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INTRODUCTION 

The developing countries are today engaged in the gigantic task 
of rebuilding their economies and solvine massive problems such 
as the elimination of poverty,  raising of living standards, equi- 
table distribution of incomes, and self-reliance«    These tasks 
which are quite clearly of an enormous magnitude are being tack- 
led by the adoption of a variety of national strategies which 
obviously differ from country to country, depending upon their 
historical background and their social, cultural and political 
environments.    Developing countries are using a variety of in- 
struments to achieve their strategic goals«    These include di- 
rect    governmental programmes, private enterprises, cooperati- 
ves and public enterprises«    The extent of the growth of public 
enterprises is of course influenced by a variety of considera- 
tions,  ideological and historical, but    irrespective of the va- 
ried environments,  it is now clear that public enterprises have 
emerged as a major instrument of national growth and national 
policy.    These public enterprises cover a diversity of economic 
activities, infrastructurai, public utilities, heavy industry, 
consumer goods, transportation and communication,  trading compa- 
nies, and a range of public services.    The success or otherwise 
of the growth and development in the developing countries would 
consequently largely depend upon the effectiveness of these 
public enterprises and the manner in which they are conceived 
and managed. 

The problems involved in the operation of public enterprises 
are those which arise out of the emergence of governments and 
public authorities  into the world of business«    The classical 
principles which have guided state activity are no longer valid 
in the complex world of business and commerce.    There is there- 
fore clearly the need for creating a management philosophy, a 
management style,  for the running of public enterprises if they 



are to discharge efficiently the wide responsibilities placed 
on their shorMers. 

This paper does not eeek to provide a comprehensive coverage of 
all the many and variti, management problems which face public 
enterprisest nor will it attempt to make any %iX cathedra*prono- 
uncements on the subject.    The paper has a limited objective 
of highlighting some of the major and critical issues facing 
public enterprises which it is  hoped    will assist in    a    mean- 
ingful and purposeful discussion based on the cross fertiliza- 
tion of ideas and experiences  from the developing countries. It 
ahouid also be noted that the objective    of the expert group 
meeting is confined   to those public enterprises  which are ope- 
rating in the strictly industrial sector.    While  it. is ray view 
that  it  is not really possible to understand  ^he problems of in- 
dustrial public enterprises without comprehending the total pic- 
turn of  the public  sector activities, our concentration will  lie 
specifically in the problems which arise in tnis area. 

The views expressed  in this paper are base! on the wr4 ter*s per- 
sonal experience as  a public enterprise manager in India and as 
a civil serv   .t closely associât   1 with the pia    ing, monitoring 
and evaluating of public enterprises.    I'he writer has also had 
the privilege    of exchanging views and experiences with collea- 
gues  in developing countries    at workshops    and seminars orga- 
nised  by UND-0,   the Asian Center for Development Administration 
and the  International Center for Public Enterprises in Develop- 
ing Countries. 

T3R ROLE AND RATIONALE OF PU3LIC SECTOR/PUBLIC ENTERPRISES 

As a starting point  it would be desirable to ask ourselves  how 
and why public enterprises are created.    The origins and gene- 
sis of public enterprises and the objectives set  for thsra cer- 
tainly condition the solution    to their operational and menage- 
rial problems.    An analysis of the origins and genesis of public 



•nterprises in the developing countries would show that th.y 
«rise from six sources, namely 

through inheritance fro* former colonial resines, 
through historical eventualities, 
throueh conscious acts of nationalization, 
through acquisition by négociation and purchase, 
through take over of 'sick units- of private enterprise, 
throueh state entrepreneurship. 

It is rather important to identify the origin    of a public en- 
terprise as this origin makes a deep impact on the nature of 
problem faced,  the style of management, and the goals and ob- 
jectives.    The nationalization of private industry,  for inst- 
"ce,  may be accompanied by a statement of the reasons for natio- 
nalization and the national goals sought to be achieved.    But it 
is also accompanied by the take over of current problems and 
managerial styles of previous owners.    In the case of state en- 
trepreneurship   we    write on a clean slate.    The take over of 
sick    units by definition states the problem to be faced. 

