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When orgrnizing the expert group “eeting on the ro” of the pubdlic
sector in the industriasization of the deveioping countries, UNIDO
put on the sgenda an important problem of our day and age which has not
been fully analyzed.

It is a fact that the public mector is not a new phenomenon in
the modern economy, but its evolution and strengthening are becoming
80 important nowadays that its effects, as well as the conditions and
consequences of ite operatiorscreate economic relations of a new type.
These influence to a considerable degree the allocation, of capital, enrich our
oonoepts 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 pudlic sector. Moreover, it is sometimes queried
.whether its existence is justified at all.

All this does not change the fact that public ssctor is a reality
of our age, not only in socialist countries, but also in market-economy
countries. As for the developing countries, it can be stated that,
in general, .e realization of their so0io-economic dev _iopment is
inconceivable without a public nctor.y

‘- It need not be explained that the oparation and conditions of
.pablic and private enterprises differ accordingly in countries with
planned, market ar mixed economies, It is a result of the nature of
the public sector that its growth-related energies and benefiis can Dbe
effectively applied under the planned-eoonomy conditions. Therefore,
an examination of the experience of countries with central planning aad
an appraisal of the development of conoepts on the role, sanagement
and control of public enterprises may provide several guidelines that

}_/ Participants in a round-table oonference of the International Feonomio
Society held in Mexico City, 9 - 14 January, 1978, came to the same
conclusion, Seminario sobre "Fwpresas Publicas Y Privadas Fn Una
Boonomia Mixta".




are also of use to the developing countries.

The strategic function of ths pudblic sactor is of relevamoe
t0 the developing countries. Of primary importance is the clarification
of thz question whether the pudlic sector should be developed solely
in those fields where there is no interest on the part of private enter-
prisss or whether it should be established in all fields of industrial
activity. The two concepts reflect basically different devel opment
strategies: in the first approach the public sector has only & gouplemern-

385y role, while in the second it stimulates development and thus has
& leading role in economic growth.

No general answer can be given to this fundamental question. Apart from
ths historical, secial and geographiocal situation prevailing in the
individual developing countries, this question will be decided in the
final enalysis by the plans and priorities which individual governaents
have sst in respect of the mobiliration of their own resources and the
charecter of their socio-economic devel opment.

Two count. .es with a large surfac: area and populat; »n - India and
Brasil - demonstrate how situations are Jjudged differently and how
different strategies can be adopted.

In India, ths pudlic sector wes explicitly complementary in charactsy
a4 the outmet insofar as it was restricted to the field of infrastructure.
Subsequently, the attainment of independence, 1t vas gradually extended
o the sphere of raw materials and primary processing and, even later,

40 the competitive aphere of industry. Therefore, the public secter in
industry is an important economic growth factor in the development of
the Indian economy, and i¢ plays a pioneering role in technological
development.

Brasil has chosen a different strategy. Here certain strategic
flelds were identified ,such sectors as infrastructure, - transpory, -




commnication and social public consumption, - as well as strategic
industries such as the oil industry, heavy chemical industry, iron and
steel manufacture and energy. Both sectors and industries are largely
or fully dominated by public ownership.

In Bragil, 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 utilization
and the nature of the activities undertaken.

Unlike India, the complementary character of public sector in
Prasil 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 retumns,

These are the principles on the basis of which enforcement of the leading
role of public sector is justified in the development of the developing
countries. 'ord Kaldor enumerated c~mvincing argumentr in support of
this ltmdpoint.?

The theory whereby tha profit criterion secures the best allocation
of resources is only applicable under highly unreal assumptions, wherely
market mechanisms operate perfectly, both the labour force and the
funds available are t0 be taken as given, and the profit accruing
from any particular investiment provides a measure of the net addition
%0 the national output attributable to that invesiment. 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

3/ Lord Xaldor: "The Multiple Objectives of Nationalisation" Seminario
sobre "Empresas Publicas Y Privadas n Una Fconomia Mixta",




output or the value-added resulting from that investment. In general,
when productive capacity is enlarged, it will be possible 40 increase

the volume of employment, or to transfer labour from sreas where its

net contribution to the national output is very smsll or rero to new

sreas of employment where its productivity is positive and large and where
the earnings of labour arc also such higher. Consequently, the measurs
of social profitability should not be the profit imputed to the owners

of the capital invested in an enterprise, ™t ahould also comprise

the addition to other types of income generated by the investment. In
principle, therefors, public investment can apply better oriteria than

private investiment when deoiding on the amounts and kinds of investment
to be undertaken.

