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When organizing the expert group netting on the ro*    of the public 

sector in the industrialization of the developing countries, UNIDO 

put on the agenda an i aportan t probi e» of our day and age which has not 

been fully analysed. 

It is a fact that the public sector is not a new phenomenon in 

the «Odern economy, but its evolution and strengthening are becoming 

so important nowadays that its    effects, as well as the conditions and 

consequences of its operations create economic relations of a new type* 

These influence to a considerable degree the allocation, «f capital, snrich our 

concepts on economic efficiency,  and modify our views concerning the 

relationship between ventures and society.   Whereas we are comparatively 

familiar with another venture of economic significance - trans- and 

. multinational companies-, we have only a fragmentary, less systematized 

knowledge of the public sector«    Moreover, it is sometimes queried 

whether its existence is justified at all. 

All this does not change the fact that public sector is a reality 

of our age, not only in socialist countries, but also in market-economy 

oountries.    As for the developing countries, it can be stated that, 

in general,     ie realization of their -tooio-economic de\  lopment is 

inconceivable without a public sector.^ 

'   It need not be explained that the operation and conditions of 

public and private enterprises differ accordingly in countries with 

planned, market er mixed economies.    It is a result of the nature of 

the public sector that its growth-related energies and benefits can be 

effectively applied under the planned-economy conditions.    Therefore, 

an examination of the experience of countries with central planning and 

an appraisal of the development of concepts on the role, management 

and control of public enterprises may provide several guidelines that 

»'Participants in a round-table conference of the International Weonomio 
Society held in Mexico City, 9-14 January, 1978, came to the 
conclusion, Seminario sobre "Skspresas Publicas Y Privadas Fh Una 
Boonomla Mixta". 
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ars »IM of ut« to ih« developing count ri e». 

The Strategie function of the publie oeetor   io of roll 

to tht 'level oping countrieo. Of primary importano« io tho clarification 

of tho quootion whether tho public o«ctor ohould be developed solely 

in thooo fields whore there io no interest on the port of private enter- 

prises or whether it ohould be eetablished in all fields of induotrial 

activity.    Tho two concepts reflect baoically different developoient 

strategies* in the firot approach the public sector hao only   • oonploaon- 

ÎUXjaàîf »hilo in tho oecond it stimulates development and thus hao 
a loading role in «concede growth. 

»© general an ever can bo given to thio fundamental question. Apart fro« 

tho historical, social and geographical situation prevailing in the 

individual developing countries, this question will be decided in the 

finsi   analysis by tho plans and priorities     which individual governments 

hav« sot in respect of the mobilisation of their own resources and tho 
oharacter of their socio-economic development. 

Two count, .es with a large surface  area and populate »n - India and 

Brasil - demonetrat« how situations are judged differently and how 
différant strategies oan be adopted. 

In India, tho publie oeotor was explicitly complementary in character 

•t tho outset insofar as it was restricted to the field of infrastructure, 

subsequently, the attainment of independence, it was gradually extended 

U tho sphere of raw material s and primary processing and, oven later, 

%• tho competitive sphere of industry.    Therefore, the public sector in 

industry is an Important economic growth faetor in the development of 

tho Indian economy, and it plays a pioneering role in technological 
development. 

Brasil has ohosen a different strategy.   Here certain strategic 

CLSlás were identified .such soetors as infrastructure, - transport, - 
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cammini cation and social public consumption, - M ««11 at strategic 

industri«« such a« th« oil industry,  heavy chemical industry, iron and 

•t«el manufacture and energy.    Both «ectors and industries »re largely 

or fully dominated by public ownership. 

In Brasil, the State invests in those branches,  ¿here, though returns 

are slower, the development projects can also exert an indirect influence 

upon the development of the private sector in terms of capacity utilisation 

and the nature of the activities undertaken. 

Unlike India, the complementary character of public sector in 

Brasil is more strikingly marked insofar as a division of labour has 

developed between the public and private sectors, where the latter 

has established itself in competitive branches of the classical processing 

industry where relatively high profitability results in rapid returns. 

