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1.  Introduction 

The experience of post-war development has  shown that the 
public sector occupies a ntrnte/'lc  role in accelerating 
national   development,   t'hc  -rowing role and importance of the 
public  sector  in developin- countries  arises from the recog- 
nition that  the  nubile sector 1 r»  i vrrv important Instrument 
at the di sposai   °f  society for  t'-o  achievement   of its ?oals. 
Among the broad   aima coraron to mont  developni" countries, 
usually the most   prominent are  the  pron:ot1 on of economic 
and social  development,  a more equitable  distribution of 
the results  of  that develop:,ent,   full   sovereignty of each 
nation over  its natural resources,   the promotion of em- 
ployment,   .and the  participation  of the population in  pu- 

blic affairs. 

The relative weights  as ni Timi to there  and  other "oalo in 
a particular  situation depend on the  socio-political envir- 
onment,  economic  conditions and   strategies pursued  in the 
country. The character and role of the public  sector,  ito 
policy and  organizational  forms,  can thus  differ considera- 
bly amon£ countries,   as well as am on/: various  otages of 
socio-economic  development  of n ^iven  country.  Different 
PO&IB i^ply differences  in  ^e mc"n<-  of imp! ementntton and 
different criteria for performance evaluation. 

The role of the  public  sector in national  development has 
numeious and diverre dimensions,  from th3  specific role of 
an individual   public  enterprise  or institution to the role 
of the state  in £uid:ln/ì  social  and  economic development. 
Whether the public   sector playa the rol«  of a direct per- 
former Of  the   tnslrn  included  in the  development plan or 
the role of the necessary catalyst  1n   the development of 
other sectors,   the activities of public  enterprises and 
public institutions,   together with  the indirect instru- 
ments of economic  policy,   represent the moBt important 



ri e an 3  of i mpl em entina  the  planned  strate^"*'  of  d o val opinent 
in  accordance wi*1"   r^hl-fo   •'•"teuftet.  Tn  ^r^r» î nit-  the coor- 
dination  of provision  of  ^oods  ana  services  by public  en- 
terprises ani institutions  should not be  separated from 
coordination  of  indirect  instruments of economic policy; 
they all represent  the ^eins  of achieving  e   Tiven set  of 
social   -oals  and  their  particular combination  in a fiven 
situation will depend  on both it colonica!   and pragmatic 
considerations. 

Although the goals  of public  enterprises cannot be separated 
from the role in national,  development of  the  public sector 
as  a whole,   further discussion in   fchis  paper   of the role of 
the public  sector v/ill  be  focused  primarily on the role  of 
the  public   sector  in production  of traded   -codj  and services. 
The expansion of  this  part  or  th • public   sector has been even 
inore pronounce  than the  expansion  in the more traditional 
fields  of direct  ""over^me^t^!   ,f>^1"i vi tv.   "1^oii'*Vì  our ironed i at© 
concern  is  the role of the  public  sec+or   in   the industria- 
lization of the developing countirea   it  is nevertheless 
useful   to lor\ at  the issues  ini tally from  a   broader per- 
spective  since Tiany  o±   u^e  autori via j   ..-•   ,.•'€.   and  effect?. 
are not  limited to  the  industrial  sector  alone.   It  should 
he  emphasized t-¡et the prcile  •:  of efficiency .and. account- 
ability  of public  enter••v* ~os ormnot ue  rolvv.1  within 
these  enterpriser  the*" selves but mist be  approached  from 
within   a broader   social   f rî-ne^orr;.  The evaluation  and impro- 
vement   of the: r  Performance   u.nd   t.ioir co.,tri>.ntion to deve- 
lopment  depend  both oh the  nitration within  the  enterprise 
and  on general  socio-economic  conditions  and   policlesf 

and  can be assçjeed only in relation to  the  fundamental 

social £oal3. 