This is also confirmed by the fact that, when public investment
is part of a nationsl plan, it is possidle t0 take all kinds of differeat
indirect effects into consideration: this would not be possidle with
private investment. Keynes once said that, in the face of complete
unoe rtainty, investors generally rely on a convention that the future
will be just like the present, and for that resson "the effsots of the
existing sitL ‘.non‘mtar. in a sense 'isproportionately. into the
formation of long-term expectatioms”. Hence capacity is only likely
to be created insofar as its use appears 0 bde profitable at the existing
state of demand, S8ince ths demand for commodities depends on the level
of incomes which are generated in preduction, the additional production
gonerated in the future by the sum of the investment decisions of the
present will itself increase the demand for sommodities in comparisen
with ths present level. This factor cannot be taken into account, or
only very imperfectly so by private investors, since they taks their
decisions independently of each other. Investment by public enterprise,
e the other hand, can take into account the oomprahensive effect of all

investaents when judging the social profitability of any partiocular
investment project.
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Purthermore, it should be noted that the market is underdeveleoped
in the mjority of developing countries; in many countries market
mechanisme are greatly limited, decause the market economy itself is
aleo limited and in some placee subeistence agriculturs, and prefeudslistic
or feudalistic conditions still prevail. Under such ciroumstances,
the state necessarily has an important part in the development policy!
onsequently, direct ventures of the state aleo play a decisive reole.

Certain prodlems associated with the development policy and
managenent of public enterprises are ocutlined delow,




Size patterns in enterprises

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

prises are larger thun privaute ones. The objective basis of this »
developmeni concept i that:

- Public seclor enterprices dealing with primary processing

such as iron and stecel munulicture and oil processing re-
present a relativel; high proportion and their efficiency
depends largely on ihe size of homogeneous capacit: put into
operation; |

The State initiates severul sucih ventures which are aimed

at the establishmeat of products or industries which are ot
the pealk of their life=cscle or already at o matlure stage,
such as textile anl clothing indusiry, or traditionial michine-
tool enginecring. These uctivities are characterired by
relativel - ctable and standard lLechnologier, o Ligh derrce of
capital=intenait; aal lurge vize. History shows that the later
a countrey enters the patn of industrialization, the higher

the capital concentration usually remuired

by

or itc realization;
The state lays the foundutions for several new industriesn, such
as manufecture of roiliay utock, power industry, or manufacturing
of means of telecommunicution, However, tnesec industries have
little or no speciulined "ouck=up industry” such az the manu-
facture of partc and componentt or supply hasis, State
ventures are usually nim:d at the realization of the production
of some final product., Thus, it often happens that the munu-
facturer of finul prolucts also has Lo provide for the pro-
duction of components and parise This pressure for uelf-
supply brings about entrepcreneurial autarchy andy, 2t the same
time, forces increasec in the size of enlerprises. Thuzs, in
some national economie:s, industrial enterprise "islands" are
established, whose industriul and infrastruciurul environment
has to be created in the future,



Jubisctive reasons aluo jpovern the foundation of major enter=

prisea: ..

- Gtate policy iu also aimed al cecuring a basis in the economic
ustructure, and larpge—-scaie public ventures form the economic
pillar of political scuporstructuro;

- Popitive rorrelation hetwecen increucing size and higher
profuctivily (efficioney) is voncoived as an axiom, which ias by
no means verified in practice. Pnsuring adaptability in
compelitivenesy is oflen neglected, Gometimes there is in-
alequate harmony betwesn the lovel of management and orguni-

zational structure, o well as the size of enterprises.