Those are the principles on the basis of which enforcement of the leading 

rol« of public sector is Justified in the development of the developing 

countries.    Tord Kaldor enumerated cmvineing argument? in support of 
?/ this standpoint.- 

The theory whereby the profit criterion secures the best allocation 

of resources is only applicable under highly unreal assumptions, whereby 

market mechanisms operate perfectly, both the labour force and the 

funds available are to be taken as given, and the profit accruing 

from any particular investment provides a measure of the net addition 

to the national output attributable to that investment.    There are a 

number of convincing reasons for rejecting such postulates.   The 

additional flow of output resulting from a given amount of investment 

may be very much greater than the flow of profits resulting therefrom, 

and it may be more reasonably measured by the value of the net flow of 

¿/ Lord Kaldor: "The Multiple Objectives of nationalisation" Seminarlo 
«obre "Impresas Publicas Y Privadas Ih Una Beonomia Mixta". 



-4- 

output or ih« value-added resulting fro« that inveatment.   In general, 
when productive eapaolty it enlarged, it trill be poaaible io inorammo 
ih« voluM of employment, or to tranafer labour fro« arena where iti 
not contribution to the national output ia very anali or rero to no« 
arama of employment where ita productivity i a poeitive and large and «liara 
the earning* of labour arc alao auch higher.   Coneequently, the memmure 
of aooial profitability ahould not be the profit inputed to the own ere 
of the capital invested in an enterpriae, but ahould miao compri•« 
the addition to other type« of incoe» generated by tha investment.    In 
principle, therefore, publie investment can mpply bettor oriteria than 
privato inveatment when deciding on the amount« and kind« of investment 
to be undertaken. 

Thia ia miao confirmed by the fact that, whan public inveatment 
ia part of m national plan, it ia poaaible to take mil kinda of different 
indirmi effeote into eonaiderationt thia would not be poaaible with 
private inveatment.   Keynea once amid that, in the face of complete 
unmirtalnty, inveetore generally rely on a convention that the futura 
will be juat like the prenant, and for that reaeon "the effeota of tha 
Minting ai tu ti on enter, in a aenae   i e proportionately    into the 
formation of long-term expectation«".    Harnee capacity in only likely 
to be created inaofar aa ita UBO appeare to be profitable at the exieting 
etate of demand.   Since the demand for commodi ti ee dopando on the lavai 
of income a which are generated in production, the additional production 
generated in the future by the turn of the inveatment decielone of tha 
prenant will itaelf inorammo the demand for commoditiee in comparieon 
with the preaent level«   Thia factor oaanot be taken into acoount, or 
only very imperfectly eo by private inveetore, alno« they take their 
decieione independently of each other.    Imveatmant by public enterpriao, 
on the other hand, can take into account the oomprehenaiv« effect of all 
lnveotmente when judging the aooial profitability ef any particular 
inveotment project. 
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Purtheraor«, it aaovld fee notad that the aarket it anderdevelaped 
la th« Majority of doveioalnf oountrieej in May oountrioa aarket 
aoohanieao art greatly Halted, feeeauae the aarket eeonoay ita«! f it 
alto lialtod and in eoa* plaota eubeietmee agriculture, and proftudallatió 
or fottdallotle conditi ont itili provali«   Under auch olrouaotaneea, 
tao atat« aeeeaaarily ha« an laportant part in tho development policyt 
oeneequently, diroot ventur«o of tho átate aloe play a dooiolvo rolo. 

Certain proal «ne aaaoolated with the doveiopaent polloy and 
it of panile enterprloea aro outlined telo«« 
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Siae patterns in enterprises 

State ventures are usually large: on an average,public enter- 

prises are larger than private oner..    The objectiva basis of this 

development concept ia that: 

- Public sector enterprises dealing with primary processing 

such as iron and steel manufacture and  oil processing re- 

present a relatively high proportion and their efficiency 

depends largely on the  si/.e of homogeneous capacity  put into 

operation; 

- The State initiates several  such ventures which arc aimed 

at the entublishmcüt of products or industrie» which are at 

the peak, of their life-c/cie or already at a maturo  stage, 

such as textile and clothing industry,   or traditional machine- 

tool engineering.    Theue activities are characterised by 

relativel."  stable and  at:andard   technologie!:,  a l.igh degree of 

capital—intensity and  large  »i;;e.     History shows that  the  later 

a country enters  the path o? indantrialization,  ihn hi¿?her 

the capital concentration ur.ually required  for ite  realisation; 