The orieina of public enterprises are one thing, the objectives 
«re quite another.    A survey -ade by the United Hâtions, Divi- 
sion of Economic  an-i Social Affaire, in 1974* analysed the va- 
rying motivations of developing countries in establishing pub- 
lic enterprises.    One thing is evident from the survey.    Olear 
and unambiguous declarations of Stat, intent are not always avai- 
lable.    Quoting    from a paper presented on the public enterprise 
situation in Brazil, the report states that the growth of public 
enterprises there was "according to the conveniences of the mo- 
ment without a previous formulation of policy,  defining or li- 
Oitinn the fields  of their activities».    On the other hand, 
there are cases of clarity;    an example of this is the Arueha 
Declaration of 1967 where the United Republic  of Tanzania stated 
the objectives of the public enterprise system as follows- 

* Organization, Management and Supervision of Public Enterprises 
^Developing CountrieB( 8T/TA0/H/65i Uniced HationS( Naw rork) 
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"a) to achieve economic .justice by controlling the principal means 
of production, 

b) to ensure the wellbeing of all citizens, 

c) to prevent the exploitation of one person by another or of 

one croup by another, 

d) to prevent the accumulation of wealth which is inconsistent 

with the existence of a classless society". 

It was in pursuance of this declaration that the Second Develop- 

ment Plan of Tanzania launched a massive expansion of public en- 
terprises. 
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In India, an attempt was made to define the position more cle- 

arly in the Industrial Policy Resolution of 1948 

and 1956 which specified areas reserved for public enterprises, 

areas where both private and public enterprises will operate, and 

areas largely left to the private sector. It was in a sense an 

attempt to define the parameters of a mixed economy. 

Although such declarations and policy resolutions are not always 

available, a study of the specific reasons civen on each occasion 

•for setting uj public enterprises ->r conscious drcisions for na- 

tionalisation, would seem to indicate a common thread of thin- 

king in the developing countries, quite naturally associated 

with their developmental strategies. The motives and rationale 

of public enterprises which thus emerne take on the followinc 
pattern: 

1. the adoption of a fully socialistic model 

a desire to manage and control stratecic sectors of economy, 

the necessity of providing the economic infrastructure, 

to control and mañane the "essential services", 

to control the "commandinj heights of economy", 

to manage and control "natural" monopolies, 

to under talee tacks beyond the capability of private enterprise, 

to provide a competitive element to private industry, 

to develop backward arcas, 

to stimulate the advancement of weaker sectors of the economy, 
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11. to increase the availability of essential consumer goods, 

12. to generate full employment, 

13. to pioneer technological development, 

14. to generate foreign exchange earnings, 

15. to stimulate agricultural development, 

16. to commercialise activities traditionally run as government 

departments. 

It would be seen that the attainment of some of the above stated 

objectives musu necessarily give rise to the entry of the State 

into the industrial sector. It is my proposition that the effec- 

tiveness of public enterprise management would be greatly facili- 

tated by a clearer identification of the specific objectives 

sought to be achieved by the public enterprise system as a whole 

and by individual public enterprises. The issue for considera- 

tion, therefore, is - is such an identification always available 

and are enterprises entirely sure of what they are called upon 

to do and is it not a common occurence that enterprises are asked 

on the one hand to discharge these social objectives, and judged 

on the other by tne classical commercial consideration«? 