2. .votives for establishment  of "uhlic enterprises and 
Their ¿ole in the dational ^conor.y 

The motives  for the establishment and  the  existence of pub- 
lic enterprises can be  of a general nature,   e.g.,  political 



goal of a socialist  society, < .verei^niLy    over natural 
resource«:  (pirt-ol  or ccnploco nationalization of foroipn 
enterprises), moie  equitable    istribution (a\..ong regions, 
or racial «uicial,   and economic proups), defence (defence 
industijy,  strategic  location),   or thsy can be quite  specific, 
o.g.,  averting t/otf.enecks in tho economic structure by 
devolop^r g •v?r • ir, wn en '-.h.. j.,;jV?to ..lector is not  int- 
erested,  breaking monopoly situations  in certain branches, 
or taking direct control owr individual strategic  sect- 
ors, developing infrastructure,  research activities    and 
technological know-how, promotion of private and cooperat- 
ive activities. The  activity of an individual public enter- 
prise may be the result of more than one of the many 
possible motives and J;hus iniluence the attainment of 
several goale. Especially in making comparisons between 
different countries,  one should bo aware of the fact that 
the Bame particular foni of public enterprise may result 
from quice diforent motives. 

At  the most general level the role of public enterprises 
depends basically on  cho socio-economic system of a country. 
At the        nu0    ^c1     of     the    -nni-e       0f    numerous       exist- 
ing and even more  i.urao.-ous pottú-l.lV íe: cible situations 
with regard to the relationships between the public and 
private Eecto^a xn tha national economy,  there are countries 
whose »strategy relie3 primarily on the private sector.  The 
rolo o.C  o.:,., p,.'•„... r.  &c   «o^.  :.   r: iiJ.;,'    ¡"tim ilatcry,  gap-filling, 
and supplementary.  For example,  the present strategy in 
Chile consists of assigning a secondary role to the public 
sector and of giving general guidelinos to the national 
community to 3erve  as a framawork for the free development 
of private activity. 

At the other end of the range there are countries where 
major means of production are in public ownership and 

public entorpriroe dominate the economy. There are several 
different institutional models and different policy 
orientations in this grovp, but on the vhola the environment, 
motives and ^oala of public ftnterpriees are distinctly 
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different from those in the first group. 

Between the s two groups there    re countries wi Ich pro- 
claim or exhibit a certain combination of public and 
private enterprises with an activo and strategic role of 
the public sector,  which aro usually called "mixed-economies". 
Since every economy is a mixed economy in the statistical 
sense,  these countries can more properly be differentiated 
among themselves and from the other two groups by thoir 
policy orientation and practices followed rather than on 
purely qualitative criteria. For example, in India the public 
sector    has been advocated for three reasons:   to r.ain 
control of the commanding positions in the economy,   to 
promote critical development  in terms of social Rain or 
strategic value rather than primarily in consideration of 
profit,  and to promote commercial surpluses with which to 
finance further economic development. 

In  the report of the üerretary-General of the United 
Nationa to the Economic and Social Council,  speaking of 
the criteria and practices employed by developing countries 
with regard to the role and place of the public sector,  the 
following w«re mentioned:   a) Providing facilities and 
services aimed at satisfying basic social and economic 
needs,  b) ensuring national control  of natural resources 
and other key areas of economic activity, c) preventing 
private domination of the economy, d) filling gaps  in the 
economy,  e) stimulating the private Bector,  and f)  ensuring 
adequate supplies of consumer goods and/or stabilising the 
prices of these goods. 

The satisfaction of some basic social needs and the provision 
of basic infrastructure facilities and services is, in most 
countries,  in the domain of the public sector. Tho moat 
important in the social services are public education, public 
health and public housing, which are all directly redated to 
the welfare of the population. Transport and communication 
facilities, energy, and water supply, and other public 

._L 
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utilities are an e03ential condition for development of 

other activities and for improvement of the standard of 

living. Thjy are usually chart -terized by lai0e capital 

requirements, economies of acale, monopoly situation and 

regulation of pricen. Rural infrastructure facilities 

require special attention. 

