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ZHENEED FOR STATE OWNED ENTERPRISES

As a historical and a world-wide phenomenon, public
enterprisea are here to stay. Theoretically as well as
practically, they are one of the most effective instruments
for the social ownership of the vital means of production

in a society. In developing countries, where there {5 a
marked absencs of a viable industrial infre - structure,
persistent regional disparities, lopsided concentration of
industries in a few urban centres, and vast under-developed
Qreas with concomitant socio-economijc backwardness ,
iliitracy and poverty, the 1.eed for socially owned, planned,
managed and operated industries has become indispensable.
The scarce available resources can be hamessed and
distributed most effectively through the instrument of public
ownership, particularly, the development of vital industrial
infre - structure without which,atleast with the present state
of knowledge and experience + 80cio - economic development

is next to impossibls,



Save for some isolated Cases, state owned enterprisesg

constitute a large and rapidly expanding Sector of economy

in a majority of countries of the world today, Hlstorlcally. in

the market eéconomies of Western Europe Antervention and
participation generally started wyth public utilities like the pogt
office, railways, inland transportation And monopolies Iike the
tobacco industries stc. With the Passage of time, pubuc
intervention extended to industries connected with exploitation

of natural resources, strategic sectors like r:eel, energy ,aviation
and large scale manufacturing like automobiles etc. In most cases,
the role of state enterprises in the industrial sector was justified
primarily on Pragmatic and empirica) grounds rather than on

ideological considerations,

whelming majority of thege Countries were the almogt non-existent
industrial base, a shaky and self-centered financier class, and
millions of poor and llliterate citizons, In such a socyo -
economic milfeu, Pragmatic considerations played an important
role in the rapid growth of public sector enterprises, In addition,

due to the glaring soclo-econom|c disparities among classes ,
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fdeological considerations also had a lot to do with the
Government policy in this fleld, Orthodox Socialist
Principles of state control of the means of production, of
natural resources, of breaking private monopolics were
urged as justification for increascd state participation in

the process of economic developmont,

The importance of public enterprises as an efleclive
instrumcnl.of cconomic yrowth has Leen recougnised all

around. Their importance as an inutrument of state policy for
promoting and achieving social and political objectives of a
societly is to a larye extent estallished, state enterprises have
made seminal contributions to the development of basic uad
strateyic indusitvics, They have, tws, set in wotion, a
process ot ceconomic growth which would not have been possible
if econé:ni« development had beon left only in private hands,
State enterprises have also been promoted in order to aclx.ic-ve
hnportunt objectives like the development of backward JGreas,
control on prices, breaking of private monopolies and c.vcn

containing inflation,




In many developing countries, the private sector was

simply incapable of finding the required investment or
managyerial and entrepreneurial inputs which are Necessary

to organise and manage large enterprises, such as, steel

and heavy engineering industries that occupy a prominent
place among the state enterprises in almost any developing
country, These industries have traditionally been beyond the
means of the private sector in the developing world. The
importance of these industries in the overall process of
economic development and the strategy for achieving industrial
autarky in developing economies cannot be over- emphasised,
These industries act as a catalyst in material and social
aspects of development. They contribute more than any other
industry to the improvement of technical, managerial, and
professional skills and upgrade industrial technology and
science by stimulating practically all other sectors of economy,
In fact, no country which wishes to attain rapid economic
progress and high standard of living can afford to neglect

these industries which are rightly regarded as the bell-weather

of economic development. The attention paid to these industries
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in some of the developing countries and the resul,

which have Lecn achteved are truly remarkable, The
exuberance of the process of Industrialisation and the
resultant economic growth in all other sectors s, in

larye measure, dye to the development of these industries,

THE PAKISTANI EXPLRIENCE

(A) THL LVOLUTION OF PUBLIC LNTLRPRISLS IN PAKISTAN

In Pakistan the history of state Participation in Industry

goes back to the early years after independence. The first
practical step i thig direction wasg taken when the Pak{stan
Industrial Development Corporation (PIDC) was set up in

