>c~e of the objectivée of 

national priority. 

Because of the viriu?]. abronco of indirect  -echrrip-n of controj., 

Governrcnis have  cita^+cd  to develop the »-ccessary  industrial initiativen 

on their own and arc row freed vdth  the pcculirr  problems of public 

sector industriel ~ir.acc-ent in rixed econo-ier,   where demand factors 

are of pri'ary irport ance in de^errinir.c success  and fnilriro and w-ero 

the graduai  fulfil rent  of ,.n  econo-ic role -  into  which the enterprise 

grows -  is dependent  upon the co-pat ibi li ty of  ltp offer with the 

unchonnellcd rcquir^-cntp of percor.s and institutions in poaression 

of the purchasing i-v-rer to represent  the tìe-and. 

Sorre of the objectives of public sector induntry involve n. rore 

equitable dist:-ibi>iio,. of ¿oods and services precisely to those, who 

do not have the purchasing power.    Other objectives involve contri but ion« 

to a public c^od   (such an irr prove;;-, en t  in infrastructure or of the 

educational uyeter)   for which the  ^arket forcea have since lon/î bten 

put out of effect in rany countries. 

•    In particular General Assetrbly Resolution 32/179 of 19 December 19771 
the Resolution of the  Industrial  Développent   Itoard at  ite 246th Plenary 
Meeting of 26 "ay 197^ and the Resolution of the Economic and Social Council 
at  it« 37th Plenary "cetinc on 3 Au.'Tist 1970.     Soe alno the reportr on  1ho 
Expert Oroun !'eetin4T on the Role of the Public  Sector in the Induotri ali cation 
of the Developing Countries of 1/J-iB "ay 1979»   prepared by IfllX), Vienna. 
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8. 

The following considera4 ion will endeavour to apply the economic 

principle io  public  rector enterprisers accorditij  : o which ito con- 

tribution to  the co-'-urnty -  i.e.   the consumers individuell and 

collective,   present and future requirement g - rügt be  rreatcr, than 

tho cost of the enterprise  to  the  naire nor—unity. 

Where-r: the. c.onrm^crs -  if adequately educated -  and also the 

inter-cd'ary producers <">nd distributors - v;ill be able to deterrine 

"•osi of their prese, I and r-.iny of their future requirements, collective 

requirement o are normally represented by collective organs, be they 

centralized or decentrali/.ed.     As they do not only regard  economic 

strength - f°r instance expressed  in terre of purchasing power - 

but aleo corrunitarian  principles - in particular the equitable 

distribution of basic  products and  service:;,  it  is necessary    - in 

order to'uphold the economic principle rentioned above - to assign an 

economio value alno to those public sector activities wh ch are deei&ied 

to provide n: 

- better di stribu+i on of incoro and the 

- achievement    of certain public Roals. 

The following proposal  is rrade to present a concept on how this 

Mould be put to effect  to achieve one of the •ain  topics of the ongping 

international discussion of public  sector industries: 

- Better perforrence ìrea sur errent an a basis for  improving 

the econorúcalness of public nector industry. 

The Profit and Loss State-ent; 

Profit and loss statements in the private sector carry as their basic 

message the existential question on  the econo-ic viability of the oorpany - 

which cannot continuously incur losees without boinc doomed to disappear. 

Profits are distributed,  losses '"Ust be compensated.    Tho profit and loss 

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

*    The terr reflecte a co^pror.ise.     Ttn reaning ohould really be "respect  for 
tho economic principle",  whioh -neans that the created value rxxat be 
higher than +he value consumed. 

*Jh 
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the intake or co- pennation of the enterprise  is Merer  than itn 

production whicli  in ""Onpiirod  in  the Tor*  of income. 

A second objective of the profit and lone  stato-ent  in a rorc 

or less summary cor pari non of the lpnt  operational  period (ror.tly 

the preceding year)  to other periodo to pr-r-it   a firrt  identi fication 

of Dione cost  find  inco-e fpc.torn,  which have o.iunod n chn re in  the 

overall picture.    "Hieio obrerv.itione will  then  lead to  further analysis 

and discussions,  <-. -rxjor  factor in the  i-proverenl   process of industri al 

activities in  funeral. 