THE PUBLIC GECTCR GIIAIS IN INDUSTRIAL ACTIVITY 

I note that the expert group meeting will examine the contribu- 

tions to industrial growth made by public enterprises, theBe 

being presumably measured in terms of investment, output, employ- 

ment, exports, and other quanitative indicators. While I do see 

the significance of figures which would give us a clearer pic- 

ture of the trends in developing countries and the growing share 

and importance of public sector activity in different economic 

fields, it is my view that this should not remain a statistical 

exercise. It is of far greater importance to examine the quali- 

tative aspects of growth and the character of the public sector 

intervention. Let me take a simple example. In India, the pro- 

duction of chemical fertilizers, nitrogenous, phosphatic and 

mixtures, is in the mixed economy. There are both public and 

private sector fertilizer plants. The share of the public sector 
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in quantitative terms has now risen to 60¿ and this percentage 
is 6rowing every year     as        future investments are being made 
in the public sector mainly because of the enormous capital in- 
vestment costs in modern fertilizer plants which are far beyond 
the investment capability of the private sector (a 900 ton ammo- 
nia plant linked to a I300 ton urea plajit requires today an in- 
vestment of approximately 300 million dollars).    The critical i- 
ssuea I would like  to pose in such a situation are: 
- what is the comparative efficiency of the public enterprise 

plants vis a vis the private enterprise plants (capacity 
utilization and input / output  ratios)? 

- have the public enterprise plants pioneered self-reliance 
in technology? 

- how profitable are the public enterprise plants? 
- have the public enterprise plants developed marketing stra- 

tegies suitable to an aGro-industrial  field like  this,  parti- 
cularly in stimulating the  efficient use of fertilizers  by 
farmers with better agronomic  methods? 

Another example is   that of a    monopoly    situation such as  the 
petroleum industry in Iran.    The kind of questions which arise 
in such a situation  are: 

- has the monopoly    position     in any way adversely affected the 
efficiency of  the system? 

- has  the public  sector utilised  the monopoly position to 
achieve economies  in the cost of production? 

- has  it meant better planning of future  investments and bet- 
ter distribution of oil products? 

- how do the operations compare with similar operations in 
other countries? 

Accepting the validity of the philosophy behind public enterpri- 
ses, policy makers  and public enterprise managers must pose is- 
sues like these to  themselves as part of a courageous self-eva- 
luation process. 

1 



THE QUESTxGN OF INTER LINKAGES 

It oust be recognised that public enterprises do not work in 

isolation. Even if they are extremely well managed and become 

"islands of excellence", they are unlikely to be effective be- 

cause they are an integral part of a wider scheme of things. 

The model, Appendix 1, shows graphically the position of a pub- 

lic enterprise within a complex constellation. The interlinka- 

ges involved are between public enterprises inter se, between 

public and private enterprises, between public enterprises and 

national institutions and between public enterprises and over- 

all national plans and strategies. 

The first and major linkage is between the enterprise and the 

total national strategy. It is presumed that public enterprises 

in the industrial sector are working within the frcsework of a 

declared national industrialization policy. This presumption 

may not always be justified. Developing countries are, fortu- 

nately, becoming increasingly conscious of the necessity of 

formulating an industrialization strategy within which the com- 

ponent activiti**«? car fi M a j.oç;ical place. Such a strategy 

would involvej 

a declaration of long term objectives, 

an assessment of strengths, weaknesses and opportunities, 

a calculation of the resources available in terms of raw 

materials, money, technology and personnel, 

an exercise in priorities, 

an exercise in optimization, 

and in mixed economies, a clearer delienation of the roles 

of private and public sectors. 

The preparation of such an industrialization strategy would nor- 

mally fall within the province of national policy makers and 

planners, but with the growth of industrial public enterprises 

there is a pool of professional and technical talent available 

in the public sector system to assist the planning process* The 

individual public anterprises should, on the one hand, link 
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thenselves tu future  thinking, and on  the other  uand conduct 
their current operations in harmony with the  industrial stra- 
tegy. 