1950 as a Statutory Publjc Corporation. Pl was establighed
essentially (o supplement the efforts of the private sector hy
concentrating on Infra-structure and strategic Industries ag
well as by making investment In sectors where brivate Initiative
was not forthcoming ejther on account of the requirement of
huge investment, long gestation, or sophisticated technology,
The Corporation set up industrial unitg in a varjety of
industrics as diverse ag paper, cemont, Lextilos, chemicals,
phar:mu:euucals, fertilizers, heavy engineering, steel,

etc, PIDC aimed at blazing the tray’ for



the private scctor by setting up projects in difficult ’

or unpopular fields and then disinvesting them to the »
private entrepreneurs, The Corporation was also used as

an instrument for achieving other socio-economic objectives

of the Government, e.g. balanced regional development

through setting up of industrial units in remote and backward

areas that would not attract private iavestment on economic

grounds .,

1971 marked a new era in the maetamorphosis and growth of
public enterprises in Pakistan. The new Govemment which
came to power in the wake of disintegration of the country
profes:ed a progressive philos .phy and proclaimed its
determination to form a new society by bringing about basic
reforms in all walks of life, The beginning was made with the
industrial sector, where soon after takiny over power the
Govemment promulgated on Ist January, 1972 its first major
plece of legislation namely, " Econom’ : Reform Order, 1972",
Under this legislation 10 basic industrics were resarved for
development by the public sector. The existing units in these
industries were taken over from the private owners for ’

management by the state. Thirty two industrisl units, as



diverse as cement, fertilizer, special steels, engineering,
rolling mills and foundries, refinery, automobile agsembly

plants, and chemical plants were taken over from the private

sector,

All of the units were not, however, .operatlonal. Some of
them were in the initial stages of construction. These units
were put under the control and management of a Board of
Industrial Management (BIM) neaded by.a F ederal Minister.
The Board of Industrial Management existed side by side with
the Pakistan Industrial Development Corporation, which
continued to be responsible for the industrial units initially

8ot up ag state enterprises under its own ausuvices.

Meanwhile search startqq for an organisational model which could
be adopted for the public sector in Pakistan. The Ita_lian system of
managinq state enterprises was found to be mist suitable and a
set-up, modelled after IRI, was acdopted towards the end of 1973,
The BIM was organized on the lincs of private industrial and
commercial houses and was allowed to opcrate free from Government

interference or controls even in areas like salary grades or
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'purchaunq and contracting procedures., The Board and its
units were allowed to operate as private sector organizations
where ends justified the means. The Board consisted of 3
members each for cement, chemicals, steel, and heavy
engineering. The Chajrman of the Board was the Federal
Minister which enabled the Board to function almost without
any control {rom other agencies of the Guvernment, including

the administrative Ministry .

The decision to adopt the IRI ( the Italian modal ) for the
organizational structure of the public scctor enterprises led

to (1) regrouping of the managed or taken over units and PI1DC
companies /projects; and (11) emergence of sectoral corporations
as holdiny companies. The units were yrouped together sector-
wise, that is lo say " the taken ow:'r cement factories” and

“"the PIDC cement factories" were put under the State Cemoent
Corporation. The taken aver and PIDC companies in the heavy
engineering field were grouped under the State Heavy Engineering
and Machince Tool Corporation and 50 vn, PIDC was retained

as state Corporation for the ' cesidual' scctor but had to give

up most of its companies in favour of other sactoral corporations .