- The otate  lays  the  foundations  for several  new industries,   such 

as manufacture of rolling ..;tock,  power  industry,  or manufacturing 

of moann of telecommunication.    However,  these industries have 

little or no specialised "oac.-t-up industry"  such a"  the manu- 

facture  of partr and componenti: or supply basis.    Lítate 

venturos are usually aim-jd at   the realization of the production 

of some final product.    Thus,  it often happens that the manu- 

facturer of final  product:; also haa  to provide for  the pro- 

duction of components and parus.    This pressui'e for self- 

supply brings about entrepreneurial   autarchy and,  at the  came 

time,  foices increases in the sise of enterprises.    Thus,  in 

some national economies,  industrial enterprise "islanda" are 

established, whose industrial and infrastruoturul environnent 

has to be created in the future. 
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òu tractive roacona al fio covoni Liu foundation of major enter- 

prißea: 

- lítalo policy ifj alno aimed at oeeuring a bacio in the economic 

structure, und larßa-ucaia public vanturen form the economic 

pillar of political  ruiparstructuro} 

- Positive correlation between inoreaninß üiae and higher 

productivity (efficiency) i y. concoived »B an axiom, which ia by 

no mean:; verified in practice.    Knnurinff adaptability in 

competi livenesu in often nenientod.     Sometimes there iu in- 

adequate harmony between the level of management and organi- 

national t¡ truc turc, an well ae the BíZO of entorpriBee. *> 

Growth of private sector enterprises i:; more organic as oppoood 

to tho /^i^antiuni of public sector enterprisers.    Rcasonc for the poor 

performance of r.ome of trie public eector enterpriser} can be attributed 

to thin mifttako. 4/ 

Jhilo the ultimate plan could be for u. larpe unit,   tho bejcinninß 

nhould be roanonably nir.od with a modot;t  outlay:   the unit ahould be 

expanded according to a planned time horizon, ue internal    resources 

increase and managerial capabilities improve and in keeping with thé 

niemand of ma. ;et conditions.    In tho manufacturing indu itrios,  tht 

planning of the ultimato uix.o of an Industrial enterprico «hould be 

well  thought  out  from the  vary botfinnin/*,   and the manner in which the 

pian io to U; achieved nhould bo a gradual  prococo and  firianced at 

an incrnauxnf rate by internal  roRourcoa of tho enterprise itself. 

It ohouM  be noted at  this juncturo  that the author hati not, or 

only occasionally,  seen fonrif; of co-operation exceeding traditional 

trade relatione amon^ public enterpriser? that function in developing 

nountrien«    Wfficicnoy of human and capital inputa would Huroly 

improve, if permanent  formr. of dlrtot oo-ODoratlon   were to 

j/ Out of y\? public-nector enterprises in India 71 utili/.ed their 
capacity to the tune of more than 8b per cent in 1977-7Ö«    Capacity 
utilisation in  '1 units ranged between t>0-7f) per cent, while 27 
unito operated below rjO per cent capacity.    Deccan Herald, 
24 February,  1979. 

4/ 3.M. Patii: Note on the Management of Public Sector Enterprises. 
Ookhale Inotitute of Politicn and Economics.    March,  1979» Poona. 
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develop among nub^o enterprises - e.g. various kinds of associations - 

in reeearoh and development, marketing, etc   However, euoh forme 

of co-operation can only be efficient,  if they are based on mutual 

advantagea. 

Relationships betwenn the State and enterprises 

l&nagemcnt of public enterprises and relationships between enter- 

prises and the State give rice to man,/ dobatoo.    Practico íB very 

diversified, and generalizations should also be avoided in this 

respect. 

There are many signs to the effect that the development of an 

efficient operation of public enterpriser) will aooner or later 

neceositate an occasional modernization of the division of labour 

between the Stato and enterprises in many developing countries« 

It is undorstandable that, in the initial otage of industrialization, 

direct methods of state control are predominant and that stage organs 

decido on production taska,  calos,  ote.    The reasons for this is 

often that public enterprises do not initially dispose o,. skilled and 

experienced managers. 