(irowth of privale sector enlerprises ic more organic as opposed
to tho pigantism of publis uector enterprises. Rcasons [or the poor
nerformance of wome of Lne public sector enterprises can be atiributed
1o this mistoke,. 4/

dhile the ultimate plan could Le for a larpge unit, the beginning
ithould be reusonably sired with a modest outlay: Lhe unit should be
nxpanded according to a plunned Lime horizon, us internal resources
increase and managerial capabilities improve and in keeping with the
damand of ma. .et conditions., In the manufacturing indu.tries, the
plnnning‘or the ultimato sizne of an industrial enterprico should be
wnll thought out from the very baginning, and the manner in which the
plan is Lo Le uchieved shonld ve a4 gradual procoss and financed at

an incroasing rate by internad resources of the enterprice itself,

It should bhe noted at thit juncture that the author has not, or
only oncanionally, neen lforms of co-onaration exceeding traditional
trade relation: among public enterprisec that function in devéloping

countrien, HLificiency of humin and sapital inputs wonld surely  °

improve, il permanent forms of direot co-operatjon were to

j/ Out of 147 public-necinr enterprices in India 71 utilized their
capacity to the tune of more than (% per cont in 1977-78., Capacity
utilization in 1 unitc ranped bvetween 50-7° per cent, while 27
unito opcrated below 50 per cent capacity. Deccan Herald,
2A Fabruary, 1979.

4/ SeM. Patils Note on the Manapement of Public Sector Enterprises.
Gokhale Institute of Politirn and Fconomice. March, 1979. Poona.




develop apong public enterprises - e.g. various kinds of assoniations -
in rosearch and development, marketing, etc. However, such forms

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

Belationshipc betweon the St d

Munagement of public enterprises and relationships between entor-
prises and the State give rice to many debates., Practice is 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 enterprises will sooner or later
necensi tate an occacional modernization of the division of labour

between the State and enterprises in many developing countriesn.

It io understandable that, in the initial atage of industrialization,
direct methods of state control are predominant and that stage organn
decide on production tasks, sales, etce The reasons for thin is
often that public enterprices do not initially dispose o. skilled and

oxperienced managers.

However, up a higher degree of indusirial development ic attained
and no the demand for decision making inoreases, the methods of

control and management should bte developed and harmonized with tho
f ec oI ndugtrial deve t

For oxample, state control and management of India's industrial
enterprises need further modernization according to both Indian
literature and the experience of the author.

Although many Parliamentary Committees, comminsions and expertin,
etc. have recommended greater autonomy to the management of public
pector enterprises, in actual practice the latter have been hamstrung,
by controla from all winga of the guvernment, even in respect of



day-to-day ma‘*ers, The Board of Dir :torc of public se tor enter=-
prises are in reality not policy-making bodics. Instead, they are
controlled moct of the time, and overruled by the adminictrative
Government Ministry. iecently, the Minisiries hzve inctituted a sort
of aaper Board Meetingz of public sector enterprises kaown ws "Revies
Meetings", where Qiscussions are made, directions given and even

the Board decisions which do not fully meet with the approval of

the Ministrs are changed and revoked % the Secretary of the
concerned Ministry. Hence, the real Chief of a public sector enter—
orise is not the Chairman and the Managing Director, but the Secretury
who does not take full responsibility Tor the outcome of the decicionn

and directions given by him.

"'I‘hus, the prese'nt organization of public sector enterpriuces
and the direct control and interference %y the administrative bodie:u
take away a great vart of the autonomy and responsibilitr of the Poard
and of the Chairman and Managing Director of the public sector
enterprises,

My visits to Indiusn public cector enternrises and consultatione
with scientific researchers have convinced me that they consider the

reformation o~ the relationship batwe 1 Stale und enter ‘isen topical,

In Hungarv, we have obtaine:d ahundant experience concerning the
development of planned economic control and management oy the State,
dithout recommending any adoption of Hunparian methods bv anybody -

50 much the more since we are working on the nerfection of theze
methods even now = ceriain conclusions of principal importance and thug
apnlicable to generalization at the expert group meeting are submitted

below,

a) The sphere of action and of entrepreneurial and managerial
functions should be made clear in principle. e have exparienced that

vhen 5State orguns practically took over the tacks of management

5/ S M. Patil
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(the.v prescritud production tacks, raw and basic materia:s to be uned,
sales directions, prices, etc.) pooner or later gtrategic and economig

policy activities of the state receded into the background; in ntate
contrel and management, short-term procesnses were necessarily given

prodominance (e.g. in the control of national cconomy, the role of

yearly and even quarterly plans increased).

