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Public sector industrial enterprises (PSIE) are numerous today 

and their numbers are growing particularly in the dtveloping countries, 

despite preaching to the contrary by the proponent.-, of market economy. 

PSIE shove a variety o f forms of organization. The purpose o f 

this paper is to lock into the organizational framework of PSIE. In 

doing this we shall begin with the concept of organization it s e l f .

I .  CONCEPT OF ORGANIZATION

The rea lity  of an enterprise,be it  public or private is a set o f complex 

relationships within and outside the unit. The re la tion sh ip sa re  of 

functional as well as personal nature . These interrelationships havj a 

purpose of accomplishing goals and objectives institu tionally as well as 

individually. A polity, society, community er a group of individuals 

sets up an organization because in their judgement certain co llective  goals, 

given the prevelant legal and in s titu tion a l alternatives, a r ' better attained 

through the collaborative unit called organization.-^ But for the group to 

remain together or to sustain the organization and for individuals to work and 

perform in the organization it  is necessary to ensure continued satisfaction

at a reasonabla/acceptable leve l (better than the alternative available) of
2 /individuals goals/needs.— The PSIE (a  subset of Public Enterprise) are set 

up on the basis of the decision by a po lity  and implemented by a group 

known as bureaucracy primarily because the polity believed that whkt PSIE 

could be expected to do, it  could not be done by other organizational ai.ternc.ti 
In order to achieve those institutional goals: visualized by the p o lity , i t  ic 

necessary to e..jura satisfaction of goals o f the operatives (those who work 

n and:’or PSIE) and the members o f bureaucracy (who are instrumental in its 

settir.g up) and the polity, besides the members of society 

in whose name they ar. set up. Thus PSIE has to satisfy not. only possible

2j  №. Weber, Theory o f Social  and Economic Organization, Free Press, New York
1947-

2/ C.I . Barnard, .Organization and Mangement., Harvard University Prer« 
Cambridge u



multiple institutional goals, deîlned or undefined as well as ir.diviuuai 

objectives aspirations of at least three sets o f persons. These goals 

mav indeed be contradictionerv as well as interdependent i .e .  jo in tly  tney 

play at least partly a zero-sum game. In other words, the function and 

management even of a simple PST3 is more complicated than is usually thought 

o f.

As there may be organizations set up with d ifferent intents -  social, 

p o lit ica l, economic^the study of organization has been approached from 

different stems of disciplines. I t  is indeed a if f ic u lt  to put together 

a l l  the diverse views on organization, we shall b r ie fly  deal with three 

destinot schools -  structural, behavioural, and aystenic-and attempt a synthesis 

o f these three views.

Structural view o f organization

Structuralist view an organization as an organistic amalgam defined by 

the necessity o f functional process for achievement o f a goal/performing 

a task. The main focus o f this view is the authority -  responsib ility for 

doing the job. In doing the job, the work is broken into omponents and 

sub-components and they are arranged in logica l order to define the line 

o f authority, flow o f information and (counter) flow o f decision in a manner 

so as to maintain unity o f command, appropriate super and subordination and 

discipline and a ll these together provide the orgnaizational e ffic ien cy  which 

is sustained through equity, incentive and reward and these help create the 

esp irit de corps

Structuralist view o f an organization is neatly presented in an organogram 

which presents the hierarchy o f authority, functional departmentat ion, span 

of control, s ta ff and line demarcation, horizontal and vertica l communication 

and coordination process. Behind a ll these the basic assumptions o f division 

of labour, proper selection and development o f personnal, adoption of least 

cost e ffec tive  procedure for work and} e ffic ien t management system 

are omnir”-.¿ent as preconditions of good organization.-^ Structural approach 

to organization gives the impression

A. Flyol: General and Industrial Management. Pitman, London, 1967

4/ T?.H. Tylor: S c ien tific  Management. Harper 2 How , New York, 1947



of an inanimate non-sensitive, mechanistic character, particularly 

because in the writings of the proponents of thi3 school organization 

took precedence over individuals. They seem to imply that i f  the system of 

authority and pattern of functional relationships within the organization 

are appropriate then the inter-play o f individual relations and their 

consequences would be taken care o f institutionally. In this sense the 

structuralists are interested in the physiology o f an organization 

almost to the neglect of the psycholcgr o f the 'id iv iauals who make 

up the organization.