The need for greater national control of the economy aa a 

motive of a general nature has, in given historical circum- 

stances of the struggle for politicai and economic independ- 

ence, lead to a considerable expansion of the public sector, 

A similar but more important and widespread concern in 

developing countries has been the preventing of the excessive 

concentration of economic power in private hands in view 

of possible divergence of private and public interests 

and its repercussions on the diotribution of income, 

wealth and powor in the society. Many developing countrie« 

have been dissatisfied with the kind of economic and 

social development and pattern of distribution which 

accompany economic growth based on private interests and 

have opted for differont degrees of restriction on priv- 

ate ownership and power. 

Gome countries have put all the important means of product- 

ion and distribution under public ownership. Another 

group of countries have reserved certain specific branches 

of econcnic a<;tiv:\*-v f: -  ';hc public eoctor and have 

restricted the private pector by licencing and other 

controls to prevent the expansion of private sector activ- 

ities where they would run counter to the national goals 

and direct them into areas which are in line with 

national priorities. This is not to say that public owner- 

ship of the means of production would automatically 

prevent the possibility ¿hat certain political,  admin- 

istrative, or mnnagerial groups may well misuse public 

enterprise? as P. motmn  of obtaining economic power and 

- promoting their group interest at the expense of public 

interest. Such a possibility rather emphasizes the fact 

that one haß to take into account also the distributional 

.**. 



aspects and the nature of tho decision-making processes, 

beside the legal notioa of ownership, to apcertain that 

the public sector ccfcivitica hcvu  oü^ii in line with the 

interests .f the r'ci.itr a? '    .hoi'*. 

Filling the gaps; ir* the economy ia a rather more specific 

motive for eotftblicviinf5 public entorpriaoa aa it pertaina 

to specific hiBtoric.il circuit-neon in a given country. 

It la essentially of a oupplomenuary nature, and eorae- 

timea bakes the for»." of ' tike -c ur of ailing private 

enterprises and joint; venturoc 'ith privata and foreign 

enterprises. 

btimulation of privet-* aector activitíeo through various 

measures is an irport^nt task cf tho public sector. Among 

thoue promotional noaauroa credit facilitieo, aaeiatance 

in identifying investirent Kroortunitina und formulating 

inveatment.projects  sotting up of industrial eatatea, 

apecial promotion and vwjnL Lan  agencioa, and a whole set 

of supporting fccilitieo for rurrrl uovolopment have been 

used, in the field of internai vr\ó  external trade the 

public sector op• i t'>.'.< tra^:n^ i'j.inr^ in aoiie countries. 

There are oth*r r",.-3"J.'*-,..C3'i" '/v» i of potiv«*? for natabliah- 

ing public entorp?i«r,a O:^ nuah o).-.unification specifies 

these aa: economic 3p:1 th, r v.'enu'-, for govomment, fuller 

use of human and otbc.c r?Bource3, eooiul equity and certain 

public policy objectivas. Auctii'jr classification uses 

three categories of primary motives: liaBic motives 

(national monopoly, collective intovracdiataa, merit goods), 

developmental motivan (ontrepruaoucial oupport, entrepren- 

eurial aubatitution, «itmacarial eubotttution, transitional), 

und other motiven ( power end control, revenue). There ia 

another catégorisât.io« into nfuiatory-, promotional and 

developmental, m>l 001 z »r.-oic 1 snterprinas. 

3» An Overviow of, t.y -^^'è^-Q^gll^...^-^1.tho 3ooio-Boonomio BnTironmant 
While the role J: ti~ T.UMÌ'ì nntr^inôfî end their goals 

will obviouoly rVjrr-r.d voi-' œuc'i o>. the jocio-economic 
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system, level of development and development strategies 

adopted in a given country, the issue of the multiplicity 

of goals and the need to reconcile tho goals of individual 

public enJ jrprisee with the f idamental goal* of the state 

and the society in queauion will aribe AL AU  cases, 

though in different degrees of importance and in qualitat- 

ively different social environments. The performance of an 

individual public enterprise should in principle be Judged 

by social criteria, aa an enterprise is not an end in itself 

but plays the role of one of the instruments of national 

policy to achieve fundamental social goals. Social criteria 

lire needed to assess the priorities ailoted to particular 

benefits and coBts involved in a given activity from the 

point of view of the whole of society. 