However, ac a higher degree of induntrial development ic attained 

and as the demand for decision making inoroasics,  the methods of 

control and management should be developed and harmonised with the 

higher lovel of economic and industrial development, 

For example, state control and management of India's induntrial 

enterprises need further modernisation according to both Indian 

literature and the experience of the author. 

Although many Parliamentary Committees, commissions and experts, 

etc. have recommended greater autonomy to the management of public 

oeotor enterprises, in actual practice the latter have been hamstrung 

by oontrols from all wings of the government, even in respect of 
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day-to-day masters.    The Board of Diri -.tore of public si   tor enter- 

prises are in reality not policy-matting bodies.    Instead, they arc 

controlled most of the timo,  and  overruled   ay the administrative 

Government Ministry.    Recently,  the Ministries have instituted a rsort 

of super Board Meetings of public, sector enterprises known us "Review 

Meetings?", where discuacions are made,  directions given and oven 

the Board decisione-, which do not fully meet with the approval of 

the Ministry are chance.-} and revoked by the Secretary of the 

concerned Ministry.    Hence,  the  real Chief of a public sector enter- 

prise i3 not the Chairman and the Managing Director,  but the Secretary 

who does not take  full responsibility for the outcome of the decision:'. 

and directions given by him. •* 

Thus,  the present organization of public sector enterprise;:; 

and the direct control and interference by the administrative bodies 

take away a ^reat  part of the autonomy and responsibility of the Board 

and of the Chairman and Managing Director of the public sector 

enterprises. 

My visits to Indian public doctor enterprises and consultatiom- 

with scientific researchers have convinced mo that they consider the 

reformation o" the  relationship betwe  i Stale and  enter:  asen topical. 

In Hungary,  we have obtained abundant experience concerning the 

development of planned economic control  and management by the otate. 

Without recommending any adoption of Hun/^arian method?; bv anybody - 

so much  the more  since we are working on the perfection of these 

methods even now - certain conclusions of principal importance and thus 

applicable to generalization at  the expert r;roup meeting are  submitted 

below. 

a) The sphere of action and of ontrepreneurial and managerial 

functions should be made clear in principle.    We have experienced that 

when State organs    practically took over the tasks of management 

rJ S. M. Patii 
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(they prescribed production tasks, raw and basic materiata to be used, 

ealee directions, prices,  etc.) sooner or later strategic and economic 

policy activitiea of the state receded into the background}     in ntate 

oontrol and management,  r.hort-torm processes wore necessarily given 

prodoniinance (e.g. in the control of national economy,  the role of 

yearly and even quarterly plann increased). 

Separation of entrepreneurial ownership and managerial  functions, 

respectively,  in a precondition for the elaboration of a system of 

economic policy conditions regulating the operation of enterprises 

and of lon/»-term development policy and should be given predominance 

in otate control and management.    Thin could modera be factors of un- 

certainty in the activity of enterprises and creato iMre •dvantaffMM 

conditions  for adaptation of the longer torm for tho management, 

b) Naturally, no one will dispute the right of the Stato as 

owner of the enterprise to utilise alno direct methodn of management 

and oontrol in caae of necessity.    Thi3 might alno lead, however, - 

partly for want of adequate experience - to well-intentioned 

exaggerations. 

In Hungary,  for example, experience in the  19c;0n and 1960s 

showed that  the  sphere of action nnd  **rr>odom of movement of  loading 

organs (e.g. ministries) wore by no moans too great.    At  that time, 

loading orgr.nr controlling ihn economy wore not given considerable 

concentrated po^cr at all.    Just on the contrary:  loodernhip wao 

very dissipated, and there were hardly any more important questione 

which could have been decided upon by u oingle leading organ through 

ito own corapotencG. 

At the same lime,  the considerable strengthening of the 

authority of tho loading organ of economic control and management 

(e.g. National Planning Office) is almost always a concomitant 

phenomenon of organizational measures carried out in the spirit of 

decentralisation. 
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In our pj ctice, the contents of ontralizution - ani thus alao 

that of central stute coni, rol und Management - v/ore interpreted in euoh 

a way that it is a transfer of action to organo at higher lévelo in 

•foe economic hierarchy, oven if - in tho meantime - various related 

actions are not at all concentrated in one hand. According to thio 

concept, the relevant criterion for centralisation ia that the right 

to make decisions should be in thu hands of the "central organ". 

