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Introduction

In industrialized countries the industrial sector caze under

state ownership mostly after the second world war; in developing
countries mainly after 19{0. This signifies that the experience

in matters of investment, organization end operation in the public
industrial field has still to be gathered and analysed. At the
beginning, cnly the main reasons and scope of this very important
action were obvious: to ensure the national ccntrol of key industries,
to preserve the autonomy of decision and independence of pasic and
strategic resources and to suprply services considered of national
interest. The Aust:iian nationalization programme was more extensive
as it comprised beyond the iron and coal mining, steel and oil
sectors, IiImportant enterprises in the machire building. electrical

equipment snd chemical industry.

The role of t1e stete as regards function and organization of state-
owned companies varles consideradly from cne country to another.
Aastria hes adopted a medium way tetween z real enterrreneurisl
pesition with full and rigid state engagement and systems where

stete intervention is limited tc a catalyst function for industrial

(@]
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2ctivities or by simply bringing their inflience to bear on private

companies.,

In Aust-ia state-owned coxrpanies are z2overed By a Zenuine holding
company named 0IAG (Osterreichische Incdustrieverwaltungs

Axtiengesellcchaft), constitu.ei as joint stock company,
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the To%ta. shares ¢ which are owned by tTnhe S 1

this holding companv has been ¢ivern essentially a controlling
and financial Zunction.

The holding's subsidiaries that are - .=- organized as

jeint stock companies have a rather autcnomous anéd free ope-
rative status and the role of the BIAG is limited to the
analysis andé approval of annual reports and accounts, to

~he approval of the aprointment of members Zor the Board

of Directors, to investment decisiocns, to the approval of
acguisition and establishment ©of new companies and by supervising
and cooperating in a Five Year Plan which has to cover mar-
keting, investment, £inance and production projections. This
status of the subsidiaries, permitting them to develop their
enterpreneurial and managerial skill, is certainly one of the
main reasons for their successful operation and their important
contribution to the economic reconstruction process in Austria
after the second world war. Construction materials, consumer
and capital goods expanded with high growth rates and torlay
the export share of the industrial public sector exceeds
largely the share of total industrial work force in Austria.
Research and development expenses of this secter in 1580 cor-
responded with about 120 million § /year to 2,0 percent of

the turnover; if this rate is lower than in some other indu-
strialised countries the reason is due to the predominant
share of non-research-intensive industries within the Austriau
public sector. In France, for example, 45,6 percent of the
total re:zearch expenses are spent by the car-, electronic-

and aeronautic sectors. Chanyes of organizaticnel nature in
the Austrian state-owned industrial sector concerned namely
the roncentraticn and merging process in the steel and special
steel sectors in order to ob%tain a strezngthening of their pro-

ductive and administrative cacacities.

In the seventies, whilst Austrian industries were still
recording one of the highest growth rates of <the OECD countries,
shadows appeared on the lorng-lasting favourable economic situa-

tion and the emerging crises1Tfe~ze4 particularly strongly,




- the continously lncreasing production capacity did nct

correspond anymore to the stagnant market situation,

- new competitors emerged, who were in a position to

produce at lower costs,

- the insufficient capabilityv of a traditionally orientated
and high capital-intensive industry to introduce new
product—-lines.

To these factors on irternational level others were relevant
for the performance of the public industrial sector, namely
the

interrelationship between state-~owned compunies and
state authorities,

- management performance

- Fuality of centrol systems

- funding

- cooperation with private firms.

Thirdly, state-owned companies are supposed to0 support macro-
economic objectives as regards employment security, employ-
ment creation or regional development politics. All these
influencing factors that bear on the results of tne public

industrial ccmpanies, will be treated below.

2. External neqgative effects on the state-owned industrial sector

2.1. trial overcapacityv facing

us
fagnant_cr_recessionary market

Iron, steel and alumin.um industries form an important share
in the public industrial sector in developed countries as
for instance in Austria, where these branches count for

41,6 percent cf the to+tal turnover of the public industrial sectcr
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zed countries meets a marxec situelicn characterized Dy

- the ené 0f the domestic reconstructicn period in indu-
+rialized countries, linked with &2 marxet saturation

with steel-intensive consumer goods as for the car pro-

duction, construction ecuipment ané ship building indu-

strv, thzt followed the twc decades lasting situation
s

of steadily growing demand. Consumer good; production
as & whole wes declining after the first oil shock in
1973;

- +the rapidly increasing steel production in Japan and
in ‘some develoving countries like Brazil, Mexico,
South Korea, ané Argentina, favoured by the

existence of better and more econoric mining, pro-
cessing conditions and lower wages.