This is, however, easier said than done. Some of the activ- 

ities of the public sector render social benefits that can 

be calculated only by value judgements end thus, evaluation 

could differ substantially among different socio-economic 

systems. There are activities which have large indirect 

effects which can be internalized only at the level of the 

national economy. Imperfections of morketfl in developing 

countries together with the possibili divergence between 

private and social costs also indicata that ..n oommeroial 

operations net commercial profit might not be a proper 

yardstick of performance. Its magnitude also dependa on 

other measures of economic policy, onp^cially pricing 

policy, and particular conditions in v/hich a public enter- 

prise operates so that high profits do not necessarily 

mean a good performance and vice verna. 

To reconcile the commercial mode of operation with social 

obligations is not an easy task but it han to be solved if 

public enterprises are to serve an n instrument of eoonoaio 

and social development an line with public interests, it is 

easy to agree that two opposing temptations should be 

resisted: to treat public onterprieo naivjly as a private 

enterprise and adopt a single cerner.,iu".l ra^-of-return 

yardstick, or to treat it as a social cervice absolved 



Troni economic discipline. The practical solutions to this 

problem vary ubstrntialj y among <  liferent socioeconomic 

systems, as tue choice of instruments is not independent 

of the social coals. .For example, in the system of state 

ownership in centrally planned economies direct controls 

by administrative means will be used in most canes, while 

in a self-management system with social ownership, self- 

management and social agreements will be used and. com- 

bined with more indirect instruments of control. 

Despite the large variety of organizational forms and policy 

measures used in dealing with this problem as a conseqitence 

of the fact that different coals imply differences in the 

means and different criteria for performance evaluation, 

these efforts emphasize the need for coordination among 

public enterprises, their supervising authorities, other 

sectors of the economy and other instruments of economic 

policy. The role of public enterprises and institutions 

and that of inuirect measures of economic policy are inter- 

dependent and complementary. Public enterprises are subject 

to overall soda! ^onls and guidelines set; they nlso influ- 

ence the sett ».n7 of '-hese and th«?ir ach-* evp^ent. At the same 

time it is the ta3k of the society to create institutions, 

guidelines and policy measures that they will enable public 

enterprises to satisfy those goals in the most efficient way. 

Thus planning system a id other instruments of economic policy 

represent an important aspect of social efficiency as means 

of coordinating interests and performance of public enter- 

prises with the interests of the society an a whole. In this 

context, the Questions of centralization and decentralization 

of decision making and planning, the coordination of the de- 

velopment strategy with the current economic policy, and the 

influence of rnacro economic institutions on the development 

of public enterprise., play an inportant role. 
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This shows that it is in general difficult to discuso the 

role of public enterprises without reference to the broader 

role of the public sector and tue socio-ooonomic system of 

the country. The problems of availability and comparability 

of data for cross-national compari sonn stem from the diffe- 

renceo among countries in the character, role and organiza- 

tional fo.Tis of public enterprise^ 'hioh are in turn rela- 

ted to the differences in the level of development, in eco- 

nomic and social conditions and goals, ae well as in poli- 

tical and pragmatic views regarding the possible solutions 

to the existing problems. 

Looking from the dynamic point of view, 1t in important 

to realize that the role as well as the organizational 

forms of public enterprises ,-ire in pany countries undergo- 

ing a rather rapid change ae the changes in the above 

mentioned factors and external factors affect the general 

strategy of development and of industrialization in parti- 

cular. The role of public sector in developing countries 

has not only been increasing but there have been also 

considerable changes in its field of activities, moti- 

ves and methods used. This hns *-een at least partly also 

a result of searching for the most adequate solutions 

within the general orientation of a particular country. 