I t  may be noted that the structural concept of organization has a 

distinct fam iliarity  with bureaucracy. I t  may be recalled that modern 

bureaucracy has been said to have the following characteristics:^-'

I. An o f f ic ia l  jurisdictional area fixed by rules, laws or

regulations which implies: (a ) bureaucracy distributes a c tiv it ies

in a fixed way; (b ) authority to discharge these ac tiv ities  is 

ensured through employment of qualified  persons as per predetermined 

cr ite r ia .

IT. An o ffice  hierarchy and graded authority, which implies: (a )

firmly ordered system o f super and sub-ordination, (b) defined 

;ooation o f supervision and span-of-control, and (c ) possible 

appeal against certain decision of a lower authority to the higher 

authority in a defined marner.

I I I .  A set o f general rules which are stable, exhaustive and nesd be 

learnt, which implies: (a ) need for training, (b) adherence to 

appropriate (written) communication for decision, and (c ) 

consideration of the job as a vocation.

The structuralist view of an organization is indeed popular with PSIE 

which are outcome of the decision of a polity but ultimately set up by the 

bureaucracy of the concerned ministery often with the complement of the

-  3 -

¿/ M. Weber: Essays in Sociology, Oxford University Press, 1946
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3 /3econdment of b u re a u c ra t ic o ff ic ia lT h is  is more so because of the three

types of legitimate authority -  charismatic, traditional and rational -  both 

public bureaucracy and PSIS tends to conform to the last as they rest" on 

a b e lie f in the lega lityvo f patterns of normative rules and authority" 

of people in command. This legal authority is e ffec tive  only because the 

following are accepted valid  by both public bureaucracy and ?SIE:

(a ) legal norms are agreed to or imposed upon the memoers o f an 

organization with a claim to general adherence;

(b ) laws/rales are consistent set o f decision norms, applicable to 

particular cases in the general pursuit o f interests o f the 

group united in the organization or affected by them ;

(c )  authority, typ ified  in an o ffic e  with attendant status, is

subject to an impersonal order, which alone individuals in the
7 /

organization confer obedience.—'

Thus in the strucural view of an organization, the focus is on 

o?fice/po8ition  which is  basically a synonym for ro le prescription.

There is  indeed an established expectation about a job to be performed 

by a poaition/an o ffic e . The organization, through a process o f authority 

delineation, allocates functional a c tiv it ie s  to a particular office/position  

and only in that sense to the individual in that office/position. These functions 

a c it iv it ie s  and roles ^prescriptiones are devised for attainentof organizational 

goals which ca lls  for a stable Bystem o f coordinative relationships amongst
Q j

the o ffic es  and thus the o fficers  o f the organization.-^

6/ Muzaffer Ahmad: Public Slnterpriae in South Asia - A study in comparison
(mimao). Discussion paper no. 12, Ce ter for Asian Development Studies, 
Boston University, USA

7/ M. Weber: The Theory o f Social and Bconomic Organization, Free Press 1947

3/ Robert S. Weiss: A Structure-?1' ~tion ¿Approach to Or^anizatior.. Journal
of Social Issues 12(2),
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The behavioural approach seeks to amend the structural approach 

primarily through placing emphasis cn individuals who make up the :rra.r.itat itr. 

and thus taking a psycho-social view of management in piace of mechanistic 

standardized view c f the same. The basic point that such an approach 

emphasizes is that an individual in an organization is not an inert 

instrument performing an assigned task ana that individuals are variable 

in an crganizational sy+em and should net be viewed as given.—

The structural approach concerned i t s e l f  with o ffice  position that 

helps task performance, i  a. to produce a product or provide a service. It  

proclaimed that such an approai. would provide the organization with an external 

balance ansaring survival in a eumpetitive world, adjustment to meet 

challanges external to it  and appropriate internalizat ion of technical 
system for performance. The behavioural approach, being concerneo. wltn the 

human aspect o f organization, concerns i t s e l f  with the internal balance 

within the organization which is a confluence o f a variety o f personal and social 

experiences as well as individual needs and objectives brought together by

the push and pull (opportunity) to work for the common objective embodied
10 7in the erternal balance function o f the unit.—

The plurality of individuals interact lug within and without the 

formalistic work-group defined by the functional structure of the work 

place leads to the formation of informal association/group. The patterns 

of interaction that arise between groups or between individuals can indeed 

be graded as strong or weak relationship and can be measured in terms of 
"social distance" alongside the ranks in terms of prestige o f a posit ion, work 

that is perceived by the individuals and the groups. Anything that increases 

social distance of an individual/group from a desirable person/position 

is likely to affect adversely his ranis in prestige, and he would view then 

as unjust. In this environment almost a ll events become carriers of social 
values and creators of sentiments which is the product of his interaction.
The structure of a formal organization cannot explicitly recognize distinction 

of social distance, hierarchy of prestige or primary level of the groups.