Separation of entreprencuriil ownership and manaprerial functions,
renspectively, is o precondition for the alaboration of a systom of
geonomic policy conditions ropulating the opcration of enterprises
and of lonm-term development policy #nd should be given predominance

in atate control and manapement. This could molerale factoras of une

certainty in the activity of enterprises and create mere advantageeus

conditionnn for adaptation of the longer torm for the manugement,

b) Naturally, no one will dispute the right of the State as
owner of the enterprise to utilirze also direct methods of manapgement
and control in case of necessity. This might also lead, however, -
partly for want of aderuate experience = to well-intentioned

exapgperations,

In Hungary, for example, experience in the 19508 and 19605
showed that the sphare of nction and Treadom of movement of leading
ormans (0.g. ministring) wero by no means too great. At that time,
loading orgnne controlling the economy were not given considerable
concentrated pouer at all., Just on the contrarys loadership wao
very diasipated, and there were hardly any more important questions
which could have heen decided upon by u single leuding organ through
itoc own compotence.

At the same lime, the considerable sirengthening of the
authority of tho leading orpgun of economic control and munagement
(eeg. National Planning Office) i¢ almout always o concomitant
phenomenon of organizational measures carried out in the apirit of
dacentralivation,
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In our p; ctice, the contenta of - entralization - andi thus also
that of central stute conirol wnd wanagement - woere interpreted in such
a way that it is a iransfer of action %o organg at higher levels in
the economic hierarchy, even if - in the meantime - various related
actions are not at all concentrated in one hand, According to this

concept, the relevant criterion for centralization is that the right

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

Contralized direction in an objective necessity to he proved
theoretically and verified alno by practice in the economy of the
developing couniries, IHowever, the cconomiot following practical
facts may find come contradition: theory and economic logic prove
the advantages of centralized economic control and munapgement; etill
practice seems to have verified (and could verify in some developing
countries) that parallel with the large-scale concentraiion of action
with state organs of ecconomic contral and management, somo decrease

of the adaptability of thc economy can also be cxp:arienced.

We have tried Lo climinate thie contradition in lungary by
introducing the notion of "exapgerated centralization". However,
an obstacle arose precinely in this connexion: udequate criteria
to determine - on centralization in e .gperated, and whe 1t is

insufficient were misaing,

Striving for a solution to the problem we had to overcome the
habit of making differences only on quantitative basis, Centralized
(or decantralized) direction cannot be applied in the same way as
a cook useo nalt reneatedly tanting the soup Lo sce if it is
enough or not. The isnuc is not nolved by determining how much
centrnlization is desirable and, at the same time, oufficient,
but rather, where and what (action) should ha concentrated - that
is the cquestion,

Parallel with “he development of productive forces, harmonized
management is required at increasingly higher levels (on all-gooial
scales). But, this harmony is neeled not only with rospect to entire
society, but also on lower levels of the national economy, i.e. on

the lavels of industries, enterprises and even plants. In order to
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create locidl 1 o.rmony, it is abuolutel, nancessary that th person or

orpgan directing the miven Tield should be able to realize o kind o

ory

management, co~ordiniting vorious wetivities oveloaging to his or

.~

b
-
e

tigk. Consequently, it iz an indiunenaible precondition that he
or it should disrose of eaouph no.er 1o ~ontrol all the relevant
factors belonmine to the activit. of the field fuiling under his or

ite direction.