Within this system,   the industrial public enterprises have  close 
interlinkages anonn themselves.    We  often find    that the outputs 
of one enterprise become the inputs of another.     In this context 
very difficult problems arise about supplies,  pricing policy, 
and.  the dependence which one enterprise has  on another.    There 
is clearly need  for establishing between the  industrial enterpri- 
ses  a much greater decree  of coordination than exist  today.     A 
very interesting exemple of auch coordinated  planning arose   in 
the  fertiliser  industry  in India.     It  was found  that in many 
plants there were situations where the ammonia units were  func- 
tioning but the urea units  had broken down.     In other plants at 
the  same   tine   there  were problems  in the ammonia units but   the 
urea units were  functioning well.    Because of the  interdependen- 
ce the entire plant  in either case came to a standstill.    A  sys- 
tem has been evolved,  of tank waggons  to carry ammonia from plants 
where they c^n    be produced to o*her plans wher*  they can be 
converted  into  urea.     The  net result  has been a considerable 
improvement  in the optimization of the  total  system.    When wc 
speak of  interlinkagea between the industrial public enterpri- 
ses,  we cannot  fordet  that  the interlinka^e moves deeper to  o- 
ther public sector undertaking^ not described as  industrial  u- 
nito according to UNIDO terminology.    A classical example of 
this  is public  enterprise power plants which can hold the  total 
industrialisod sector  to ransom if they do not  function to capa- 
city. 

The  interlinka^e between the public and private enterprises   has 
a different flavour.     Here also there  is a necessity of defini- 
tion and  coordination.    While there are often competitive situ- 
ations,   the more  familiar pattern in mixed economies is one  of 
complementarity.    Inputs  of public enterprises  often come  from 
private supplies and vice versa.    It is being increasingly 
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realised in such situations that the traditional hostility bet- 
ween the two sectors   is totally counter-productive. 

Allied to this question is tuo relationship of public enterpri- 
ses to small scale industry.    One would like to assume that pub- 
lic enterprises would be pioneers in encouraging and fostering 
the growth of small scale industries and indeed there are some 
good examples of this sort - the ancilliary industries supported 
by the Hindustan Machine Tools in Bangalore.    But of late a ra- 
ther distressing development seems to have occurred.    Small scale 
industries are often being placed in a competitive porition to 
large public sector industries.    I feel that the Japanese eco- 

nomy which has  created a very cooperative»modus vivendi»between 
large scale and small scale industry holds some very useful les- 
sons for the developing countries. 

The interlinkages deacribed above are within the national scene. 
There are today increasing possibilities of establishing inter- 
linkages among the public enterprises in the industrial sector 
in the developing countries on an internationally cooperative 
basis.    The recent Joint investments made in f e ASEAN region 
for establishing oil refineries,  petro-chemical complexes and 
fertilizer plants is  a case in point.    The basic idea behind 
such a cooperative effort is that a small country may not have 
the market to support  an optimum sized plant.    Common markets 
and joint  investments  seem to be  the answer.    Another form which 
the international interlinkage can take is within the new TCDC 
stratecy.    Public enterprises can extend a helping hand to each 
other by sharing their specialists and experienced managerial 
staff to mutual benefit. 

While I have described  the interlinkage situation in terms of 
the entities which are interlinked, one must also recognise 
that there are policy interlinkages.    Major questions arise in 
this context: 
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are the operations of the enterprises linked to the national 

goal of self-reliance and technology? 

in what way are the enterprises helping to conserve and de- 

velop local natural resources? 

are the enterprises contributing to the export effort and to 

import substitution? 

what role are the enterprises playing in building up a pool 

of cadres for the further industrialization of the country? 

PROBLEf-B AMD ISSUES IN PUBLIC ENTERPRISE MANAGEMENT 

Many o.f the issues which have earlier been raised are directly 

connected with the central theme - how are public enterprises 

run, how efficient are they, what are the constraints to better 

performance, is there a need for developing a special managerial 

philosophy and style, and most critical of all, how are they e- 

valuated? The ultimate test of the rationale of public enter- 

prises will clearly lie in their performance. Public enterpri- 

ses oannot lone survive on ideological slogans or vague claims 

to be discharging social objectives. The responsibility for as- 

sistine the r^o^ress of growth ari development S-plies that the 

heavy investments «ade in public enterprises are worth while in- 

vestments, that the goods and services which they produce and 

sell are of high quality, that they create a feeling of satis- 

faction in the minds of consumere and citizens. 