2/ J.iJ. March and Simon, Organizations, Wiley iiew York, 1958

_10/ P.J. Iloethlishurger and W.J. Dickson : Management an̂  the worker.
H?rvard University Press, Cambridge, Mass 1939



The s ta ff and line relation as v e i l  as horizontal and vertica l relation 

shewn in a structural view o f organization cannot take into account the 

actually verxing informal patterns o f interaction between individuals 

and groups in the formal organization, while the informal groups not only 

exist in every organization hut they are also found to have e ffec tive  or 

in effective collaboration. These informal groups may hinder or fa c ilita te  

work o f the formal organization; i t  is also possible that such groups may 

indeed develop in opposition to formal organizational structure or persons 

incumbent therein. 3ut that is the rea lity  o f organization and not that 

shown in the neatly drawn organogram.

The behavioural view does not assume harmony as is inherent in the 

structural view; on the other hand such an approach generally presumes an 

interpersonal or intergroup con flic t to be a rea lity  and i t  is considered 

a function o f basic management to convert such con flicts  into workable 

harmony. An organization in its  normal dimension represents at least a potential 

control over resource. This control over resource is shared in proportion 

to the authority that a group through its  member -  individual shares; and 

this is determined by the interaction o f the informal groups in an organi­

zation. Thus even though a Job may be broken into components and arranged in 

log ica l order but the line o f authority flow o f information and counterflow 

o f decision may indeed Jump those order and create an e ffect .ve command, 

working super and sub-ordination and produce the Job instead o f waiting 

for the log ica l unity and chain o f command to emerge. The behaviourist 

thus replaces the concept o f ultimate authority by functional p lu ra lis tic  

authority and Joint power in places o f dominant power 1—

Unlike the structuralists the behaviourists negate the idea o f d is tr i­

buting a c tiv it ies  in a fixed static manner and that o f defining authority to 

discharge these ac tiv ities  s tr ic t ly  as continuous employment o f individuals 

with predetermined technical quality as the same personal and social experience 

is impossible to ensure under any known forms o f re la t iv e ly  free society.

Tnus human behaviour tends to disrupt the organizational hierarchy and neat 

log ica l relationship of an abstract structure. The behaviourists negate 

structuralists view o f firm ly ordered system of super and sub-ordination 

backed by defined location o f supervision and span o f control. They belie\re that

Dynamic Administration, collected papers by Harry P. F o lle tt, New York, 

19^2.
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the span of control is a function o f human determinants ‘ like  nar.ace:

a b il ity , communication eeffectiveness, type of people and function sir

na - C- - i«.e work division and socialization which is the cornerstone

structuralist approach, cehavicurist view is

of motivation and co-ordination as i l  is•* ~I
orccess.” ~

:at Pais is as ruea a runcc

It  ray be recalled that structural view emphasized the role o f the 

o ffices and interrelationships of these o ffices  ana assured that individuals

and trained, to adapt to the roles without problems.

•down structure of an 1 2 * on. *Tri"e behavioural

ndividual and his rci.e nercenticn and clustering of

vidual in informal groups and interrelation o f these groups for acquiring or 

negating authority and shaping the fulfilment o f the organizational goal 

through accomodation o f individual and group needs. This view is strongly 

suggestive of a hotter up organization structure where the persons involved 

would help create primary work--units as per their perception o f purpose, loca­

tion, and activ ity . The need for organizational survival would also devise 

processes to work out "inter-group riva lry " through "integrative devices" like

"linking pin function" of"locking trouts" which consist o f leaders of
11 /

sub-groups m ascending hierarchy.—' Furthermore, the structural approach 

not only advocates hierarchic system o f organization, they also suggest 

co-ordination by command. The behavioural school do not deny the need for a 

workable hierarchy but advocate a participative kind o f management and cc- 

ordination through consultations and creative delegation.—

PSIE in general has not had the scope o f accepting the behavioural 

approach to organization as they have been born with the inherent acceptance 

o f structure! organization. This does not mean that there has not been 

acceptance of curtain ideas o f better human relations concepts advocated by 

the behavioural school in the management process of PSIE The social enter­

prises o f Yugoslavia is possibly the best known examples of participation in 

management and even though these have institutionalized co-ordination by 

consultation, i t  is d if f ic u lt  to say whether such an approach has in e ffect 

created a bottom-up organization in these units.