This situation has consequently modified trade conditions.
West European steel producers had to cut their production
capacities, to sell at huge losses, to reduce labour and
to requsst subsidies for survivil.

ther b Zo industries have been stricken too as the alumi-
nium product.on suffers from rising energy costs and some
branches of the chemical industry suffer from high raw-
material, energy and transport c2sts and severe overcapacity
oroblems in the fibre-industry. In the erngineering sector
the ship-building companies'capacity utilisation decreased
pelow 50 percent so that alone in Sweden the state-owned
ship building ccmpany during the seventies had to receive
subsidies corresponding to 136.00C g fcr each emrclovee.

Technological_changes

————————————————— -

Zlectronic, gene, robot, infcrmatics, laser aund cther high
technolcgical technics arz revolutionizing the conventional

industrial operations and are generating severe problems
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that exceecd the potential c¢I singie encerprises.

Tracditional work proceeding, material use, labour and
even living conditions are toucheé ané at the same time

product = <Jycles are shortened ravidly.

The negative effects of. the neglect or even the belated
awareness of these new technologies, can be shown by the
example of_ a private swiss watch-producing group which had
to reduce its personnel from about 75.000 to 40.000

in a few years.

Consequences of the
altered industrial sivuation

The state-owned industrial sector has been nostly affected
by this situation because in the major part, basic indu-
stries belong to the most vulnerable..industrial branches.

It has to be specified +that private steel companies in the
USA, Belgium and France have been stxicken in the sare nanner
and had to proceed to important manpower reductions and
recorded enormous oOperative losses. Only huge state
subsidies could prevent companies from partial or totel
economic collapse; the firms were given support by direct
payments or by transforming former loans into equity or

by receiving financial guarantees.

Between 1975 and 1980 the breathtaking sum of 18 bn §

was raiszd for funding the steel industries in Great Bri-
tain, France, Italy anéd Sweden. This amounts tO an averaqde
subsidy of 26 § per ton for the Lotal quantity of crude-

steel-production in this period.

State-aids to vhe pub’‘c British Steel Corporation came to

a bill -~ about 6 br $, whereas <+<he loss of the business-
year 1980/81 again was aboucz 1,7 bn §$.




About 1UU.000 jecbs have been lost at BSC since 1874/75,
wiich is aprroximately £ifty percen* cf the active

workZcrce of 1974.

teel production at BSC fell from 20,8 million
tons in 1974/75 t¢ 11,9 million tons in 1980/81.

In FPrance the state had to spené 3 billion § for the 8alvage
of its private steel companies USINOR and SACILOR.

Problems are worsened by the fact that the Eurcpean steel
industry is located at svecific regions so that the difficulties
of the steel enterprises have negative multiplying effect
on other industrial branches, on supply industries, on
conmerce and service industries.As aresult of this, some
regions are stricken by an extremely high rate of unemplcy-
ment. For some British towns the respective figures show an
unemployment rate of 5G percent. Of the Spanish province

£ Alova, a 40 percent unemployment rate is recorded.

Adscria has been subject to similar problems. Though the

overall employment situation has been satisfying compared

to the average European camtiv - unemployment during the
first half of 1981 came up.to 2,4 percent in Austria ~ there
are some regions, which are severely affected by the steel
crisis. Namely in Styria, the Austrian province with a tra-
ditionally strong s:eel and special steel industry, at

some locations 57 percent of the working population of the
area are engaged in the steel industry. Though unemployment
in Styria has not dramatically increased,the respective
figure for the first half o 1981 being 3 percent, the
transformation process that is under way in the nationalized
steel industrv has to be carrieé out with regard tc this

specific employment s:iructure.

Due to the intensified diversificaticn acticns, the RAustrian
na+ionalized stcel industry faced the crisis undev less
unfavourable conditions. Within the la.t years VOEST-ALPINE
succeeded in improving its product range to the effect that

1980 47 vercent of its turncver were made up by finished:




products and engineering and contracting. Iz spite cf this,

. cue =¢ insufiicient steel-prices ané the ccllapse of the
steel market that again took gclace in 1980, total operatio-
nal losses of the Austrian steel and special steel compa-
nies accumulated to a total of 538 million $ during the
past six vears. Till the end of 1980 labour reduction has
reached 4 percent of the total labour force in 1974, a rather
modest figureif compared to the European average that
amounted to 24 percent between 1974 and 1980.