Obviously in this skeleton paper it will not be possible to ana- 

lyise in depth the variety of managerial problems facing public 

enterprises. Appendix 2 of this paper is a model indicating the 

public enterprise management cycle. Ve may perhaps devote some 

attention to the critical points in this cyclei 

The_ P1 armings t age 
AGGumi.ng that the objectives of the enterprise have been clear- 

ly stated and that it is adequately interlinked with other com- 

ponents in the system, there is an underlying need to create a 

framework of corporate thinking within the enterprise. The 

> 
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preparation of long term corporate plans which are now being at- 

tempted b;- industrial public enterprises is en exercise in fore- 

casting, planning ^..UUú: growth, establishing priorities, and 

seeking a capital investment philosophy and methodology. Impor- 

tant issues arise out of thxs line of thinking: 

are policies stable enough to enable public enterprises to 

prepare long terra corporate plans? 
nave the necessary skills been developed within the enterpri- 

ses for this form of planning? 

how are capital investments made - are they accompanied by 

properly conceived feasibility studies and project reports, 

is there an intelligent choice amongst competing investments? 

what are the considerations involved in making a capital de- 

cision - are they commercial or are the techniques of social 

cost benefit analysis being used? 
is there adequate professionalism in the bureaucracy for making 

capital investment decisions? 

After investment decisions are taken, the enterprises enter the 

most difficult stage of project construction. Adequate attention 

is not paid to this stage and Shis is clearlj one of the weak 

areas. Here are some issues: 
has a professionalism developed of project management? 

are the standard tools of PERT, CPM and other methodologies 

used? 
do projects suffer from time and cost overrui»? 
how are technologies selected? 
how is equipment procured? 
are the effic encies assumed in the investment a reality at 

the time of commissioning? 

After commissioning, we   reach the core stage of day to day mana- 
gement.    This involves the classic functions    of    financial ma- 
nagement, production management, materials management, marketing 
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management,  maintenance and personnel management.It is a common as- 
sumption that   unese  managerial  disciplines are of «he same nature 
irrespective  of whether the enterprises are publicly or privately 
owned.    There  is a certain prima facie plausibility in believing 
that a steel  plant  or an oil refinery have to be professionally 
managed in the classical manner irrespective  of who owns  it.    We 
are finding by experience that  this view is too simplistic and a 
number of interesting issues are  beginning to crop up: 
- in financial management, what is the nature of pricing po- 

licies and how is money handled? 
- in personnel management, what precisely is meant by saying 

that the public sector is a model employer, and is there a 
move towards participative  management? 

- in marketing, are there not special responsibilities of pub- 
lic enterpris3S to ensure a more equitable distribution and 
to bring goods  and services  to rural areas? 

- in production management, what about the conservation of raw 
materials and  the use of domestic supplies? 

I am raising these   issues because I think that it would be worth 
while examining whether the traditional schools of management 
ai:ned at industrial  efficiency and commercial profitability are 
entirely suitable   for the environmental  circumstances of  public 
enterprises.    There  can be little dispute that productivity,  ca- 
pacity utilization and the optimum use of all resources  should 
become  virtually a religion in public  •-:;! f. crises and there  is 
no excuse for what   is often seen - wasteful  inventories,   inef- 
fective  use of working capital,   inadequate systems of maintenan- 
ce and very sad to  say, confrontation situations between labour 
and nanacement.    Conceedinc that  the standard  factors of effici- 
ent management are  needed,  there  is a plus  factor in the manage- 
rial philosophy and style of  public enterprises v/hich we will 
have  to  looi:   for. 

Evaluation_Ph2£2 
Private enterprises  having relatively clear cut objectives of 
survival, growth and profitability, are not difficult to evaluate« 
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The share!.older will Judge tht performance of the enterprise by 

the dividend cheque which he gets every year. What of public 

enterprises? In the context of the multidimensional objectives 

we have discussed and the frequent conflicts between these ob- 

jectives, standards of judgements tend to vary. This situation 

arises largely because different interests tend to view public 

enterprises from different ancles and make different demands. 