liovever, if the necessars cen'r.lizaiion of aection it not
realized, contraditions mu wrise in the reproduntion procens, the
nreliminary recommition of ecoatroditions wecomes more 210 fienlt,
and, consermentls, $he eatire nrocess will tike vluce more or less
spontoneonsly, +ith unforeseen and immeucurable 31 Mienitics and

digtnrance:s,

Houever, cemiralization of action so s to form a nrecondition
Par hormonized dircetion it not identic:l with cramming together
aspherer of action on *he highnnt leveln nosvible.  Murthermore,
cembralization of action in necessary nluces can even he imneded,
if the ure centralired at - level hipher thun necescury, just as if
ther are lef™ at o lower level ihua necnanury.  Por examnle, :lrection
4ill be dicsi, ated, instecd of one or an or nerson (n 1 sector of
the cnterprice) Aiegnoring of the various Cactors necessary for
coordinating activities in esgnzct of nroblems to pe decided at tie
enternrize level, three difforeal denarimenis of the supersicing
ministry are involved. I such o caze, we rannot sneak of real
centralization, though :nheres of uction were transferred to o
"eoentral” apency (to a ministry insteal of an enterprise). On tloe

contrar:, 2 Adiscination of astioa hias Laxen place,
% ’ H e

sxnerience has also zhown that crammingr tomether action at
hirher levels in the =istem of coantrol and minagement (which ic
vrecise)’ vhat we usuall ' call exagrmrated centralisation)

necessaril - leads Lo the 2ivision among several agencics of spherpes,

whose centralization is an important re~uirement for economic

management, Jhile decision-making iv shifted to an increasing degree
touards centrzl orencies, the discipatioa of munagement seems to e

a paradox, but it can be cucily explained.
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If spheren of action are crammed together ai a 'higher level than
necesgary ar.d if such details of preiuction and sales ~rocessen are
controlled and directed al higher stages of the s,ustem of control
and manapement, whooe sontrol could bhe better solved on lower levelsn,
the increased tasks of control and management can only be solved by. an

aver pgrowing and simultancously more and more divided apnaratus..

In this way, "decentralization" (as we usua.il,v call such reformo
which are aimed, - inter alia -, al increasing the independence of
enterprisec and wid.ening the sphere of action of local maﬁugeménf
aponcies) propcfly carried out means centralization even in a doubls
pennes ' -

1) Spheres of action nccessary for the conlrol of production
procesnes at low lovels (onterprise and regional levels)
are nentralized in the hands of enterprises and local manage=
merg agencics, respectivei;;

7) More advantapoous conditions are ercated for orpguns dealing

with coordination at a high lovel,

One of the starting pointo of the reform of the Hunpurian gyotem
of cconomic control and manapoment (1948) wac that decisions should be

made at _those lovelg of the economic hierg rchy (gntgmr;sg. minigtoyr,
L jament) ot which t} information nece jary for the

decision is available,

The weakness of n central decimion-making cystem usually lien
not in wrongly formulated objoctives bul in the assumption that
rood objectives are not formulated as concretely as datails of
anterprise manapement would reruire, and there is no pooaibility
to enforce renl requirementz, It does wol seem favourable either,
that atate organg take direct responsibility for development decisions
beinp necessarily uncertain. Tn cane of onl:r partial realization
or the eventual failurs of 2 development, there is an undesirable
tomptation for the povernment 1o impeda, by virtue of ita power

and by mdpgetar; suibsidien, the revelation of the failure. 6

G/ R Nvers - M. Tardos: "VAllalatok Magyarorczdpon a rmzdasdpl
refom olBtt &o utin." (interprisen in Hungarv beforo and after
the reform). Seminario cobre "limpresas Publicas y Privadas en
un: fconomia Mixtao.
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All this does not coniradict the principle that the gnforog-

Central agencies cannot reject the planned selection of branches
whose eastablishment or powerful development will result in the
improvement of the affiviency of the entire economy with great
probability, However, methods 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 vontures and the adaptation of
production to changing conditions,.



-15 -

Management

The third conclusion to be drawr is that it ic nol «xpedient to con-
sider the leader of public sector enterprise a representative of the

government, an official carrying out national economic tasks.

A8 regards manasement personnel in public sector units, in the initial
stages 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 has been giver by public
sector enterprises, especially in techrologically complex fields, to meking
special efforts to provide technical training, 5o as to set up appropriate
cadres of technical an! manarerial personnel. Tn thie respect, the public
sector enterprises in marny developing countries have made a special contri-
bution to the creation of a pool of capable persons for manning new industrial
units.