12/ W.O. Scott: Organization Theory: An Overview and an Antraisal, Academy
o f Management Journal, April 1961.

1_V Pensis Likert: New Patterns o f Management, McGraw-Hill 196l.
Rensis L ikert: The Human Organization: Its  Management and Value,
MaGraw-Hill 1967.
Papers on Science of Administration, New York Institute of Public Adminis­
tration, Columbia University, 1937-

14/ E.P. Learned, D.N. Ulrich and D.R. Booz: Executive Action, Boston 1951- 
1̂ / M.3. Oudic and M.R. Todorovic : Study on the Role of Publ ic  Sector :.n the 

Industrialisation of Yugoslavia, (memeo), Institute of Industrial
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Systemic view o f organization
The structural viev of orgar.izaticn placed primary emphasis on *.h“

'o ffice * while the behavioural view claimed it  for the individual, ""he 

systemic view of organized icn corcer-s its® If with the job.
System as organisational process

The adherents of this view asserts that the only meaningful way tc 

analyse an organization is to examine i t  as a system and they further assert 

an organizational system is  =n ama]gum o f independent hut interrelated sub­

systems of mutually dependent variables. They focus their attention on:

(a) Goals sought by the system as a whole, and sub-systems as 

making contributions to those goals,

(h) Strategic value o f parts o f the system or sub-systems,

(c ) Nature o f mutual dependence o f the sub-systems, and

(d) Process ir the system which fa c il ita te  result-nroducing
. . . 16/ a c tiv it ies  by the sub-systems.—

It  is  well recognized that an organization as an overall system has 

certain goals to pursue. But the organization has components -which have their 

goals too and that goals of components may indeed lead to con flicts i f  those

are persued in isolation . The same is true o f the individuals who activate the

sub-eystesBand through that the system as a whole. Thus in order tc

maximize the achievement o f the organizational goal, i t  becomes

necessary to effectuate appropriate trade-offs between goal

achievement o f individuals and o f sub-eystems that make up the organization.

This calls for a goal congruence system which through control, incentive and

ava ilab ility  o f resources helps to p r io r it ize  the goals. harmonize them

and induces individuals to trade o f f  divergent goals for conformity
17/leading to optimal identification  o f individual and organizational goals.—1'

Underiving the system of goal congruence is  the system o f actual work

flow within a technologic and procedural framework. In this system functional
10 ^differentiation  becomes the basic structural principle— ; even though 

process arfï purpose differentation may lead to d iffe r in g  structures in 

similar organizations. There seem to be multiple levels o f this structure.

L.J. Handerson: Paretoé General Sociology, Cambridge: Harvard University

U ,' J-S. ’-'arch and H. A. Simon, Organization. Wiley 1958

 ̂ i-o - ( happle and L.P. Sayies: The Measure of 'Management. Tamilian, 1bo1
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At the primary level where individuals d irectly  interact it is the technique 

cl' production that seem to determine the task. At the secondary leve l, the 

management regulates the process of interaction within the primary sub-system 

and between primary suo-sj/stems. At the tertiary leve l, the policy makers 

of an organization act to coordinate the tasks of sub-systems through decisions 

to that intent. These together defines the hierarchical form of organization.

The task o f regulation and coordination is fa c ilita ted  by a system o f

communication, a motivation system and a system of decision -  making process.

The task of coordination and regulation aims at connecting an individual

or a part of the system with another in more significant way than would be
19 /

possible by the individuals or parts th em se lv es .T h is  is made feasible 

through motivation which works to t ip  the balance between individuals

contribution to organizational e ffo r t and his tota l material and otherwise
po /

satisfaction derived from it in favour o f the la te r .-— However this can not 

be done at the expense of tota l e ffic iency  o f the organization to attain i t 3 goals

That task is fa c ilita ted  by a system of communication vhich interprets 

the organizational goal, value o f its  achievement, tasks- o f the sub-systems 

in this respect as well as dysfunction o f noncongruence to the parts/ 

individuals concerned. The communication system guides the flow o f 

information and helps establish the line of command. Only through 

proper functioning o f such a system any organization protects the 

integrity of its  goal and its  achievement as i t  ensures ab ility  of
2i /

the individuals and the sub-systems to maintain meaningful interaction .— 1

Finally» decision making in an organizaxion is a continuous process.

