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1., Introduction

The experience of poct-war development has shown that the
public sector occupies a siratesic role 1in accelerating
national development. the rowing role and importance of the
public cector in developin- countries arises from the recog-
nition that +he muhlie gertor 1a n verv importsnt instrument
at the disposnl of anciety for tnhe nchievement of its roals,
Among the broad aims common to most developni countries,
usually the most prominent are the promotion of economic

and social development, n more enuitauvle distribution of

the results of that developrent, full sovereirnty of each
nation over its natural resources, the promotion of em-
ployment, and the participation of the population in pu-
bliec affairs.

The relative weichte asairned to there and other ~oals in

a particnlar situatior depend on the socio-political envir-
onment, economic conditions nnd strotesies pursued in the
country. The character and role of the public sector, ite
policy and orzanizational forms, can thus differ consldera~
bly emons countries, as well as amons various .tajes of
gsocio-economic develonment of a eiven country. Different
goals imply diffarencen {n *‘me meanc of {mnlemantnation and
different criteria for performance evnluation.

The role of the public sector in national development has
numerous and diverce dimensions, from th3 specific role of
an individual public enterprise or institution to the role
of the stnte in fulding social and economic develorment.
Whether the public cector plays the role of a direct per-
former of the tasko ineluded in the develonment plan or
the role of the necessary catnlyst in the development of
other sectors, the activities of public enterprises and
public institutions, torother with the indirect instru-
ments of economic policy, represent the most important




rmeans of implementine the planned atratecv of development
in arcordance witvy nhld4n interest, ™ nriwninle the coor-
uination of provisior of ~o0ods i services by public en-
terpriees ard institutionga srnould not oe separated from
coordination of indirect instru ~nts of economnic policy;
they all represent the ne-ns of acnievin~» o »iven set of
social ~oals and their mnarticular combination in a sziven
situation will deperd on both iceoclorical nnd pragmatic
considerations.

Althou~h the goals of public enterpriees cannot be separated
from the role in national .ieveiopnent of the prublic sector
as A whole, further discussion in thias paper of the role of
the public sector will be focused rrir-arily uu the role of
the public

The expansion of this part ois th- putlic cector nas heen even

sector in rroduction »f treded ~uvod. and services.

more nronounceu than the exnansion in the more traditional
fields of dirent enverwmental antiyity, "hon~h onr immeiiate
concern is the role of the public sectnr in the industria-
lization of the develcping countires it is nevertheless
useful to lork at the irzues ini*ally frowm a broader per-
snective since many 0. wia Luunriyias cowoee and effects
are not limited to5 the iLalustrial sector slone, It should
he erniacized tiet the rrotle o of efficlency and account-
ahility of puriie enter.rices cannot he colvae ! within

tl.ese enterrriges ther-elves bnt rust he annroached from
within a broader ancinl frereworx., The evaluaffon and impro-
verent of the'r rerfor-ance =’ taelr cortritntion te deve-
loprent deven? hoth oh *the ~ituetion within the enterprice
anl on ~eneral socic-economic condiftions and policles,

snd cen be asseped only in relation to the fundamental
snclal foals.

2. i‘otives for Tstablishment of ™hlic ™terrrices and

Their tole in *he ‘ational sconoly

The motives for the establicnmeat and the existence of pub-
lic enternrises can be of a ~eneral nature, e.7., political
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goal of a gocia.ish 30cieiy. «.vereigniiy oOver natural
resourcer (put sl o7 complete nationalization of foreign
enterpris.s), mois equitab.e istribution (ai.ong regions,
or racial.,uncial, and ecouomic groups), defence (defence
indust.yy, stratenic loca%ion) or they can be quite specific,
a.6., avorting cvottlenecks in tbe economic structure by
gevalopirg nJer in smicn thl LiLvaby sentor 18 not int-
erested, breaking monopoly situatione in certain branches,
or taking direct contiol over individual strateyic sect-
ors, developing infrastructure, research activities. and
technologicel know-how, promotion of private and cooperat-
ive activities, The activity of an individual public enter-
prise mey be the result of more than one of the many
possible motives and “hus ianiluence the attainment of
several goalc. Esnecially in raking comparisons between
differeunt cnuntries, one should be aware of the fact that
the same perticuler form of public enterprise may result
from quive difforent wotives.