In such a situation analytical studies of the historical 

•volution of the public sector in a given developing 

country can provide very important elements for the un- 

deratanding of the role of the public sen tor in the in- 

dustrialization and in economic and social development 

in developing countries. The role of the public oector 

is a dynamic concept and an intertemporal study of its 

importance for the industrialization of a particular 

country should be looked upon as a comparative study of 

its role at different periods in the country*s development. 
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öimilarly as there are differences in economic,   social  and 
political  coaditions amon/: various countries,  uifferent 
periods of country*s development and  industrialization are 
oh^roftori zed  iiv  di •P'Tprprit  e on rH •'••ions  uni   «   r.tndv  of the 
evolution of the  public  sector can  show the emphasis and 
chan^eB in tho country"s  strategy in this respect.  An ana- 
lysis of the  transformation  in time of the public   ..ector 
itself and  its impact on  economic growth and  social  trans- 
formation of the country would be very important  for a 
proper understanding of the  role   «hic h public  enterprises 
and public  sector play in the life of s nation. 

A  brief illustration of this  point can be provided by look 
in/j at the evolution  of the public  sector In  the  economic 

development  of Yugoslavia.   The  period  immediately after 
tfor] d war  II  when Yugoslavia emerged a:--  a  BOO Lai let  country 
was characterized  by reconstruction  of war donnéee  and for- 
mation of a strong public  nee tor which  ¡.tar ted  to play its 
strategic  role   in  the development  of the nation under ex- 
treme! •"• u-n^^vornbl p «m-nrnn* r>  M rniiwi+,,,,r,n!" •   lue'"  n  severe 
situation  r^ouired  that all  r-ouMryN resources and  man- 
power had   to  be  mobil i:-eu   for  the   reconstruction   of  the 
devastated  economy  and   fco  brinr  about  e  r"p1.d  industria- 
lization  and   transforation  of   tre  economy.   Kconomie  in- 
dependence was  achieved   throu'di nationalisation  of  foreign 
capital  althoiv'h repayments   represented   -»  ueavy  b'irijen. 
3:1 -'i Inrl^,   nntinral t^n'ion   0'r   nil.   n>n,1or   private   me.ins   of 
production  end   land   referir;   opened up   po';-l M litie"   for 
new .'ovel optent policies.   In this period   tb:   state  ovmod 
all major means  of production,   and the p'J anuin/ï was cen- 
trali-ed  and uMed   «R  an  instruí eut  of  direct   ^ni   centrali- 
zed   -T-anaTement  of the economy.   There  was little  scope for 
initiative and  decision-ma'rin;; in the public  enterprises, 
there role was to implement  the  targets which wore  cet 
ht-hor up  in the hierarchy of state administration.  Public 
enterprises -vere «Ion* with  p^lir  l^+sf-Hrti ens  Included 

in the budret. 

L 



.b*c  ir.''?*•• M" •"?•; ;.•)!•'   o"   ,-f'"1..,.'-'-";vv('' v >-t   in   ,wf'iie   onta ","/ri'r,r; 

î.^     ' •") c>0 '1'   J "       ""     ' T "'0 " ,""• ' '" I f*    n^   '""'l •* ^T''! 0^     ''"'li      0~*     in — 
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nro duc ^"* on   rp ' li  ^•n--,,   Jf.~   ."'''IT.   tri'r>>,'•"l''•,'   4.-   4"r   ^ive   te 

the wor'-r'ny  people   tr.e   r' /•'•: "   .. o    . eciue i or   '"'".'•* ~¡¿elver: 

about   the'r  .;ork,   an     M  "  r^ • i   to   ." C   :   <">:'.r worlr,   in-''  to 

avoid  the   •¿•'•'x'Cr   >' -f   ;"aïroaivv   t i '; • t: rr   rr   e.-ono 'le ,   .aocin.1 

.'mo   politic'!   L^-i'uL''-;.,.;«   ..Li-,   t;-.'--  evola M on   ''f   :i.e   aclf- 

?nni. '0' onT,   :',    t'?:.   :   ¡or'    .'.'iv       en:,   • "• "i:;::.i-.;f mi LC   C.  îJ  T.-;;   in 

the  poaiiior., > ••re  of  p'ito«"-')' y    /i '  .   r. r-a-r4"   to  varions   ü- 
f-p^ c- •? f)T! f-    0"r"     ' fV"1'" •"? f rir*!—»- q1'^ wr>    n •> • r> r> £>,", ; •    .ovi--1    *•'•! (Q    <")*'*   •^li1^"! •? fj    f> ^ ,"f>•r,.•. 