All sector] cerporations including the PIDC were placed

‘ under the oara of industrial Mdnnue‘monl. TI'nis reorganization
‘ was complcted around March, 1974 » when the following
secloral corporations under the BIM came into existence:-
1) Federal Chemical & Ceramics Corporation
2) Federal Light Enginecring Corporation
3); National Fertilizer Corporation of Pakistan
4) Pakistan Automobiie Corporation
5) State Cement Corporation of Pakjistan
6) State Heavy Enjincering & Machine Tool Corporation
7) state Petroleurn Refining & Petrochemical Corporation
H) Pakistan Industriql Development Corporation
o) Pakistan Stoel Mig arporation
A service corporation 'hd.mnly. «ne National Design and
Industrial Scrvices Corporation was ualso 5ot up to provide
caonsultancy scrvices to these xc.orpumuuns.
Mceanwhile, a separate Ministry of Production with the mandae
~: o manage the publi. sector enterprises had come into -
g existence. 'l'his Ministry was headcd by the senior = most
,
¢

|
f
|
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Minister in the Federal Govemment, indicating the
importance that was attached to the state industrial sector
by the then Government. Unlike PIDC, the sectoral corporations v
were registered under the Companies Act, the normal law

governing the industrial and commercial enterprises in the country,

The taken over and the PIDC companies were transferred to these

Corporations by a special piece of legislation. The new

organizational structure of state enterprises fn Pakistan had at

the base the individual companies with their own chief executive

(Managing Director). These companies were grouped sector-wise

and were placed under the care of the sectoral corporation whose

chief executive was designated as Chairman. The sectoral

corporation was entrusted with the responsibility of planning and

implementing new projects in the seclor in addition to managing

the existing units placed under its cire. The sectoral corporations

exercised control over the units as holding companies and the

Government's investment in the basic companies was channelised

through them,

At the apex was the BIM. It was made responsible for overseeing

the proper operation of the Corporations ,and through them the

units. The Minister for Production continued to be the Chairman '

!
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of the BIM whose member: atp was effectively expanded

to include all Chairmen of Corporations. The erstwhile

members of the BIM except the Member (Finance) became

the Chairmen of the relevant Corporations. The Member

(Finance) continued to perform the coordinating role in

financial and corporate affairs. ile was also responsible for
putting out consolidated quarterly and annual accounts and

to act as a liaison between the Corporations and the financing
Institutions. The Ministry of Production was supposed to

overs.ee the operation of the BIM and the public sector as a

whole. In the initial stages, the functional demarcation between
the role of BIM and the Ministry of Production wos fuzzy, Due

to this, a certain amount of overlapping was inevitable on

a-count of the fact that tI - Minister for Proc ction was also the
Chairman of the BIM, Absence of clear cut delineation of roles
resulted in o kind of parallel authority. With Lhe passage of time,
however, the Ministry of Product ion became the ultimate
administrative auth ority for the BIM, the (Jorporutloﬁs » and Lthe
state enterprise units, The BIM, as a tier in the chain of command,

in fact became redundant with the emeigence of sectoral

corporations. It failed Lo play an cffective role and became
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merely an extension of the Ministry of Production. The '
public sector functioned under the above organisational
pattern right upto July, 1977 when another change of

Government took place in the country,

B. [MPACTOF PUBL:C ENTERPRISES IN THE INDUSTRINLISATION
OF PAKISTAN

Let us stop at this point and think about the impact of public
sector in the process of Industrialisation of the country both
in pre-1972 and post-1972 periods. As stated above, pre-
1972 period was characterised by public sector performing a
complimentary role. The philosophy at that time was that the
main vehicle of industrial development should be the private
sector and the state had to ntervenc only in areas where private
sector was unable or unwilling to come forward, In the long
years when this strateqgy was the main plank of the economic
policy of the Govemment, the total investment in the private
and public sectors right from 1947 upto 1972 amounted to
Rs.13,090.3 M.and Rs.l 343.2 M -respectively. In absolute
terms this appears to be small. Viewed in the context of the
slize of the economy at the relevant time and the availability

of investment funds in the economy as a whole,it appears to be

sizeable. K
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The Private Sector witin all the CCowugeieitt , inceatives

and support made available to it by the Government, succeeded
in establishing relatively simple industries characterised by
Quick retums and high profit margins. Only in very few cases
did the private sector venture into relatively sophisticated

fields like cement, refinery and fertilizer, the last in
collaboration with a foreign multi-national. In the public

sector also, the PIDC started with relatively simple industries
including textiles, paper, pharmaceuticals, and chemicals.