Every separate decision at various levels is only an element in the
22long chain o f decisions.— /In this sense, organizations are systems in

21 ;
which individual can be viewed as decissicn-making mechanisms.— These-

C .I. Barnard, Organization and Management. Cambridge: Harvard University 
P T 8 8 8  j 19 4 S

20/ Barnard: ( 19 )

21/ Barnard: ( 19) 

22/ Barnard/19)
23/ H.A.

The
Simon: Administrative Behaviour,

.Tew Sciance of Management Jecision
Me Millan i960 and H.A. Simon: 
» Harper and Row I96G
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diuparate individuals produce congruent decisions only i f  the organization

tyçte'n help create value premises or unity o f objectives which guide

decissions o f the individuals in the organization and this is protected

by identification of the individuals with the organization through the contribution
24/satisfaction balance.—J This decisionmaking process lends i t s e l f  to create centres 

of authority which is the power to make decision a ffecting actions of others.

These centres are e ffective  only i f  there exists acceptance o f such decision 

by individuals/subsystems for which it  is meant

Thus, from a systemic view of organization, an organization shows 

the following sub-systems:

(a ) the goals congruence sub-system;

(b) the technical sub-systeif fo r functional d ifferen tiation

(c ) the motivation incentive sub-system;

(d) the communication - information -  sub-system;

(e ) the decision making sub-system and

( f )  the coordination regulation com control — authority — sub—system.

It may, however, be noted that these sub-systems may not be a l l  mutually 

exclusive or one sub-system may indeed cut across the terr ito ry  of the 

other, but that is  what makes them in ter-re late each other. The systematic 

approach has indeed been helped by much of the empirical work that has helped 

to understand how the job gex done in an organization.

System as opération
However, in a more limited sense, systems approach is  an outcome of 

the work o f specialists in the f ie ld  of operations research. This approach 

contends that any organisation is a system wherein every element has to 

have defined goals and the management merely integrates properly the 

elements in the organization system. Only the proper achievement of goals 

by the elements would ensure optimal e ffic iency on the part of the 

organization. The essence of such an approach requires the f o ] 1owing;

(a) goal-formulation and fixation  of their hierarchy in the light 

of the overall goals of organization as perceived by the 

Management and accepted through the decision-making process;

24/ Simon: (23) 

25/ Simon: (¿ 3 )
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(b) quantification of goals, methods and means of their achievement

and (c ) effic iency in attaining pre-set goals in terms of input-output 

(e ffo r t  -  recules) analysis o f alternative strategies .— ''

This is  merely a restatement o f w'^at has been said ea rlie r with the 

difference that the ea rlie r  statement has subsumed much o f the behavioural 

contribution while the syntopic operations research statement is  a 

mechanistic restatement of the same with much o f the dynamics assumed 

away.

Synthes is

Vie have attempted to pull together and neatly c lass ify  many 

contributions that have been made in the f ie ld  o f organization and 

management. In doing so, we have tried  to locate the point o f emphasis -  

the locus o f authority structure ( i . e .  o ff ic e ),  the individuals who 

actually work and system of getting the job done. It  would be immediately 

recognized that they are merely three facets o f the same thing and they 

need to be brought together. A close reading would also suggest that these 

d ifferen t views do not actually exclude other factors. they merely

underplay them. And i t  would also be recognized that the emphasis on any 

o f the facets would depend on the type of job, type of s ciety, level of 

the economic development, p o lit ica l climate, etc. Hence, a synthesis of 

these three views, pulling together the essential, is  indeed possible.