Tt can be debated whether manazement 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, manazement of public erterprises
gseems t0 display less initiative and efficiency than that of the private
sector, because the degree of freedon in decision-making is ~reatly restricted
in the former and it occasionally happens that the trust puhlic agencies have
in them is not appropriate either. Therefore, a chas~e of direction i3
desirable in this respect. At the same time, it can be expected from the
enterprisc manager that he ac# according to the hehaviour of a rood business-
man in his relations with public agencies. Should relations be temporarily
di sturbed, he should not strive to exploit thre partner (the state or other publie
sector enterprise) but should take into consideration that mutual advantaqec
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 manamement of public ajencie; as well as the economic
activitie; of the public sector erterprises. In Hunrary, the Law on State
Enterpriscs was formulated in 1977, and it unambi,uvusly determines the

orpant zations having the right to found enterprises, the management sysiem

In India the Sacher Committee recently recommended that only statutorily
qualified persornel be takon as professional managers.




in those enterprises, and the righte and duties associated with economic
activity. It al.» stipulates the enterp:ises' sphere of aciion, the methods

of state control and supervision of the enterprises, ihe tacks relating to
the partiocipation of workers and employces in enterprise management and the
conditions under which enterprises ;o into liquidation,

Efficiency of public sector enterprises

'fhere are no reliable data available, on the basis of which it ocould be
proved in an exact manner ihat the public mector is morc or less efficient
than the private sector. It is a fact that in some countries the efficiency
ot enterprises in the two sectors is compared on the basis of standard indica-
tors of returns. However, this falls to provide information on the contrivu-
tion to the many-sided development of the national cconomy effected by tho

tiwo sectors or the enterprises belonging to one or another of them.

Many economists in the developins countries are of the opinion that an
asnesoment of the efficiency of a public sector enterprise cannot be based
solely on its financial performance. Tt is presumed that the government of
a country does not set up an irductry with the sole objective of "profit
makin'. There re other vital consider tions, social, na‘’onal and strato-
mic in nature, which are of equal weigsht. Tt is here that any process for
tho measurement of efficiency in a public sector enterprise becomes complicated.
Critiocinm is sometimer lesied against public sector enterprises for having
riven mora importance io sooial responsibilitics and for having incurred
logsen in the process,

Thore are also other cases when the nature of investment will result in
a relatively long duration of returns (e.gz. in the case of capital-intensive
investmenis). 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 uotor.-@/ - In addition, the role of the publio sector is not only
that of a financier, but also that of a saviour of "gick" units in the private
sector,

§/ In India in the late fifties and early si:ties the prioce policy of public
gector enterprises was so or;:anized as 1o make their products serve the
profit interests of the private nector. Dr. H.K. Paramjape: The Public
Sector in the Indian Economy. Gokhale Tnetitute of Politics and Economl cs,
March 1979. Poona.
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According to the Hungarian experience, efficicncy requirements took on
only a secondar, role in the initial pe.iod of industriali .ution, mainly
until there were abundznt resources for extensive development available.
But, as resources becamg scarcar, snd the country’s Jependence on foreign
trade inoreased, efficiency came t0 the fore both in development and in
the operations of tho enterprises: efficieicy thut had ic be measured
sccording to an intein.tiunal yurdetick.

Of course, Hunzarian enterprises also have social tacks (oultural and
educational functions, houzing prograrmes, provision of sportas facilities,
rotivity, etc.), bu’ expsrience has choun that it is not advisable to combine
coonomio and socizl frnctions. Therefore, in the aoccounting system used by

Hungl.rié.n enterprieos, uocivl expunses are regintercd separately: what is
more, their davclopneni dcpends primerily on the efficiarcy of the enterprive
activity.

Another conclusion is thai state ownerahip does not mian an automatic
guarantea for officienct operations. We should be cwura of the fact that it
{8 not & good sterting point if we think that a state enterprise is always
more efficieni than a private enierprise (eventurlly on the basis of special
oriteria of effictency). Thin is not so. Stimulation of, and the need for,
eff'ciancy should be "brilt in" to the public scetor, cince assumming that
this will come of {ts c'm ercrcrd will it aneure high efficiency and compe-
titivensns,«