2.4. structural changes
The curplus capacities of steel products linked
with increasing export difficulties - whilst some European
steel companies have expcrt rates up to 80 percent of total
production - compelled these inrdustries to reconsider and
adapt their production programme in view of processing higher
value added products and also by integrating single products
into a larger systemn accompanied by complementary consulting,
operational, managerial,marketing and after sales services.
This development requires a thorough transformation of the
companies' organisations, the creation of new divisions with
a sufficient staff of experts in the technical and other
fields, training of labour to new tasks, emphasis on research
and development activities.

| Needless to say +that this evolution meets initial difficul-
ties in the techuic, economic, financial and managerial field
but also by the fact that the major part of the employees
do not went to abandon their traditional mode of work.

3. Internal structural problems

Whils% problems treated above concern particularly state-owned
companies in industrialized countries, the considerations
enumerated in the following chapters are valuable for state-

owned companies in general.
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The tight link cf stz+te-owned companies <& the gcvernment,
~hat is exerted direc+ly or through hclding companies, let
them cpen tC more cr less administrative anéd political in-
£luences; this might have negative effects if - as in Great
Britain - even their s+taztus is gquestioned in case of a change

0f the political system.

amongst the different organization patterns regarding the
relationship between the government and state-owned compa-

nies, the Austrian solution seems favourable because:

- the politizal stability assures an undisturbed work of
the top management of the holding company whilst politi-
cal interference is rather small cdue to juridical and
financial autonomy of the subsidiaries. This soluticn has
proved successful during the last 15 vears. Before the
establishment ¢f the hcliing company in 1966, the naticna-
lized industries had rezern subject to ministry administration,
and competences varied according to the’'outcome of elections
to the National Assembly. In these times - between 1946
and 1966 - day-to-day political interference with the com-
panies, was a much deplored fact in the Austrian political
and economic scene;

- UIAG functions as a genuine finance holding, by providing
new equity capital for her subsidiaries and surporting their
external financing activities with guarantees for loans and
credits. The funds necessary for these activities are raised
by the groups' dividend income ané by bond-issuance and

other long term borrowings, on the part cof UIAG, herself.

Management performance in the »ublic industrial sector is
more exposed to the public by the mass-media and laid more
open to criticism than private industries. It can, however,
not be denied that in some countries the selection of mana-

gers for state-owned companies has to be considered as arbi-

trary and not based con objective ancd professional criteria.
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the appointment of
managers, the ozinion prevails that a pegition in state-
owned companies assures a gquiet 1ife and security. Fortuna-
tely this situation is now under change ané the importance

of high qualified managers is generally agreed.

There exists however the difficulty how to evaluate managers'
performance in public enterprises. Because of the dependence
on external factors, of noa guantitative elements and above
all on the difficult eronomic situation prevailing in some
branches, which makes it easier in the o0il industry than

in the steel industry to work profitably,a Jjudgement accor-

ding to financial results alone would be most erroneous.

Theoretical formulas for performance evaluation have been
elaborated and suggested, but they do not seem applicable

in practice. According to the author's opinion the only way
would be to estimate how managers have accomplished their
medium or ilong time projections. The

danger that in this case, plans would be purposely elabora-
ted ir a too pessimistic way, is not valid for the YIAG~group
where 5 years'plans of the subsidiaries hive to be accorded
with the holding company.

This solution of evaluation would permit a judgement. regarding
the management's ability to foresee the production and marke-
ting situation of the company, the quality of diversification
actions and the results of new investments in regard to

sales projections or market shares.

Contrary to the general opinion that "state-owned" executives
are anonymous civil servants, personalities like Mattei or
Dreyfuss will also enter into the history of economics as

Foré, Krupp or famous managers of private firms.

Control systems
Legislation regarding control institutions varies from countr
to courtry. In Austria the control of state-owned companies

is exerciseé as in pri 21te joint stock companies by a
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supervisory boaré and on national level by the court of

accounts (Rechnungshcs) .

At JOIAG's general meeting the Federal Chancellor represents
the state as the owner c¢I the hcliding company's

share capital. The J0IG- (UIAG-) -act (1966,
amendment:1969) also provides for an annual report by
the Federal Chancellor at Parliament. Though this annual
repcrt can not be graded as a means of direc*t control, it
has an iaportant function as regards information and critics
on all guestions linked to the state industries, on a par-~

liamentary level.

The presence of top menagers of the holding company at the
superviscry board of subsidiaries and the permanent contacts
between executives on different levels between the holding
company and its subsidiaries assure that control will not

be restricted to backward account checkings.

The new export orientation in Austrian cowpanies towards

the implementation -0of important industrial projects in far-
distant countries brings about additional control problems,
because the construction of such plants extends over several
years and the final financial resuilts can only be cobtained
~fter total completion of work.