Contralir.od direction in an objective necessity to bo proved 

theoretically and verified alno by practice in the economy of the 

developing countries. Howovor, the economint following practical 

facts may find nome contradìtion: theory and economic loffie prove 

the advantages of centralized economic control find management; etili 

practice oeemn to have verified (and could verify in nomo developing 

countries) that parallel with the largo-Hoale concentration of action 

with atatc organs of economic control and management, r.omo decrease 

of tho adaptability of the economy can altso be experienced. 

Wo have tried to eliminate this contradition in Hungry by 

introducing the notion of "exaggerated centralization". However, 

an obstacle arooe precincly in thi'i connexion: adequate criteria 

to determine •• on centralization ic o: .gyrated, and. whe it io 

insufficient worn mit-joing. 

Striving for a ¡solution to the problem wo had to overcome tho 

habit of making differoncon only on quantitative basir;. Centralised 

(or decent ral i Tied) direction cannot bo applied in tho siamo way as 

a cook usan nalt repeatodly tantino tho soup to soe if it in 

enough or not. The ionuo is not rtolved by determining how much 

centralization io denii'abie and, at the same time, sufficient, 

but rather, whore and what (action) should be concentrated - that 

ia the question. 

Parallel with Jhe development of productive forcee, harmonized 

management is required at increasingly higher levels (on all-sooial 

scaleo). But, thio harmony ia needed not only with roopect to entire 

society, but also on lower lévele of the national economy, i.e. on 

the levels of industries, enterprises and even planto. In order to 
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creato local 1. .mon;;,   it ir, absolutel;,   necessary that  th    person or 

or&in directing the /riven field should be able  to realise; a kind of 

management,  co-ordinatin/*: various activities belonpin/* to his or itis 

tfi3k.     Conséquently,   it  is an indi'.-pensable precondition that  ho 

or it should dispose  of enough power io '-entro 1 all  the  relevant 

factors belonfrinr to the activity  or  the   field  failing undor his or 

i tr. direction. 

liou'ever,   if tho necessary  cor;'.rali '.'.at i on of action i i: not 

realized,  contractions ma"  arise   in  the  reproduction prone:*.?.,   the 

preliminar;/  reoof-nition of centraci tionu  jenoines more difficult, 

and,  eonsecuenU", th« entire pro no,3 y v;ill taxe place more or lo:*, s 

spontaneously,   .vith unforeseen ani immeacurable di ffieultios and 

disturbances. 

However,   central i aat i on of action so a:; to   form a o recondition 

for harmonised direction i s not  identical with cramming toother 

spheres of action on the hii**hcst  lev«If*. possible,     i^irthermore, 

centralisation of action in  ne ce near;,- places can ever, bo impeded, 

if the;: are centralized at   a level  higher than ne ce scar.',  .just as if 

they are left at a  lower  level  than necessary,     ''"or example,  direction 

will  be diesi, ated,   ìnstec.rì   of one or. .an or person  (a d   .-ector of 

the enterprise)        diepo:"ine: of  the various  factors necessary for 

coordinating activities  in  resneot  of problems  to   ne  decided at tho 

enterprise level,  three different' department.-; of the  sjupervisin/» 

ministry arc involved.     In such a  case,  we cannot  sneak of real 

centralization,  though    coheres of action viere   transferred to a 

"central" agency (to a mini3tr,y  instead  of an enterprise).    On tho 

contrary,  a dissipation of action has   taken place. 

•¡xperienco ha:* aleo shown that cranmin^ together action at 

higher levels in the  systOP of control and management  (which if. 

precisely •..•hat  .io usuali'  oall  exagera tori  centralization) 

nooessaril    lears  to  the Division aeon/* several agencies of »pherea, 

whoso centralization is ar.  important roruirement  for economic 

manarement.    While decision-making is  shifted to an increasing deforce 

towards central agencies,   the dissipation of management  seems to be 

a paradox,  but  it can be  easily explained. 
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If spheres of action aro crammed together at a higher level than 

nocesaary or \ if auch details of production and salen "rooesses are 

controlled and directed at hißhor atanor, of tho u./utom of control 

and management, whose control could bo better solved on lower lévelo» 

the increased tanks of control and management can only be solved by. an 

over growing and simultaneously moro and more divided apoaratua.- 

In thio way,  "decentralization"  (as wo usually call  auch reformo 

which are aimed, - inter alia -,  at increasing the  independence of 

enterprinoa and widening the ophore of action of local management 

agencies) properly carried out moans centralization oven in a double 

Donnei 

1) Spheres of action ncooarinry for the control of production 

processes at low levels  (enterprise and regional  levels) 

are centralized  in the hands of enterprises and local manage- 

ment agencies,  respectively; 

?) More advantageous conditions aro created  for organs dealing 

with coordination at a h i Rh  love!. 