Profit  and Ions  sta* cents - in private industry- do not nor-ally 

provide a co-prchensive assess-cnt of the capacity of the co-nany's 

ranaße-ont in respondinr to -ar!cet requirements with better nyste-s 

than competitors.    Sudden chanpes in econo-ic conditions "ay lead to 

"undeserved" windfall  profits or equal ]y undeserved  losses due to -, 

sudden reshuffling of dcrr.nd priorities. 

In public eector industry,  they do not carry the sarc existential 

meocanc.    mhc Govorn-ent will normally accept the losses of these 

enterprises in the lifrht of their oricn'ation towards the fulfilrent 

of public  fpals.     As the  losses themselves are - wherever possible - 

compensated,  soretires after presentation of a justifying co:—ent, 

•opotirou without,  little further analysis iB -ade.    So 8-nll   is the 

interest of sore Govcrnrents in these statements and reporte, that 

ferrai profit and logo state-cnts often lag several yearn behind. 

Illiquidity situations caused either by expenditure peaks of lare« 

invent-entc or by continuous cash drain are settled by sporadic in- 

jections in the for»- of lonff-tcrr credits,  subsidies,   grants or additional 

equity (in the case of new investmentc for i- stance). 

One of the principal reasons for the low interest  in such statements 

is the frequent fixture of three elerrente of public sector cntorprison 

which are difficult to separate: 
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- The profit principle 

- The dedication to the  public pood and 

- Inherent   (sonetices inherited)  inefficiency. 

When these three elcrentg can not be clearly separated, a profit 

and loas ntatement is neanin^lcss. To neparate these three elements, 

the following procedure    is succested: 

1) Similar to the profit and lose otatorient in private industry 

total incoTC over a year   (exo.lu<îinc C¿overn~ent subsidies,  /grants 

or grant-type credite)  is net against total expenditure.    Thin will 

often result in a deficit - normally identified a3 o loes in private industry 

2) Kn Cfì+i-a+e in +>^cn rade of the total expenditure of tho corpany, 

which can be -ore or lesr clearly attributed to the fulfilment 

of the public objectiver: and which is rot compensated throuch 

inoone derived fron nor-al opera+ions  (s-\lcs, etc.).    This figure, 

which chould take into account all the various costs related to 

the fulfilrent of public objectives, -ay - for various reasons - 

be increased by a frail overhead -ar,<nn   (lo-2(X').     It is then 

inserted in the statement  as inco-e fror     the nation or the Government, 

independent of whether the  income han already octually been 

received or not.    The Government in turr. will carry the ne,-e figure 

in    its own books as an obligation of payment  (reduced of course by 

the transfère already rade). 

3) Althoufft the total deficit   fi cure rentioned above will serve as a 

pillar of orientation,  allowance should be rrade for clearly un- 

desirable expenditure,  which should be identified on the expenditure 

•ido of the staterent as either a one ti"-« loss  (for instance full 

depreciation of inadequate  installations) or an a productivity 

reserve vrhere an effort will be rade to nave such expenditure in 

tho future. 

The expenditure and incone state-ent of a company producing lean lhan 

it conou-ion would then lcok as follows: 

i—^ 

-•«-  â .  J 
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Kxpor.di+orc! 
(of vrhir)¡:n^r -tro 
doí/nwnrcl ad ¿undent     4 
of which:  product ivily 
recorve in norral 
opcrationn 3## 
Toi.-] 7    ) 

Total 

1C0 

100 

Incoro 
(of which operational ^0 
of which credit a.^ninot 
the public 15) 
Deficit 

95 

100 

The expenditure rtnd  income etatc*ont of 1re  nape company operating 

with a rurplun 1he next year "ay 'hen  look BE  follown: 

Expend it urcn                   110 
(of which productivity 
reserve                          2) 
Stirpi^;» r2_ 

^otal ' iir-, 

Inco-e 
(of which operrvt.ion.il 90 
of which credit   pn»inist 
t ho rubí i e    ?3) 

115 

11' 

It in now i>-port ant  to define 1he various*  itcn under consideración. 