It was only in late sixties when it took up the sophisticated
ventures in the heavy engincering and steel. The PIDC projects
in these sectors were, however, In thelr injtial/trial operational
stages and were far from being oul of thelr terthing troubles
when the new government came i oow e Lowards the end of

1971, The major coniributior of PlL_, however, was development
of expertise and skillsin the field of plauning and implementation
of projects and to prepare a hard core of engineers and

managers as well as highly skilled workers, who would, in time,

provide the hasis for further development,

The overall picture at the end of 1971 did not inspire

confidence . Both the private and public sectors had made their
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contributions but not adequate enough to start the

process of rapid industrialisation. Their particular fatlure Y
was primarily the lack of emphasis on strateqic or infra- '
structure industries, and in this particular aspect, the

industrial landscape looked both scanty as well as

gloomy.

The Industrial reform of 1972 started with a lot of fanfare

but, in the event, fell far short of its promise, Private

sector was driven away, not only from the industries reserved
for public sector under the Economic Reforms Order, 1972 but
from all other industries as well. The burden of industrialisation
was mainly carried by the Public Sector. In the {ive year

period 1972-77, private tnvestment in industry amounted to
Rs.7,044.4 M. 'The figures of public sector investment in

the same period did look impressive at Rs.9,309.7 M. However,
most of the projects which claimed this investment suffered
delays and subslantial cost overruns. With the notable
exception of heavy engineering sector, where two major projects,

one in Speclal Steels and the olher in Hteavy Forge and oundry,

most of the other new projects were in various stages of




construction in mid- 1977, Many operating uniis also
did not come upto expectdatiors and several of them went

into red, facing serious financial problems .

The rcasons for this rather dismal performance of the

Public Sector are not fur to seek. The nationalisation of
privéte sector units in 1972 was not well thought out,
Several units were unworthy of takeover by the State by
virtue of their small operation. Many of them were not
organised on sound business lines, and some of them

'werc already in the red. Lmployment opportunties and
other patronage available in the form of agencics and permits
relating to the products of thesc enterpriscs wore fully used
for political purposes, thug seriou:ly impaiiing the functioning
of thesc enterprises on sound business lines. Most ol these
enterprises were accordingly in a state of disarray when

the Government fell in 1977,

(C)  PRESENT SITUATION, TUTURE PROMISE , AND
SOME RECOMMENDATION

Pollowing the inevituble ro-appraisal of the situation by
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the now Government, the industrial policy has L.:en modified

to encourage private sector to play its due role in the process of N
industrialisation. The Government has also given a categorical A
assurance that in future no industrial unit will be nationalised

without proper compensation and that it intends to concentrate on the

exlsting public sector units to make them viable by improving their

operation, rather than setting up more units In the Public Sector.

The Government has also decided to abolish the BIM and to reduce

the number of sectoral corporations. These decisions will be

implemented in the new financial year and the organizational

structure of the public sector will then consist of the operating

units yrouped under appropriate sectoral Corporations, which would

report directly to the Ministry of Production, In this arrangement,

the sectoral corporations wil. play a pivotal roi.. and the success

of the experiment will depend dhec;tly upun their performance. The

Corporations will have fulfledyed Board of Directors. Private

industrialists, technocrats and Govemment officials will be

nominated on the Boards of the Corporailons. At the unit level also,

Board of Directors will include Dircctors clected by private

share-holders. Maximum opcerational [rcedomn and minfmum
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Interference by the Governnient is intended to Le
provided to these Corporations and the units subject,

of course, to the requirements of accountability,

The Corporations and the units will continue to function

under the umbrella of the Ministry of Production whose

sole mandate is the Proper manegement of these pubic

sector enterprises. The Ministry of Production provides
policy guldelines, carefully avoiding interference in the
operational matters, The public seclor culerptises, however,
are also subject to the discipline and constiainty imposed

by other Government Ministries + particularly the Minfstries
of Industrie;, Planning and Finance, In this rospect the
pubiic sector enterprises are on Lhe same footing as private

sector industries .