Appendix 3 is a model which indicates the separate interests 

and what they demand. Unfortunately a sophisticated evaluation 

methodology in these circumstances is not yet in sight. An inte- 

resting attempt to meet the situation is provided by the social 

accountancy system in Yugoslavia. While of course this system 

is intimately related to the whole environment of self-management 

in Yugoslavia, there are some interesting lessons to be drawn 

from SAß, particularly in its attempt to quantify the achievement 

of social objectives. It is my view that the starting point of 

the problem is at the entrepreneurial and investment stage. If 

at this stage there are more specific declarations of what the 

enterprise is supposed to do, of what it is expected to achieve, 

what policies it would follow, is it expected to make profits, 

is there a subsidization element, if there is clarity at this 

early point, there will be clarity at the evaluation stage. If 

not, and this unfortunately is the current situation, the evalua- 

tion process is anyone*s guess. 

ORGANIZATIONAL AND INSTITUTIONAL ARRANGEMENT! c 

A great deal of attention seems to be paid to the externalities 

of the legal and organizational aspects of public enterprises. 

There are those who believe that the proper legal structure pro- 

vides an in-built insurance policy to success. Thus there are 

arguments about which form is the best,- departmental underta- 

kings, public enterprise companies registered under the National 

Company Law, or statutory corporations established under parlia- 

mentary enactments. There are further refinements such as hold- 

ing companies, sectoral corporations, multi-unit companies, and 
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so forth.   A country like India provides an example of the uti- 
lization of all these organizational- forms,    A sur jy made some 
years ago by the Bureau of Public Enterprises  in India revealed 
that there was very little connection   between the outer shell 
of organizational structure and the inner reality of high per- 
formance.   There were efficiencies and inefficiencies in all 
these formal structures.    The answer would obviously have to be 
looked for elsewhere;    not in legal structures but in the rela- 
tionship patterns and    environment    for performance.    The issues 

involved would include: 
is there an adequate autonomy conceeded to the managements 

of public enterprises? 
how is this autonomy balanced by accountability? 
what are the systems of appointment to top managerial posts? 
how are the professional cadres trained and motivated? 
what is the extent of commitment, involvement and participa- 

tion in the system? 
is there an atmosphere of confrontation between labour and 

management? 
is there cooperation or conflict between the public enterpri- 

ses? 
what is the degree of understanding, professionalism and ma- 
nagerial sophistication exercised by the bureaucratic and 
political levels vis a vis public enterprises? 
what is the nature of the auditing system - is it propriety 

audit or performance audit? 
is initiative encouraged or are the public enterprises beco- 

ming bureaucracies themselves? 
is there a true faith, confidence and belief in the minds of 
public enterprise employees in the tasks in whith they are 

engaged? 

I do appreciate that the issues which I am raising involve a 
close understanding of national environments, but it is my case 
that the search for improved performance in public enterprises 
will lie in these issues rather than in devising patterns, 

ì 
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»tructur«s and organizational 'orme which have no lift of their 
own* 

CONCLUSION 

Tht ranga of iubjacta which la sought to ba covered in tha ax- 

part group meeting la so wida that an issue papar of this sort 

can at bast indicate soma of the significant areas which requi- 

re further research and exchange of experiences amongst develop- 

ing countries. Keeping in view the dominant position which 

public enterprises now have in the developing countries and the 

gigantic taska which have been entrusted to them, the search 

for adequate solutions to their organizational and managerial 

problema can brook no further delay. There would obviously be 

need for in depth studies on specific aspects but it is certain- 

ly a useful starting point to make a broad survey in the first 

instance, if only to identify what is of real significance and 

astabliah a scheme of priorities for the future. 
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Appendix 3 

PROBLEM SOLVING +N THE FRAMEWORK OF THE 

MULTI-DIMENSIONAL OBJECTIVES OF PUBLIC 

ENTERPRISES 

INSTRUMENT OF 
NATIONAL DEVELOPMENT 

..    PACESETTER AND 
^•PLANNER FOR THE 

FUTURE 
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