Finit of all, a public rector co-pnny uninr the nupfentcd  type of 

incone    ond expenditure ntnte- cnt,  will  produce  a nurplun,   if it operate« 

efficiently,    "his corresponds ío the economic  principle that the 

ftgcre^tcd value of output   should no*  be  r-al 1er than  the aftpreçatcd 

vnluc of input or only equal to it. 

If it  io crai1er,  this can ror-ally be attributed to either: 

- exaspérât ed running contR or 

- UBclOBfinens of the operation ae  ru<-b either in  part 

(certain r-achir.er; or ir.etallat ionn) or .-.a a whole   (for 

inotance when the wronr- raw ~at cria!   io uoed in the procens - 

ae for instance naphta instead of natural  ßnn for armonia 

manufacture). 

*detailed according to normal   practice 

•* thir total -ust be  defined   to be an hißh or hitfier than the 
deficit 
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Kxafferatcd running costs should be shown aa a productivity reserve 

(with  the  exception of hifh  lalxmr  cost  caused  by   the fiovern-ont' s 

employ crii   policy -  thin  would h.-ive  4o  be  interpret ed  as a contribution 

to  a public  food),  ''he  purpose of unan,;,' rush ar.   ile-   will  serve to 

Btirulate i~provexents and £ive Die  reason  for temporary losses. 

T'achincry or installations  for which -there  is no hope for later 

productive une -  if necessary the  onJ ire plant  -  should be viri + ten off  in 

one  instance to the^r   residual vr   ,      (normally the renale value)  in 

order not  to Mir future perfor arce -easurcents.     Otherwise,  if for 

instance an  irreparable or outdated   fork lift  truck or boiler or 

packa,Tinfî rechine vías allowed to appear ac a depreciation  iter  for rany yearo, 

the negative - and unjustified •• i."'paca  of previous • ant gen-en t would be 

allowed to continue to reflect on  the performance of current -anaßenent. 

The o.T.'TOfTite of productivity reserves ard o;ie-+i-e write-offs rust 

by definition alviayn be higher than any deficits  shown on the incor.e 

Bide of the  ntote-ent. 

'''he operational inco-e of the co-panv ir defined as guch income, 

which is derived fro:- the sale of £0"ds and services, easily measured 

by way of normal account in g practices. 

The contribution to   »he public  good is less easily measurable. 

It   nhould be  sub-dividerl   into: 

- Straightforward subsidies in  line with declared social 

policy 

- qualitative improvements of the public  good. 

To obtain an exact   estirate of the subsidy contribution,  the company 

should look at all of its special  tariff arrant-rents,  first  at those, 

whore it docs not even cover its direct cost   (raw,  auxiliary and -aintcnancc 

raterialn and directly attributable  labour costs  including fringe benefits). 

Est iraton should be nade of the sacrifice in  income attributed to npccinl 

i—wj. 

-J. 
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tariffs, which would not be seen as sir-pic "-„rket splittinc iariffs 

as -they arc useJ nino by  private  induri ry for the purpose of inco-e 

r'fixiri:vil jon   (for  irsla^ec  ctudon+r tariffs  in  private  industry will 

ßlill carry a rrall ",'ir;nn),    The a ount  attributed lo  the oatcf-nry 

"subsidy" should norrrlly be bnsed  on  precise cos-*   fifuxos but   ii 

•the absence of such  fiy^res should  be doter'ined  by an en1 i-aio of 

1hc  subsidy  share  in  specific  producir and  services.     As illustrated 

before,  ihin nubrrdy shore   -ultiplied by the volire of ,^ood« and 

nervi cor, sold at   subsidy rates  should be shown ns a credit  arainnt 

the public. 

Of creator in+cros4   still  ir, the process of est ir atine the  public 

Good created.     In thin connection,   it   is propor-ed to invert  the 

roatjoninß.    Rather than trying to estimate,  which value will be created 

to  society a", a whole by '-ai^tiinin,"   for insirnco labour intensive  industries  in 

otherwise re-ote or urrcoio'ic  locations,  one-  should start with the 

assu-ptiors th.it.  the value created  ir it  Icari   equal to the expenditure 

(which ig not covered by r.o~-rrcial  operation plug subsidy plus 

productivity reserve).    For the sakfi of si-plification,  one will 

then  look "t   thin figure which represents the contribution of the 

oo'-pan.," to the public   "pod or rnods in question  in order to deter i»-e 

whether the effort   justifiée the result.    Should there be ^o Ruch 

justification,  consideration -uct  be  ^iven  to alternativo solutions. 