At the most general level the rcle of public enterprises
depends bhas’cally on cthe sucio-economic system of a country.
At the oue  end  of  {he ~anpe of humearous exist~-
ing and even more ..umcrous potenlli_l', ferzible situations
with regard to the relationships between the public and
private gecio:d in th2? national oconomy, there sre countries
whose strategy relies primarily on the private sector. "'he
role o i pooo.” BC YO . r~indy ctimlatery, gap-filling,
and supplementary. For axample, the present strategy in
Chile consist2 of assigning a secondary role to the public
sector, and of giving general guidelines to the national
community to serve as a {ramowork for the free development
of private activity.

At the other end of the renge there are couniries where
major means of procuction are in public ownership and

public entermriree dominate the eccnomy. There are several
different inotitutionel models and different policy
orientations in this growp, tut on the vhole the environment,
motives and goals ol public enterprires are distinctly
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different from those in the first group.

Between the 3 two groups there re countries w! ich pro-
claim or exhibit a certain combination of public and
private enterprises with an active and sirategic role of

the public sector, which are usually called "mixed-economies",
Bince every economy is a mixed economy in the stalistical
sense, these countries can more properly be differentiated
among themselves and from the other two groups by their
policy orientation and practices followed rather than on
purely quentative criteria. For axample, in India the p ublic
sector has been advocated for three reasons: to pain
control of the commanding positions in the economy, to
promote critical developmeniL in terms of social poin or
strategic value resther than primarily in consideration of
profit, and to promote commercial surpluses with which to
finance further economic development.

In the report of the isecretary-General of the United
Nationa to the Economic and Social Council, speaking of

the criteria and practices employed by developing countries
wi.th regard to the role and place of the public seztor, the
following wure mentioned: a) Pruviding facilit.es and
services aimed at satisfying basic social and econonic
needs, b) ¢nsuring national contrel of natural resources
and other key areas of economic activity, c) preventing
private domination of the economy, d) filling gaps in the
economy, @) stimulating the private sector, and f) ensuring
adequate supplies of consumer goods and/or stabilizing 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. The most
important in the social gervices 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




utilities are an essential condition for development of
other activities and for improvement of the standard of
living. Thuy are usually chare .terized by lar e capital
requirements, nconomies of acale, monopoly situation and
regulai.on of prices. Rural infrastructure facilities
requi.re special attenticn.

The need for greater national control of the economy as a
motive of a general nature has, in given historicael circum-
stances of the struggle for politicali and economic independ-
ence, lead to a conriderable expansion cf the public sector.
A similar but mors important and widespread concern in

developing countries has been the preventing of the excessive

concentration of cconoiic power in private hands in view
of possible divergence of private and public interests
end ite repercussions on the distribution of income,
wealth and powor in the gociety. Many developing couniries

have been dissatisfied with the kind of economic and
social development snd nattern of distribution which
accompany economic growth based on private interests and
have opted for differont degrees of restriction on priv-
ate ownerrhip and power.

Some countries have put all the important meens of product-
ion and distribution under public ownership. Another
group of countries have reserved certain specific brenches
of econcnic egctivity - “he public eecteor gnd have
restricted the private mector 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 pessibility wvhat certain political, admin-
istrative, or menagerial groupe mny well  misuse public
enterprises as » moann of obtaining economic power and
.~promoting their group intevest at the expense of public
intereat. Such a posaibility rather emphasizes the fact
that one has to take into account also the distributiona)
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aspects and the nuture of tho decislion-maliing processes,
beside the legal notiou of o.mershin, to ascertain that
the public sector cetivitviea neve oeunn in liue with the
intersats .f the r-c¢iaty ae r holn.