Notwithstanding the less - than - satisfactory performance

of the public sector in the periad upto mid - 1977, it is

destined to play a pivotal role In the process ol industrialisat jon
of the country., The private sector has limitations of investment

funds and entreprencurial and manayerial capabilities to handle large
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projects. Several high technology and high

investment areas will continue Lo be beyond the means of
the private sector for the foresceable future. The public
sector will continue to shoulder the responsibility of
"blazing the trail" and showing the way for the development
of basic, strategic and heavy industrics. It is important,
therefore, that public sector receives due attention and
support from the Government and the pcopla. Without a
dynamic and active public sector, the process of
industrialisation and consequent economic development

will lag behind,

'™n this context, let us Ir~k at some of the " »portant
prerequisites for a broper -climate for the yrowth of public
enterprises., I'irst and foremost, 18 the sustained
commitment to the concept of state patticipation in the
process of industrialisation. Inspite of the below -
expectation performance of the public sector cnterprises,the

country remuins strongly committed to {he concept of
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state enterprises as an instrument to accelerate the

process of ecconomic development. The second prerequisite

is a sound institutional framework for the setting up,
operation and management of state enterprises. A new

pattem is developing fn the country after experimenting

with several 'models’'. Third, the manpower base, both

at the blue collar and managerial levels has to be stiengthened
‘and properly oryanised, The public entcrprise must provide

a career to its employeeé and open up even top-most
appointments to the people from within the enterprises. The
grooming and development of industrial managers of all
levels, fully committed to their respective areas of
specialisation . mist be undertakrn with maximum mobility
within the State Enterprise system. In the last analysis,

it is the quality of men In an organization that determines

the quality of the organization and its effcctiveness and

no effort is too great to develup the human resource to roalise
its highest potential in the interest of the organization and

vice versa. A progressive, dynamic and forward louking




management team is the surest guarantee for the success

of an enterprise. Fourth, insulation of state enterprises

from interference - as distinct from accountability - from \
outside superior Government agencles. The performance of

the organization should be judged on a periodic basis with
reference to its corporate objectives such as turnover, costs,
profits, success in research and development activities,
expansion, technology transfer, new products and new markets,
export performance, etc. The total climate should be that of
trust and confidence leading to optimum utilization of the human
and material resources of the enterprise to its full potential.
Lastly the state enterprises must receive adequate support from
various Government agencies in the initial staaas of thetr
development. Internaily they should compete on equal level

with private industrial units in the same sector, but they must
be protected from unfair competition from imports. This is a
sensitive and controversial area and much can be said on both

si des, both on economic and ideological ygrounds. However, it

{s important that the state enterprises must be given due

support by the soclety in order to enable them to achieve their

full potential.




(D) CONCLUDING NOTL.

The above are some thoughts based primarily on the
experience with state enterprises in Pakistan, The

state sector in this country is still in ity infancy and

will take time to rise to its full stature. Bauned upon the
socio-economic realities of the country, there is no
denying the fact that it {s destined to play an increasingly
important role in the process of industrialisation of Pakistan,
It has the basic prerequisites for coming up to expectations
e.g. plentiful work force, adequate managerlal and
organizatjonal skills, and encouraging social blas in its
favour. It is hoped that the next five years will see this
sec.or laking raoid strides .a ils march tuwaru, its goal -
viz accelerating the pace of economic development in

Pakistan.