In developin; countrios whars cnpital is in short eupply, Lt is especially
{mportant that otate vertures beoome economically efficient as swon as possible
and thus oontribute to er axpanosion ol public rosources. Permane.t losses
should not be componmated fo:- Ly oitate subsidies, in penoral, sinoe thie
does not encourage an improvement in efficienoy. If subsidisation cannot be
avoided, it, should, vherever pouscible, be rranted only for a oertain period
and to an ever decreacing extent. in Indin, ithere arc public sector enterpriees
vhoee oalouletion is based en individinl conta plus centrally determined profit
rate (e.g. 190 por cent). The mors or less avioratic recoguition of individual
inputs is usual in iush caers, whon the enterpirize 48 in n monopolistic situa~
tion and vhara, at tho cace tirna, ihe main user of the given product 1o alco
the gtate. In tho cnce of ciher enierprises - neirly orisanted towardo export

- ——r——— -

Acoording 4o estiratam of the Draft Pive-Year Plon of India referring to
the years 1973-1987 nort~tax retnra ghould b5 incressed on the average
from 4.8 por ox'.“ t0 10 por sent in the ccaretitive seotor of the industry.
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wivvrets - the price-determinins role of individual costs decreases, since

the demand ¢ffect f a competitive market 1so has to be re oned with.

Tt should be consicnrea, nuaever, whether it is corrcct to undertake export
wctivities - and within thic context to effect price differentiations - in

a special foreiyn trade organization as distinet from a productive enterprise,

egpecially in the case of special rroducts.

In Brazil, the author has observed public sector enterprises are hardly
or not at all withdrarm Irow the effects and value judrement of the markets
noth the uiility and efficiency of their activities have to be proven,

usually under ¢ mpetitive conditicns.

Acknowledzeient of vpermancent losses on the part of public sector enter-
prises is not advisavle, even for political reasons, since it will strencthen
forces oppozsing the development of the public cector. Therefore, it is
~xpedient, after the runnin~=in period, if the cco omic environment created
for the public cector is as strict an that created for the private sector.
Murtherniore, an cguaily atron- stimulation and intcrest can ve enforced for
beth public an  private cnterprises comnetirs with eack other or operatin:
in complementery fields. Ary aboolutely neccssary (and justified) subsidi-
snticn shouid ve handled separately tTrom the profit of the enterprise. Unly
~r2ferences of a standard character, thosc unifor:ly ~ranted to all enterpriszes,
5. ould be char~ec > returns aceruine fro sales (as a prof: -increasing
factor).

The 2do0ve anpects of control and manarement in the public sector were
zeiected without any claim to conpleteness. lethods of control anid manasoment
¢ 'nly a seco~dary, tubc-dinate role as arainst dovelopment strategices,
b they form an indispensable system of tools in the realization of strategies.
» system of control and ma~arorent also functions as 2 cisnallin~ systen
wtlueneiny the flow of inforiation between the State and the enterprisec,
“rz quality (reality conteniz) of information, the adaptability of the State's
tee e volicy arnd that of puolic sector enterprises, as well as providins

for necessary correcti:rns ir strate~ies in the course of time.

In tnig conunexion, refercrec nhould se made to peragraph 21 of tho report
n1" the Bxecutive Dircocinr «f WT5) or the hole of the Purlic Sector in
. . 16/ .
[nidustrial Develepre it~ whiecn ototus amony other things that "...few countries

nave formulated conercte ctreteries for the -developrent of the sector... or

1u/ 1D/B/221, 15 Fetruary, "Activitics of UTID related to the Public Scotor®,
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have established co-urdination and control machinery for the sector”. I
consider it impurtant to emphasize the interrelation between the two aspeots
of stratarions the system of targets and the means.

Therefore, it would be rood, were UNIDO to support the study and publi ca=
tion of experiences obtained in the field of control and management of public
sector enterprises alung the following liness

- Conduct of country studies (e.;. choosing one country by rerion)

- Conduct of comparative studies (e.z. in thc form of case studies

to survey the management of enterprises belonging to the same
industrial branch);

= Examination of the role and application of individual managoment

methods (e.;. planning, income repulation, monetary and tax
policy, subsidies);
- Solution of methodolorical problems of international comparisons
(0.¢z. measuring);

- Examination of the experience obtained in enterprise management
{n the socialist countries having different conditions, and their
applicaticn in developing countries.
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