For this reason a new control system should be intrcduced
comprising a permanent checking of the planning and construc-
tion progress, of the situation of equipment supply and

of punctuzl cost estimation.

The need for funding state-owned companies creates big pro-
blems. The reasons for this increasing capital demand can

be summarized as follows:




- basic industries count as +the mest capital-intensive Ones
anc new investments necessary Zor rationalization and
competitive reascns require considerable financial re-

. sources;

- on the other hand state-cowned companies received only

insufficient capital contributions;

- during the reconstruction period 13946 to 1955 and some
years after the nationalized industries were used as an
instrument of government policy "as a direct gear into the

economic motor for influencing its development". The

nationalized steel-, coal- and fertilizer enterprises
haé to follow a special price policy which kept the

comestic price levels much below the European export
prices, but had detrimental effects on the companies’

own funding power:;

- increasing balance losses, notably in the

steel industry have to be compensated;

- the under-capital.zation of state-owned companies at rates
down to 5 percent instead of an equity capital of at least
30 percent ordinarily required presses hard on the profit
and loss account. This difficult situaticn has been aggrava-
ted by the increasing interest rates in 1980 and 1981.

t

Up
: amounted to 64 million $. They were attributed for structural

¢ the end of 1980 financing from federal budget £funds

investments to the special steel company, Vereinigte Edelstahl-

werke.

in 1980 zotal investments of the {IAG-group could only be
cocvered by 65 percent by the cash flow, compared to a 80 per-

cent-ratio in the seventies.
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public £3 inc ¢i state-owned companies is not
Pr.auded Dy th2 public anéd in this sense the recent decision
cf the Italian socialist party has +¢ be understocd: +c sell
scme companies participations of ncn-strategical value,
like CEMENTIR ané %o allow NIPPON STZEIL =o participate in
TTALSTDER. In France a private participazion up to 25 percent
has been allowed sirce 1980 in state-owned companies. In =his

manner new capital will flow intc these companies thus dimi-

nishing the need for public funds.

I+ has to be znnotated that in some cases the need for
financial contribution has led to an enlargement of the
nationalized industrial sector. In Belgium the state became

a sharehclder of 4 major steel companies in 1979 and in

1981 aquired additional shares of the newly formed COCKERILL-
SAMBRE corperation. In France too, state authorities have
obtained more direct or indirect influence on the steel

corporations, after massive subsidizing actions in 1978.

If these examples and the reasons for these operations can

be considered as single cases, they coincide - unvoluntarily -
with the tendency to associate state-owned companies more
tightly into the national economy, thus closing the gap bet-

ween the two economic systems.

The position of the state-owned companies
in regard to_the private_sector

The opening process of state controlled companies towards
the private sector in Austria follows the lines of a coope-

ration ané participation policy with private firms.

L denationaliza+tion of the existing 100-percent-state-
owned enterprises needed the consent c¢:i

~he National assembly's main executice committee and be-
sides, is not *o be envisaged for political reasons, as most
cf the Austrian employees a..d the members of the Socialist
Party view the state industries as an important achievement

in the history of the 2nd Republic.

PRISUEE———




The cooperation with private f£irms is exercised as Zolliows:

The helding compan, ¢f the state-cwned f£irms or its
subsidiaries might be interested to make minority or
majority participations in private firms under the
conditions chat these private f£irms have strategical
character, are in a position to cpen new markets,
possess the know how for special products or - in rare
cases, if tre closure of a firm would upset the regional
economy, and a future return to profitability can be
foreseen.

This is a marked éifference to the Italian solution
where the state-owned company GEPI rescues and revi-

talizes ailing enterprises mostly without distinction.

In order to complete their own preoduction programme Or
to obtain new technologies, Austrian companies enter into
cooperation with private Austrian or foreign firms.

VOEST-ALPINE has taken some steps in that direction with
a cooperation programme with the computer specialist IBM,
for the production of electronic components. Another
recently negotiated venture in the field cf electronics
is a joint venture with the US electronics company AMI.

Several participations in mining companies have been
acguired during the last 5 years to strenghten the raw
material supply of VOEST-ALPINE, the mining areas lying
in Austria (wolfram), on +“he Philiopines (chrome) and
USA (coal).




Encagement cf state-owned companies !
&

or nationel eccnomic and social tasks

In free market economic syétems state-owned companies can be
employeé as active instrument for the government to support
economic structural improvements. This concerns particularly
small anéd neutral countries like Austria, where the development
of new technologies is not pushed by governmental assignments

- as in the USA where government decided in May 1981 to spend

100 million $ for one single electronic development project

for military application. Financial and other incentives have
to be offered to fav~wr investments in future oriented indu-
strial branches waen private firms by reasons of too great
commercial risks do not tend to be engaged.

f.ate-owned companies have contr.buted greatly to the develop-
rent of parts cf the biotechmicals and electronics industry in Anstria.