For example, the structural approach' finds the authority -  responsib ility 

as a c r it ic a l element in performing a job, while the behavioural school 

suggests that the formal structure arrived through functional analysis 

may indeed require to be amended by human determinents and in place of 

coordination by command i t  may indeed be better to work through consultation 

which in e ffec t changes the organization structure. These have indeed been 

highlighted by the concepts of sub-system for goal congruence and goal- 

attainment. The systemic view would put them into predetermined inter-related 

boxes. Casual empericism te lls  us public enterprises are closely associated 

with the structural view of organization, with certain recent moderation 

adapted from the organl zatior.alprocess mechanisms. The exceptions are exceptions

26/ J.W. Forrester: Industriai Dynamics, Cambridge: Harvard University
Press, 1961, Stafford Beer: Cybernetics and Management, MacMillan,
1969 and S.B. Roberts: The Dynamics of Research and Development,
1964.



I I . LAW' AND ORGANISATIONAL STRUCTURE

Tyres o f Public Sector Industrial Enter-crises
1 Z

Public sector undertaking seem to be present a variety of forms iL_ 

but for PSEthe fo il  owing seem to be the relevant ones:

(a ) Departm ntal undertakings

(b ) Statutory corporation
2Ó /and (c ) Limited companies— '

( i )  A departmental undertaking ^  in not a legal en tity; it  is  not 

established by or with the consent o f the leg is la tive  authority in the 

ountry. I t  is set up hy an executiva action o f a government body, 

without any capital structure. A departmental undertaking is changed with 

the duty o f carrying out restricted  specified function, generally preeisely 

defined, fa ll in g  within the perview o f the governmental body that sets 

it  up. Such an undertaking is subject to high degree o f executive control 

and ju r is t ica lly  it  ie net an independent en tity . I t  has no separate budget; 

its  budget is integrated into the general budget which authorizes its  

expenditures and its  revenues form integral part o f the earnings by the 

government. I t  is  subject to budgetory, audit and other controls o f the 

government. Such an enterprise follows a ll the governmental rules and 

regulations and is managed by c iv i l  servant. Thus it  is merely an extension 

o f the governmental arm. This has been the oldest form o f public sectoz 

industrial undertaking. This has been praised for direct control and despised 

for its  in f le x ib il ity  which hinders operation on a commercial basis. Sven today, 

where p ro fit is not the major concern and in areas where externalities are 

significant, there seem to be a latent preference for departmental under­

takings by the bureaucracy/politicians in power.

25/ United Nations: Some Problem!» in the Organization and Administration
o f Public Enterprises in the Industrial Field, 1954

26/ Other forms o f Organizations e.g . quasi corpora, ton (e .g . Railway Board), 
Control Board (e .g . irrigation  control Board )Commo îty Board (e .g . Tea 
Board), Regulatory Commissions (V illa ge  Industries Commission), Trusts
(Port Trusts), Authorities (Inland Water Transport Authorities), do not have 
relevance for PSIE

27 ' A.S.H.K. Sadique : Coordiantion and Control of Public Enterprises:
an over-view of the Asian situation. AULA, .tulalumpur, i'97b, tf.o.
Carry Jones: The Impact of Planning and Public enterprises on
Public Administrât ion and Measures for Administrative Reforms in 
UN : Inter-regional seminar on maior administrative  .reforms in 
developing countries. Vol I I I  (Part two;, 1973



( i i )  The Statutory corporations requires sp ec ific  action by the law

making authority of the country, though it  is conceivable that a general 

law of public corporation may be enacted in order to enable the govermer.t 

tc establish a corporation as and when necessary. For examuie, in Sri 

Lamca most industrial corporat ions have been created by compliance with 

the previsions laid down by a special public act.—  Unlike departmental 

undertakings, these corporation are defined legal entity separate 

from the government and also the persons who conduct its  a ffa irs , 

but like the departmental undertakings i t  is set up far specific purpose.

The statute defines ixs purpose, powers, form of management as well as 

relationship with the government. I t  is not subject tc the budget, accounting 

and audit procedures o f a government department, though the government may 

retain the right of approval (e .g . Bangladesh/^' or review of the budget; 

government invariably desires independent audit (even selective government 

audit as in the case o f Bangladesh}-^ and government nay direct/induce 

adoption o f an accounting procedures (e .g . standard coating in case o f 

jute, tex tile  and sugar industries in Bangladesh'-r—' The statutory corporations 

are not subject to regulatory or even prohibitory previsions applicable tc the 

expenditure o f public funds, though government may issue directives for 

compliance in certain matters.-^ The statutory coorporation normally 

are financed from an in it ia l loan or grant made oy the government and la ter 

from the contributions by the enterprises ( i f  it  is a holding corporation; 