One of the «starting pointo of the reform of the Hungarian ayotes 

or economic control and  manaRoment  (19^) wan that  dec i ni one should be 

made at thoao ioveln of the economic hiorarohy (enterprise, ministry. 

government,  parliament) at which t)     infnpyitlofl noce  jarv for tho 

decision is available» 

The weaknesn of a central  decision-making system usually lien 

not in wronRly  .formulated objectiver; but in the assumption that 

Rood objectives are not   formulated au concretely an details of 

ontorprine management woulfl require,  and there ir, no possibility 

to enforce real   requirements.     It doer, not seem favourable either, 

that rítate organs  take direct  responsibility for development decisione 

beinR necessarily uncertain.    In case of only partial realization 

or the eventual  failure of a development,  thorn is an undesirable 

temptation for the government to impede, by virtue of its powor 

and by budgetary subsidien, the revelation of the failure. -^ 

(J    R. Hvera - M. Tardos: "Vdllalatok Magyarorsiagon a gaadaafifci 
rnfom olött 6c után." (Knterprinen in Hungary beforo and after 
the reform).    Seminario sobre "Empresas Pubi i cao y Privadas «n 
unii tJconomiu Mixta. 
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All this dots not contradict the principia that the enforoe,- 

—at of central economi o development concepto and preferences in 

also naoensary in the compétitive sphere of the national economy. 

Central agencies cannot reject the planned selection of brancheo 

whose establishment or powerful dovelopment will remilt in the 

Improvement of the offioienoy of the entire economy with great 

probability.    Howevor, méthode must be found for the enforcement 

of preferences accelerating development and for the protection 

of new industries which, at the same time, will not weaken creative 

force promoting the success of von ture a and thn adaptation of 

production to changing conditions. 
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Management 

The third conclusion to be drawn i a that it ie not  f;xjcdient to con- 

sider the leader of public sector enterprise a representative of the 

government, an official carrying out national economic tasks. 

As regards management personnel in public sector units,  in the initial 

staffe« and to some extent even now,  there has been a tendency to use civil 

service personnel on short-term deputations in order to man key positions. 

Tn many developing countries,   considerable attention ha3 been cri ver by public 

sector enterprises,  especially in technologically complex fields, to making 

special efforts to provide technical training,  ao as to set up appropriate 

cadres of technical ani managerial personnel.    Tn this respect,  the public 

sector enterprises in many developing countries have made a special contri- 

bution to the creation of a pool of capable persons for mannim? new induntrlal 

units.2/ 

It can be debated whether management in the private sector of industry 

in the developing countries is better and more efficient,  in general,  than 

that in the public sector.    In many cases, management of public enterprises 

seems to display less initiative and efficiency than that  of the private 

sector, because the degree of freedom in deci sion-making is greatly restricted 

in the former and it occasionally happen? that the trust public agencies have 

in them is not appropriate either.    Therefore,  a char.-e of direction is 

desirable in this respect.    At the ¿ame time, it can be expected from the 

enterprise manager that he ac* according to the behaviour of a ¿rood business- 

man in his relations with public agencies.    Should relations be temporarily 

disturbed, he should not strive to exploit the partner (the state or other public 

sector enterprise) but should take into consideration that mutual advantages 

constitute the basis of security. 