#illing the geapc ia tne economy is a rather more specific
motive for establicuing puhlic entorprlisos as it pertains
to specific historic.l cirvcuactsnces in a given country.
1t 13 essentirlly of a supplaomenvary nature, and some-
times takes the farin of ‘lalkz-c or of ailing pirivale
enterprises and Jjoint venturec :'ith privata and foreign
enterprises.,

stimulation of »riv.t~ gactor activitiem through various
measures is an irpori~nt task of tha nublic sector. Among
these promotional mnasures credit fecllities, assistance
in identifying invaatmwent Sonortunities und formulating
investment projacts sething uvp of industrisl estates,
gpecial promotion and exuencion agencies, and & whole set
ot supporting frcilities for rurcl unvelopment have been
used. In the f£isld ¢f intarnal ond ¢xternal trade the
public sector or i Ln trading livrt in some countries,

'here are othepr rl~ar’ icatiavy of motives for nstablish-

ing public entorpris~a. On> nuck cir.uaification specifies

these as: ecenonic sr th, vivenw: for govornment, fuller

use of human and nther regources, rocinl equity and certain

public policy objeciivas, Anctiiar clasgitication uses

three categories ol »rimary motives: asic motives

(national monopoly, collactlvc intovncdiates, merit geods),

developmental mo%tives (~ntranroiocurial support, entrepren-

eurial substitution, menagarial eubotitution, transitional),

und other motives ( power end rscntool, revanue). ‘'here is *
unother categoriuction inte ryrulutosy, promotional and

developmental, rpd correwnicl anlerprines. ‘

3, An Overviov of t~n Ylablouealp wi'i the Socio-Boonomic Environment

A G Su ———_ . - Wam a——

while the rolc . %i.a rudiie anseopyiroa  end thelr goals
will obviouply ~Pend very wuci o +he .ocio-economic
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system, level of development and development strategies
adopted in & given country, the issue of the multiplicity
of goals and the need to reconcile tho goals of individual
public en’ srprises with the f. 1damental goale of the state
and the society in yuesivion will ariwe a1 ull cases,

Lthough in different degrees of importonce and in qualitate-
ively different social environmente., 'The performance of an
individual public enterprise should in principle be Judged
by Bocial criteria, as 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
ure needed to assess the priorities alloted to particular
benefits and costs involved in a given activity from the
point of view of the whole of socisty.

I'his is, however, sasier said than done. Some of the activ=-
ities of the public sector render social vsenefits that can
be calculated only by value judgements cnd thus, evaluation
could differ substantially among difforent socio-economic
gyetems. '[here are activities which have large indirect
effects which can be internalized only at the level of the
national economy. Imperfections of merkets in developing
gountries together with the possible divergence between
private aud social costs also indicute that .n commercial
operations net commercial profit might not be & proper
yardstick of performance. 1t8 magnitude also depends on
other measures of economic policy, onvacially pricing
policy, and particular conditions in '+thich a public entere
prise operates so that high profits do not necessarily

mean a good performance and vice versna.

'o reconcile the commercial mode of operation with social
obligations is not an easy task but it hen to be solved if
public enterprises are to serve as r1 inntrument of eoconomio
and social developmert in Jine with publlc intcrests. It is
eusy to agree that two opposing temptatiors shovld be
resisted: to treat public enterpries naivoly as a private
enterprise and adopt a single ccmmer.iul rass-of-return
Yardstick, or to treat it as a socinl errvice absolved




Trom cconomic discinline. The practical solutiorns to this
problem vary ubstmtialiy amons « Lfferent socio- :conomie
svstems, as tne choice of instruments is not independcnt
of the social roals. For example, in the system of state
ownership in centrallvy plarned economles direet controls
by administrative means will he used in most caces, while
in a2 self-mana~ement system with social ownership, self-
manaverent and social agreements will be used and com=
bined with more indirect instruments of control.

Lespite the large variety of orsanizational forms and policy
measures used in dealing with this problem as a consequence
of the fact that different roals imply differences in the
means and different criteria for performance evaluation,
these efforts emphaczize the need for coordination among
pudblic enterprises, their supervising authorities, other
sectors of the economy and other instruments of economie
policy. The role of public enterprises and institutions

and that of inuirect measures oif economic policy are inter-
dependent and complementary. Public enterprices are subject
to overall social roals and rmiidelines cet; thev also infine
ence the gsettim~ of *hese and thedir achieverent, At the sanme
tine it 1s the task of the society to create institutions,
suldelines and pol'isy measures that they will enable public
enterprises to satisfy those goals in the most efficient way.

Thus rlannins system a:d cther instrurments of economic policy
rerresent an irrortant aspect of social efficiency as means

of coordinatinz interests and performance of public enter-

prises with the interests of the soclety as a whole. In this

context, the ouestions of centralization and decentralization

of decision making and planning, the coordination of the de- .
velopnent stratecy with the current economic policy, and the
influence of macro economic institutions on tae development

of puhlic enterprise. play an inmportant role.