or from operating revenues ( i f  it  is an operating corporation). I t  is 

administered by a board appointed by the government. This form is designed 

to allow f le x ib il it y  in operation and ensure appropriate accountability through

various measures including m inisterial control. The powers given to the
33/

ministers may indeed be extensive. — ' The st^ta^ory corporations are

expected to be free from red tape,treasury conti .d direct p o lit ica l 

dictation. They are expected to ensure a happy .¿ding cf business 

operational e ffic iency and public interest. A.s the areas o f operations 

do have important externalities, these are supposed to uphold national 

interest over narrow enterprise interest. For public corporation, the

28/ A.R.B. Amerasinghe: Public Corporations in Sri Lanka in International
Legal Centre: Law and Public Enterprise in Asia. Prager, 1976

29/ R- Sobnan and M. Ahmad Public ¿nterprisa in an Intermediate Regime. BITS 
Dacca 198O

30/ Sobhan and Ahmad (29)

31 ' Personal knowledge o f the author

32/ Government o f Bangladesh has indeed fixed salary scales and emolument 
for a ll public sector corporation. See tforld 3ank Report on 
Bangladesh, 1979

33/ Mr. Brendon Bracker noted that the (3 r itish ) Gas B ill empowered 
the minister to make regulations in 28 places, to give direction 
in 19 places and to give/withcld approval in 20 places. Prom O.H. 
Prakahe.The theory and working of state qorvorations,Alien and Unwin,1962



- i n ­

legacy ox' the Morrisonian concept is s t i l l  a live . The purpose built, 

corporate bodies are to provide service (vas externalities are important; 

and play an increasingly important role in harmony with governments ' 

plans but also in itia te  changes in policy when it  is found desirable. 

These corporations are extended arms of the governmental system (as 
distinct frcm oeir.g the extended arm of the executive branch of the 

government) and this becomes a ll the more important in the context o f 

development in the developing countries.

( i i i )  The third type of public sector industrial enterprises is the 

long familiar lim ited company form. Such companies for being set up, 

do not require the consent o f the law making authority. These can be 

set up, upon executive decision, through compliance o f requirements 

under company law. The d istinctive feature o f such a government 

company is that the entire equity capital is put up by the government, 

except when it  sets up a mixed enterprise. Such a company is wholly 

autonomous and makes its  own rules and decisions in resp.-ct of investment, 

finance, personnel and commercial audit. There is more er.tr: preneurial 

freedom and these companies are designed to operate with the norms o f 

private business. The externalities frcm such an operation is expected to 

’oe nothing more significant than those from normal business operation as 

such they are said to require not much policy d irective or executive 

control. There is however one significant element in that the government 

appoints its  board and retains the right o f removal without assigning any 

reason. Thus this form has indeed been used to evade control of the 

leg is la tive  but less so, o f the government.

Comparison o f the three forms

A comparison of the three forms of public sector enterprises is given 

in table I .



Tabla Ti A comparinon of the three forma o f FJTB

Departmental undertaking S tatu tory  corporations Government oompanlea

No law required to  estab lish , New sp ec ifio  law enaotad
executive action

Established under ex is tin g  company law

No equity or loan placed at it s  
d i sposai.

No equity osp ita i, government 
loan or grant.

provides Equity is
structure

placed as per sp ec ified  capita l

Regular budgetary appropriation No Budgetory appropriation except fo r  No Budgetory appropriation ia made
made and integrated in govern- grant or subsidy, is  made ava ilab le 
mental budget.

Government ru les, regu lations Rules and Regulation may need approval
apply mutates mutandis or fe llow  given guidelines

Follows c i v i l  service tra d it ion  Supposed to fo llow  professional manage-  
and gr&ftq Bureauoratic Management ment within a mixed c i v i l  service -  cum -

business tra d it ion

No Board fo r Management -  d ir e c t ly  Wholly appointed Government Board, th eo re tic a lly  
under the control o f  a government to operate indepandentlyof bureaucracy but in 
department. practice the position  is  often  compromised

Company formulates Its  swn rules and 
and regu lations within the lim its  o f 
p rova ilin g  laws.
Follows business trsd ition  and encourages 
professional management

Shareholders Board, i f  government is  iOÔ i 
shareholder, it  may have wholly appointed 
Board -  th eo re tic a lly , not under the d irect 
control o f a government department.