High-level legal regulation of relationships between the State and enter- 

prise is advantageous.    A separation of functions will favourably influence 

the economic control and management of public agencie; as well as the economic 

activities of the public sector enterprises.    In Hungary,   the Law on 3tate 

Enterprises was formulated in  1977»  and it unambiguously determines the 

organizations having the ri^ht to f^und enterprises,  the management system 

]/     In India the Sacher Committee recently recommendtrl that only statutorily 
qualified personnel be takon as professional managers. 
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in those enterprises, and the richte and duties associated with economic 

activity.    It al.j^) BtipulateB the entorpiinos'   sphere of action, the methods 

of state control and supervision of the enterprioen, the taßks relating to 

the participation of workers and employoes in enterprise management and the 

conditions under which enterprises /»o Into liquidation. 

Efficiency of jpublic sector enter prises 

There are no reliable data available,  on the basis of which it oould be 

proved in *n exact manner that the public nectar is more or less efficient 

than the private sector.   It iu a fact that in some countries the efficiency 

of enterprises in the two sectora ia compared on the basis of standard indica- 

tors of returns.    However, this fails to provide information on the contribu- 

tion to the many-sided development  of 1.he national economy effected by tho 

two sectors or the enterprifjea belon^inf; to one or another of them. 

Many economists in the developing countrieu are of the opinion that an 

assessment of the efficiency of a public Hector enterprise cannot be based 

solely on its financial performance.    Tt in presumed that the government  of 

a country does not  set up an Industry with the cole objective of "profit 

makintf1.    There    "e other vital consider ti one.   oocial,  na4'onal and otrato- 

ric in nature,  which are of equal weight.    Tt is here that any process for 

tho measurement of efficiency in a public sector enterprise becomes complicated. 

Criticinm is sometime? levied against  public sector enterprises for having 

tfiven morn importance to social responsibi litica and for having incurred 

1 ossoti in the process. 

There are also other caseB when the nature of investment will result in 

a relatively Ion« duration of returns (e.^. in the case uf capital-intensive 

investments).    According to the author's experience,  low efficiency in 

several public sector enterprises is caused by administrative prices.    It 

also happens that,  in some countries,   prices in the public sector are kept at 

artificially low levels with the intention of supporting and stimulating the 

private sector.^    In addition,  the role of the public sector is not  only 

that of a financier, but also that of a saviour of "sick" units in the private 

sector. 

8/     In India in the late fifties and early sixties the price policy of public 
eeotor enterprises was no orfani*ed as to make their products serve the 
profit interests of the private raector.    Dr. H.K. Paramjape:    The Publio 
Sector in the Indian Eoonomy.    Gokhale Institute of Politics and Economios, 
March 1979«    Poona. 
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Aooording to the Hungarian experionco,  efficiency requirements took on 

only a •toondar„ role in tha initial pe.iod of industriali .atioii, mainly 

until thsrs were abundant resources for extensivo development available. 

But|  as resources became soarcor,  and the country1 o .-Jependenoe on foreign 

trade lnoreassd,  efficiency oamo to the fore both in development and in 

the operations of tho enterprises!    efficiency that had to be measured 

according to an international yardstick. 

Of course, Hungarian enterprises also have social taßks (cultural and 

educational functions, housing programes,  provision of sports facilities, 

r,otivity,  etc.), bu*; experience has choun that it in not advisable to combini 

economi o and social f met i one.    Therefore, in tho accounting system used by 

Hungarian enterpriser, uocial expanses are regieterod separately!    what is 

more,  their development depends primarily on the efficiency of the enterprise 

aetivity. 

Another exclusion is thai state ownership does not ir.mti an automatic 

guarantee for officionct operations.    We should be cvmre of the fact that it 

is not a good starting point if wc think that a state enterprise is always 

more affi oient than % privato enterprise (eventually on tho basis of spedai 

criteria of efficiency).    Thin la not so.    Stimulation of, and the need for, 

efficiency should bo "bvilt in" to the public coctor,  cince assumming that 

this will oomc of its c-m p.cncrd will :, t incurs high efficiency and compe- 

titi venass.2/ 

In developing countries >rher« capital is in short «upply,  it is especially 

important that otate ventures beoome economically efficient as soon as possible 

and thus contribute to ex nxpanniun or public rooouroes.    Permanent loases 

should not be oompansated for by otate subsidies, in gsnoral, sinos this 

does not encourage an improvement in efficiency.    If subsidisation cannot be 

avoided, it,  should, «*«err/or poooibls, be /ranted only for a oertaln period 

and to an ever decreasing extent.    In Indl.i, there aro public Beet or enterprises 

whose calculation is based en individual conti plu a centrally determinad profit 

rate (s.g. 10 por cent).    'Hie mor« or loss aytorrntic rscog-.iition of individual 

inputs is usual in »:uoh C?.S*îB, whon the enterprise is in n, monopolistic situa- 

tion and vigors, at tho ev:s tin,  tiie main us?r of tho given produot io also 

the flats.    In tho ones of other enterprises - rnclr.ly orientsd towardo export 