prise?.   ..hile   '    ' "  evoluti on   o i   f o  n -tortor.;-   o i pu h Vi. o   enter- 

prises  in   line  w'th  an tortai   proton.<.i *aonr  an.,   experi erven 
yaine'   i ^   the  aove.: or •• c if   of   le   syne-    cannot   no  elaborated 

here,   it   ::h">ui..,   iv •.-p-tl y:n •   ii."t  the rolo  pre>viou:-ly nlayed 

by  trie  eoa imi   ^overnaent  han   :,oen  in  "»  TV-'O:
1
   of  fields 

£m dually   iahen over by  tan   lower level  o.;.' "overnro-fl-,   and 

especially by  re7 f-irano""''".pat"  de•' ? ' ^n-r?'",.''i """  h"'  .1""   at   vn« 

rioun  lev J.-,  to  e-irviro  a   ,"-ro'i."'r   - a.r+ i^i raM. o-••   of  ,•• "*rV* ^y 

people   i", i   ,y.'Tv-r-I":'.-''   i •'to'-mt :. en   of   '"trmrtc. 

The  rol':.-   oí    ,he   '••ubi i a   ;:-oetor  .      in an: tri •''! i.a     ion   of de- 

veloping:  eonntrien will   than not   only   dtpand    on the  indu- 

strialisation  cvi'M.t'"';;    VV   aiao   or   t: e  eccnu.ric   and   poj i :;:Lc-al 

syster   oi   J. he- country.  I.-:  the   i'-i-od'iv e .,ajiple,  where t*'9 

tv/o rotrt   i1- "-.ort',"",t  ohar••/."•ter'' ~ti'~Ti   of   tho  r-yate"  a**e  saeial 
o',"ierrv^n   o-^   'vr> ~.tf**^  o-0 i^rof^iot'"" o*1   «ir.-"!   !",-el^'-r|ft*,oí*e,"ent. 

the  role   of   '.be  pubj"V-   o iiorprbos  wil''   '^e  ini i nene e. i   by 

the   r,y.:r.cì'% •   '"ir-ic  normative   .-h^raeterLi.fics   ,vLtb   re.:700t 

to the  role  0^  proino^r..  in  the   !er>i:a on-ria'rin';  proeer»st 

production  rei- ti on ;:t   di nitri hat " on   o?   ineoT.e,   inte ;ration 

in 1:ho   ::.;/:• ter,   of  "ay nni.-if^d  ia'^onr,   lOf^al  ef"¡'iciency ejid 

plannin";   ai,  va ri our. -1 o a .•!_;,,   Ir.   order  to  oxa¡:.in"'  t'., o  expe- 

rience  ir.   'be  .¡evai on"ìp'-•';  c^ì   "'y.^t ' onbn/-  of  t/:e pu eli e 

sector  industrien  one  han  alno  to  urmerr-fand   the  economic 
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?nd   social  envirormont in which tb^y operate  and the un- 
derlying de elopment strategy. 

rtfhile methods  fina solutions unerì  in different conditions 
on different levels of economic and   social development can- 
not  be automatically transplanted  elsewhere   ,   the knowledge 
of the situation nnd methods ueed in other developing coun- 
tries and their experience will  be useful not  only in for- 
mulating the  publio  sector policy in a .rjiven country but also 
in understand in/? the existing  ni tua ti on when  cooperation  or 
common actions  in variouo  fields are planned   by the develo- 
ping countries.   In the research on the role  of the public 
sector in the  industrialization of the developing countries 
it is important  to find an appropriate combination of the 
crooo-national  comparisons and   studies on the evolution of 
the public  sector in (selected)   individual countries to 
arrive at better m^eretamMn» of the ooTTipleritien involved 
in the development of the public industrial  sector. 
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