“IAG took an active part in the setting up and financing of a micro-
electronic development centre at Villach, Carinthia.

In this project UIAG took the opportunity tc ccoperate with
SIEMENS AUSTRIA, which itself is a 43 percent “~ate-owned com-
pany. In the field of biotechnics, the spec: t2e. company

VEW has been operating successfully by constructing power-alcohrl ané food
Frocessinc plants on the basis of the Vogelbusch-technology.

Many cf these plants have been exported to overseas and .

African countries like Kenya, Macdagascar, Brazil and USA.

However, the mest impcrtant oroblem wnich governments at present
nave to face is that of unemployment. There is no place here

tc discuss the reasons but the effects constitute real economic
and social dangers whilst solutions are difficult to finc. How
snould one stimulate production, discover new products in stag-
rant or recessing markets and cope with rising energy bills ?

The introduction of import-substituting products often clashes

with buvers' preferences or is only profitable at large scale
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procucticn, wnhich might create sales prorflems I 2 small counctry.
Cn the other hand expcr:t expansicn reculires market experiernce,
expcort acencies andé a speciallyv trainec sales Iorce. Th:

search for new emglovment possibilities

'l.

s cifficule ané derencant
cn the azility ¢ judge numerous sitructural andé cgerative fa

relevant fcr new investment.

If thus government does not want to have a region with a high
disoccupation rate or to subsidize permanently non-profitable
industries, it has to proceed to structural change by creation
of higher technological and future-orientated industries in
industrial areas where infrastructure, telecommunication and
transports offer the best investment conditions. For this
policy goverments are using special governmental institutions

but above all state-owned companies.

In Austria UIAG and her subsidiaries endeavour to substitute
lost employment by making provision for new lines of produc-
tion within the state-owned companies ; but also by a project
for attracting inward investment. The companies that decide

for investment may count on support through feceral or regional
investment aid, or on direct-participation of one of tlhie natio-
nalized companies, if this should prove useful and suitable

in regard to production.

As a rule, matters of employment pol.cy are dealt with in close
cooperation with the trade unions, whose members have a strorg

position in the nationalized industry. The companies' shop
stewards who are organized members of the Austrian trade union,
the UGB, are by law members cf the companies' supervisory boards
and thus are able +o partake in the decision making process

cf this bocy. Besides, there are regular contacts between the
companies' top managers and the shop stewards concerning all
social anéd other guestions, so that upconing proklems between
management and employees may be negotiated in time. This high
degree of employees' participation rights attributes positively
to the good social climate in Austria.
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Jith +the present industrial revolution, the rcole and function of

state-owneé companies are subject =0 changes. These changes

met more <ifficulties thar in private industries because of

H,

their hich rate of capital intensity, the reguirement ©
large funds for the investmerit in rationalization and moder-
nization activities anéd also due to a certain lack of flexibi-
lity ant acdaptability.

In -he midst of these changes a tendency for closer cooperation
between public enterprises and private companies can be discerned,
which is profitable for both sides and helps to bring about a
deeper underctanding of the specific problems related to each
sector.

It can be foreseen that in Austria the reforming process under way will
move into three directions:

- Development of new activities

Without losing their position as national-key-industrieg,
state-owned companies are - for economic reasons -~ Obliged
to continue their diversification and ratiomnalization
actions. In search of higher value-added and higher techno-
logical products, research and product development will be
intensified and export activities enlarged. Beyond forward
integration of basic products new future orientated techno-
logies will be introduced, an operation which will be mostly

carried out in cooperation with foreign private companies.

- Qrganizational Change )
The altered production process requires also a change
in the internal structure of the companies ancé henceforth
more emphasis has to be given ic marketing, research and
development, accompanied by a large range of services deli-
vered with the proper products like customer training cour-
ses for industrial projects. Consequently multidisciplinary

activities will be joined with mostly technical ones.




The selecticn of managers will be handled according to
objective ané prcfessional criterie but on the other
handé enlarged respoasibility ané freecom of action will
be given tc thaem. The responsibility which managers have
tc assume will be clearly defineé¢ and their performance
will be sutject to an elaborate anc efficient control

system.

Assistance to strategical naticial actions
If there are no other specialized governmental institu-
tions, the state-owned companies might be engaged in
industrial restructuring plans and in.search to resolve
unemployment problems. They might also serve as catalyst
for the promotion of new industrial centers in distressed

or not yet developed areas.