If it  íR believed  4hat  4he public  purpore  indeed   justifies +he 

expenditure,  the exact  definition of thin pxirposc or purposes v;ill  be 

required. 

One of the rain  benefits of the proposed  nchce lien in the clear 

definition of nationally   (and raybe later   in4ornationolly)   accepted 

term to which the respective expenditure can  be attributed,    rany of 

there terra will be  found  in the national plan.    Putting figuren to 

the expenditures for the respective purposes  (for instance rural 

development, training of skilled labour,  the ntart of national    research 

* Tho «are ansurption in implicitly rade alno in the cane of the sub- 
sidized products and cervices. Here, however, the assu- cd value is 
the product or service sold at  "nor-al" pricco. 
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in specific technological areas,  etc.)   will be very useful  in 

sharpening the ^caning of ihn respective purposes the-,- selves. 

The ron a gc- ont  of the co-pany will have  its ter-s of reference 

fror   the Government.    Vihcn looking at  the respective  expendi4ure3 

it will  propone the proportions in which the expenditure should be 

attributed to the different  object ivo«?   (for instance  4.000 currency 

units to  infrantruc-lural develop-ent,   5.000 currency units to 

the training of skilled personnel  for other industrien and 6.000 

currency units to advance nation?! research capability in a given 

field -  if mich research ir, not part  of the co-pany'n regular 

operations an.vwny). 

I'avinp identified the eontribu-Hon to the nublic  food  in clear 

terrs and quantified the respective ite-s,  the corrpany will then 

insert-these terns and  figures in ito expenditure and incore statement. 

linen  looking at the various annual  state: enis of its public  sector 

industries - which are of course elaborated in cooperation between  the 

industry and  the co-ordinating bodies - the Oovcrnrent will  soon note 

a tendency of recurrence of ter- s for practically all  such state-entc 

reflecting its own sta+cieots of national priorities. 

It could be assured,  that  n nel   of about  n do-/en development terr-s 

will cover rest of the public purposes pursued by public industry.    The 

figures,  which will be  attributed to  each of these terrs by each cor.pan;/ 

(in sore countries there are oeveral hundred publicly owned "ediur 

and large-scale industries) can then be consolidated - regionally, by 

sectors and nationally. 

A corprehensive and derailed assessment of the load carried by 

public  sector industry can thus be made    and decisions oan subsequently 

be taken regarding cost and benefit of each of the public goods pursued. 

1—vi 

j_j-   J 
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The exercise wi1! etili becorc roro "enrunrnTul,  if those fiaren 

ire then consolidâtcd with and cv-parod to ei~Jl?r expenditures by 

other Govern-en +  institut er. (rinictricr, auto^orous bodies such ao 

resopjfch instituios,  schools,  etc.). 

Alternative solutions - for instance with respect to rural 

dcvelop-cnt  v;hcre subsidies are ßiven,  industries created .-.id roado 

and railways arc built - c?>r bee*  bo considered v;hen one h--is an 

ertirate of the cost of each and a way of assessing the benefit - 

whioh  shall  not  be disrusccd hero. 

Perfor-aice "casure- e-t+ of public sector industry on ilie barin 

of expenditure and  inco-e  s-iator-eM.s will have a roat  nti- ulatin^ 

irpact on the overall discussion of development  concepts  in a country 

for the purpose of opti-i ::irc dcvelop-rent  policy throuch a process 

of contiguous i-proverent of the co-binptjon of 4hc various expenditures 

devoted to the pursuit of the different  roals. 