This shows that it 18 in general difficuit to discuss the
. role of public enterprises without reference to the broader
role of the public sertor and tue sorio=e,conomic system of
the country. The problems of availability and comparability
of data for cross-national comparisons stem from the diffe-
rences among countries in the character, role and orpaniza-
tional foms of public enterprises, .hich are in turn rela-
ted to the differences in the level of development, in eco=
nomic and social conditions and goals, as well as in poli-
tical and pragmatic views regarding the possible solutions
I to the exinting problems.

T.ooking from the dynamie point of view, 1t {3 important

to realize that tie role as well as the organizational
forms of public enterprises  re in many countries undergo=-
ing a rather rapid change as the chanres in the above
mentioned factors and external factors affect the zeneral
strategy of development and of industrialization in parti-
cular, The role of public sector in developins countries
has not only been increasing but there have been also
considerable changes in ite field of activities, moti-

ves and metrods used. This has ‘een nt least portly also

a regult of searching for the most adcquate solutions
within the general orientation of a particular country.

In such a situation analytical studies of the historical
evolution of the public sector in a given developing
country can provide very important elements for the me-
derstanding of the role of the puhiir se~rtor in the in-
dustrialization and in economic and social development

in developing countries. The role of the public gector

is a dynamic concept and an intertemporal study of its
importance for the industrialization of a pasticular
country should be looked upon ams a comparative study of
its role at different periods in the country's development.
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similarly as there are differences in ecoromic, social nnd
political conditions amorwy: varicvus countries, ulrferent
periods of country's development and industrialization are
rharnrtarized hv A4 fferant condi+iona and » ntndv of the
evolution of the puhlic sector cnn show the emphasis and
changes in the country's stratepy in this respect, An ana-
lysia of the transformation in time of the public ..ector
itself and its impact on economic growth snd social trans-
formation of *+he country would be very important for a
proper understnnding of the role which public erterprises
and public sector play in the life of a nation.

A hrief illustration of this point ecan be provided by look
ins pt the avolution of the public sector in the econonic
development n? Ynroslavia. The perict immedintely after
world war Il when Yw oclavia emerced as a socinlist country
was characterized by reconstruction ot war danates and for-
mation of a strons pnblic sector whici nitarted to play itse
stratecic role in the development of the nation under ex-
tremelv nTavarahle enmamin ntranumatancns, “ueh A nevere
aituation reauired that all country' s resonrces and man=-
power hand to he mohilires for the reronctriaction of the
devastoled economy and to hring abeout » ropld industrine
Jizntion and trancformetion of tie reonormy. kconomic in=
derendence was nchieved tnron-h nationnliration of forelsn
capital althionh repayments reprogented o pneevy borunn,
5lilarl, natteralizalion o7 A17 major private means of
produnition anid 1and reforms opemed up poihilitie~ for
new ‘nveloprent policiea. In thils perind the atate oxmed
all major menns of production, and the rlanning wno cen-
trnli-ed and used st an inatrm ent of direct =ni certrnli-
zed rtann~erent of the economy. There wae little rcope for
{nitintive and decision-makins in the public enterprises,
there role was to implement the tLargets which were cet

2

hi~bter un in the hierarechy of stnte adminitration, Public

enterpriaes vere alon~ with prhide {rnrti+ntiona inclinded
in the hudret.
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"nd social environment in which they nparnte and the un-
derlying de elopment strategy.

while methods and solutions used in different conditions

on different levels of economic and soecial development can-
not be automatically transplanted elsewhere y the kmowledge
of the situation nnd methods used in other developing coune
tries and thelr experience will he nseful not only in for-
mulatins the putlie sector pnliey in a ~iven country but also
In understanding the existins situation when cooparrtion or
common actions in various fields are planned by the develo-
pinss countries. In the research om the role of the publie
sector in the industrialization of the developins countries
1t is important to find an appropriate combination of the
cross-national comparisons and studies on the evolution of
the public sector in (zelected) individual countries to
arrive at hettar wrderatandine of the romplarities involved
in the development of the public indnstrial sector.
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