¿/     Aooording to •aV.ratsa of the Drift Five-Tear Pirn cf India rsfsrring to 
tha years 1973-1983 port-tax rsfnra ohould ht increased on the average 
from 4.8 por oo/ to* 10 por o*nt in the cc;nretltivo sector of the industry. 
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..li.vkcts - the price-determining role of individual costa decreases,  since 

t.-ie demand offe ci     f a competitive market    lso has to be re    oned with. 

Tt should be conta corea,  nuwevur, wnether it is correct to undertake export 

ictivitics - and within thiu context to effect price differentiations - in 

a special forcipi trade organization as distinct from a productive enterprise, 

especially in the caae of special  products. 

Ili Brasil,   the author has observed public sector enterprises are hardly 

or not at all withdrawn íro-,¡ the effect?, and value viud¿;ement of the market; 

ooth the utility and efficiency of their activities have to be provon, 

usually under cmpctitivo conditions. 

Acknowledgement  of permanent losses on the part  of public sector enter- 

pxlses ie not advisable,  even for political  reasons,  since it will stren^hen 

forces opposing the development  of tiie public sector.    Therefore,   it iß 

expedient,  after the runninrHn period,  if the encomie  environment created 

for the public  sector is as  strict ar: that  created  for the private sector. 

i<'urthcri;iOre,  an  equally stror." sti inalati un ana interest  car be enforced for 

both public an    private enterprises competing with each  other or operating 

in complementary   fi «Lis.    Ar.,/ absolutely necessary  (and  justified)   subsidi- 

sation should be handled separately frorn the profit  of the  enterprise.    Only 

references of a standard character,    those uniformly granted to all enterprises, 

s. 'uld be charged     :> returns accruing fro    mies (as a prof:    -increasing 

factor). 

'Phe above aspects of control and management in the public sector were 

selected without any claim to completeness.    Methods of control and manatfoment 
1 .-o -n"\y a secondary,   sube-di nato role as against development strategics. 

"rit they forr, an indispensable  systf:n of tools in the realization of strate.-jioo. 

'• system of control and manarNi-ent also functions as a svcnallir.- system 

:.fiuencin.': the  flow of information between the State and the enterprises, 

•ho quality (reality contents)  of information,  the adaptability of the State's 

too «..nie policy and that of public sector enterprises,  as well as providing 

for necessary corrections ir  st "-at orj.es in the course of time. 

In this corsieri or,   reference  should bo rr.3.dc to paragraph 21  of tho report 

•>f the Executive Director "f u'TZ;.) or the holt of the Public Sector in 

Industrial T)ovcImprest—''   v/hich stc-tus aror.^ other things that "...few countries 

have formulated concrete strategics for tho development  of the sector...  or 

10,/   ID/L/221,   VJ February,  "Activities of U\TDo relate« to the Public Sector". 
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have established co-ordination and control machinery for the sector«.    I 

oensider it important to emphasise the interrelation between the two aspeóte 

of et rateici o ni     the system of targets and the means. 

Therefore,  it would be pood, were UlTDO to Bupport the study and publioe- 

tion of experiences obtained in the field of control and management of puolic 

•eotor enterprises along the following lines! 
- Conduct of country etudieB (e.f;. choooinff one oountry by re<*ion)| 

- Conduct of comparative studios (e.tf. in the form of case étudies 

to survey the management of entorpriseo belon/fln« to the samo 

induotrial branch)} 
- Examination of the role and application of individual management 

methods (e.tf. planning,  income regulation, monetary and tax 

policy,   subsidies)| 

- Solution of mothodolortcal problems of international compari tona 

(o.tf. meaeurin^); 
- Examination of the experience obtained 1n enterprise management 

in the socialist countries having different conditione, and their 

appiloatloa in developing countries. 
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