C.   The Une of Iodines _ in Perfor- ance Evaluât io::: 

Whereas private industry r.orra.lly considers the year end financial 

stntcnnt -i.e.  the balance shee+   in combination with the profit   .vd 

lone otate-'cnt - as the basic for~ of a r a-ia/^r ont reporting ayate"-, 

public sector enterprise had traditionally £ivcn leaser to no i'porlrr»cc 

to these year end accounts.    The precedine propocal in intended to 

render public industrial  accounting rearin^ful by the use of the 

instruments listed:    One tire write-offs, open declaration of productivity 

reserven and the introduction of an iter "Contribution to the Public 

Good" into the incore side of the incoro nnd expenditure statement, 

Another method of performance ^eamirercnt equally applicable to 

private and public sector industries in the une of performance indices. 

Since rany of these indices relate to efficiency aspee*s of 

operation, each public sector company could and should rely as ruch 

-.J- 
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ar possible on  tho ronil-r co-pil.~t ion of a  not  of indices to 

determine the   productivity of +hc various production factoro 

(labour,  equi p--e^t ^  or of vxrioun  functions such as purchasing, 

production,  warehousing or "-rjrketing. 

Indices - even r-orc than financial   statements - are  instruments 

for comparison.    A net of indices elaborated at  year end,   for inetance:- 

- shoes produced per rroduction worker 

- tons of outnut of pesticide per installation or 

- purchasing discounts divided by purchr.ning department 

cost or 

- days of r-erchandi re sunply  in average   stock or 

- advertising cost  in percent of pales 

deriven its vrlue fror co-parison,  and exclusively frorr  that. 

First,  there is  the co~parison of different operati"g periods 

of a company +o each other.    Trends: beco-e discernible,   encouraging 

develop-enti mnear "ore clearly,   undesirable  develop"erts can be 

di3giiiBed and corrected. 

Second,   and nore  ir partant,   there  is the  comparison  between co-penieo 

which operate rore or less in the same field.     All inter-co- pany corparinone, 

however,  carry some bandi earn, which - although r any of these car:  be turned 

to an advantage -    rust b5 clearly recognized: 

- difference in the size and the  rix   of  production  factors 

between companies   (sore are -ore capital   intensive than others): 

- difference in organisational  structure   (sore put. e-phasis 

on cheap purchasing and   -ass production,  others on high 

level narket appeals; 

- difference in  productr and services offered; 

- differences of a national,  geographical   or clinatic nature» 

- difference in the terre used  (labour nay rean only direct  lfibnur in 

one case, all plant labour or even all   people erployed in .-mother 

oaee). 
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Vfhcre.-indifforenr.cn in  the nature     of -the  onterpricea oficn ^ive 

in+pj-c-tin^ inni "h''<~. into  the viability  of alternative nporoarhor: 

(for i^cta'icc labour intenrivo induntrici could bo r\r. rood nr: capital 

intc'fivo   industrie~,  r: vil  "odule-type  o per," t ion n an cood an lar^e- 

BCalö  plinto),  di ffcrr.ncen  in  1he --eanir. ^ of the  +or n uned .ire 

u^dopirabie and ~aK: intcr-co-pany co-parinon difficult. 

T"* v;i\l be nocernary to co-o to an internat ion,->i rcr.o~-endat ion 

re^rdî^ô the interpretation of ter"3 used in •'ho prcpar-iion of i^diccn. 

An international ncrcre of intcr-co-nany co-oarisor nhould alno 

reco'""e,r,d a limited get of indices, which trill provide .1 • axr u~ of 

inforr*fl'*'*0n on  industrial  perfor-mcc. 

(Vice the tci-'B have been defined and the respective indice;? selected, 

inter~<?°~P''v\v co-pnrinon nnould start  on  an  international  basis in the 

for" of  n fiorviec to tho^e  public  industrial enterprises,   which vnnt 

to participate in  the schec by supplying their o;r  figuren and thereby 

obtoi^i"^ accenn to the fipires of other  participating co~p.?r>ies.    The 

cervice  "OU-ld be offered on  a co-plctely confidential basis. 

It   heg been   surrcßtcd  in the recent   UMIDO -eetinc when discuseinft 

the pcrfor~r.ri.ee  evaluation of public sector enterprises,  that  productivity 

of sue*1  en"tcrrricer! could be reasured only Hirou.^h work study.    Although 

work ntwd-V is useful,  it  ir norr-ally per for-ed  by specialised outciderc 

to the  companies and it v/ould be extremely a~bitious to cover all public 

Bector   c^terprines in developing countries v/ith  individual work study 

a88ißn^ents' 

Inter-corpany comparison - and the  production of -eanin^ul 

Btatis"*-*00-! data on specific  industrial   nectorn - •'ay have a "ore 

imredi»*0  impact . 

This is because actual  conprrironc are normally rore challenging 

thnn individual analysis.    Equally irportant, however, is the fact, 

that an   international exchange of data can be 

*    Onl.V   indicée with a relevan! -caninr nhould be selected.    Overlap nhould 
and  could be avoided by the une ofrulti-variate rethodo. 

«• fhorC  arn ncvcral hundred public cector cntorprison in no-e countrien 
aP opposed to very few work ntudy professionals world-wide. 

I—V- 
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inplercnted than a world-wide endeavour to introduce work study ^othodn 

in all pub]in sector enterprises. 

D.      Justifica4ion and  Incentivos for Public Accountability« 

Since public sector enterprises normally consu'-e public rcnources 

the public - nor- ally represented by the Covem-ent  -is entitled 

to accountn on the une of trosc resources.     Jt has been  suggested by 

none, that  in addii ion to the normal type of supervision,  public rector 

enterpriser"  should  he supervised by a cupre- e auditing body,  the 

function of which would be to "cintai«  a detai'ed  financial control 

of the co-pany'g operations.    The purpose of audit in(- is often seen 

exclusively in the avoidance of irregularities. 

The r-ain ádvantap: of the company's books should,  however,  be 

seen in *hc capacity of efficient con+rol   syste-s to assis*  i:  the decicio*»- 

Takinj process,    ""he r-sin r.-isor. d'S+re of proper accounts aril index 

fifjurcs is,   therefore, their usefulness to -ana gèrent.    Vlhenever 

r«£ular audit ine of co~panies is ir pier er.J eri,  it  should be tailored 

around the rain  purpose  of accounting:     to be a ran avèrent tool      Avoidivnco of 

irregularities    »rill then be a surplus  iter  rather th.-n the principle 

result of the auditing activities. 

Only »rhen the - easurc: ent of porfor- a":ce will  have thus been -ade '-cpnirg- 

ful to the co-pany -anauront  itself,  there will be a positive incentive 

to use the respective i.iforration.    Pcrfor ance -casure-ent should be 

rrade in such a way,  that pcrfor-ance i-prove-ent becomes alrost the 

natural consequence. 

A si-ilsr reasoning applies to the assessment of the contribution to 

the public  sood -ontioned earlier.     A oor-pany,  which will have deter-i«od 

the exact purpose of its   (non-profitable)  operations in discussion with 

the Govom~cn+   (for instance »rhe+her -oat of this should bo rural 

development or rather training or cenerai transportation,  infrastructure 

or a fixture of all) will justify -ore e-sily its various protra-en 
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than a company which sirply runo deficits in pursuit of an undefined 
public purporo. 

E.      Oonclun^onn: 

It ia attcrnted by this paper to eortribute to the discussion of 

one of the speoific proble-a of public industrial enterprincn, which 

openly or i-plieitly hovers ovor —uiy    of the interrrtional con- 

tributions "ade to the subject:    The specific question of performance 
evalu~tion of public r.ector industry. 

Without new norrs in this aren,  it will Ve difficult  to  focus on 

the role of public sector industry r\s Buch,    "anrge en4  trainine should 

be done in line with establichcd norrs of public Accountability - and 

will re-ain floating without such nor-s.    The nor-s the-selves ~ust be 

designed in such a wny that they encourait self-eortrol raJ>-cr thai 

burdening -"anaserent with bureaucratic exercises, which are of little 
to no use to the ronaßtrert activity itself. 

It is also atte-pted    to surrest new areas of activities for inter- 

national organi za+ ione in brindine about  prnct ice-orient ed suintions 

and wherever possible a growinc consensus in creating an international 

*»r-iinolocy for the discussion of perfor-anoe of public sector industry 
in line with the requirements of the countries served. 

I—w¿ 