Subject to government audit

Purpose Xo establish  i t  is  not 
commercial ( l - s .  s tra te g ic )

Subjeot to  government audit/government ap. "'tnted Subject to  oommeroiel audit 
oommeroial audit

Purpose varies from being la rge ly  commercial to 
la rge ly  non-commercial

Purpose to establish  i t  is  to perform a 
funotion which is oommeroial in nature

The operation is  intended to  be The operation is  intended to have
interventional and thus have large external i t ie e
ex te rn a lit ie s .

The operation is  not intended to h&vo much 
•x te rn a lit ie s j th is  is  entrepreneurial 
in tervention .

Subject to  bureaucratic pressure can be subject to both bureaucratic pressure as
and p o lit ic a l puxronage w ell as p o l i t ic a l  patronage.

Supposed to be immune from p o lit ic a lgatronage and bureaucratic pressure in its  
perat ion

This ia an internal oomponent o f the This is  expected not to  be a uub-ayBtem 
executive arm o f the government and o f the executive arm o f the government 
a produot o f executive po licy  but i t s  operational overlap make i t  a

sub-syutem o f the government

Generally not to be regarded as a 
subsystem o f governments executive 
arm, though it  is  a produot o f 
governments po licy .

Parliamentary review is routine Parliamentary review is obligatory Parliamentary review ie exceptional
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Generally, it seems that the organizational forms are products 

of historical anticeden't or of prevailing po litica l, bureaucratic opinion.

This has indeed made it difficult to demarcate the determinants of forms 
of public sector undertakings. But it seems the a priori factors, that 

should influence the choice of the forms are as follows:

Ca) Purpose, function of the enterprise
(b) externalities of its operation
(c ) significance to national economy and developmental plan
(d) need for operational flex ib ility  and
(e ) planned financial dependence on treasury .

I f  the function of the enterprise is coranercial in nature with less 

externalities and least financial dependence, the enterprise is less likely 

to be a departmental undertaking. Conversely, i f  the enterprise has 
significant externalities and persume non-comnercial goals with financial 
support from the treasury, it is not likely to operate as a government 
compony. In between there is certainly the grey area, where public corporations 

seem to have flourished but in case of public sector industrial enterprises, 
such corporations tend tc acquire the qualities of wholly government owned 

companies, provided they do not operate in loss.-^^

Experience of some developing countries

For public sector as a whole, there seem to be litt le  consistency in 

respect of the choice of organizational form. But generally many count: ies 

tend to regard public corporations as the most suitable form for public 

utilities and government company as the preferred form for manufacturing 

enterprises. India is a case in point. In India, Industrial Policy 

Resolution of 1948 did envisage corporations through which medium public 

enterprises would be managed. But as the government got involved in mining

and manufacturing the possiblity of large number of enterprise to be set up, 

need for f le x ib i l i t y  in operation to incorporate gained experience and 

d iff ic u lt ie s  in actualizing working autonomy led to the recommendation that 

where the nature of work was commercial, the joint-stock company form * 1

34/ UN: Organization and Administration of Public Enterprises -  selected papers
1 s *



was *c ce cr*9ft*?T'Ti5d.. *̂ Since “then ^cvei'nrrenT z ^  ■ n c i3 he.ve ^.cortec ccrnper.”

form for  .nanufac^urir.g arid mining1 enterprises despite v ie  vs expressed
}o

~he contrary by the estimates c o mmi t t e e I n d i a  has tC mining ar.c. 

manufacturing enterprises in public sector and of these ¿1 of them are in 

the company form.—  A ll PSIE in Pakistan are organised in company forms.

This is a h istorica l eegacy. Pakistan, from its  very inception was committed 

to a strong private sector and public sector ventures were to be pro motive 

and supportive in nature. Pakistan Industrial Development corporation (PTjC) 

was organized as a statutory corporation with a purpose to develop industries 

and disinvest them when profitable. 3ecause o f this, each industrial unit 

was developed as a project at the time of implementation i f  this was solely 

financed by the government and it  was later converted into a company and in case 

o f joint ventures with private sector, they were instituted

as a joint stock company ab in it io  Thus PTDC became a holding corporation 

for operating companies. The same principle was fo lleeed when in early 70s 

Pakistan took over many industrial units and placed them under holding 

corporations. In the manufacturing and mining sector, Pakistan has 11 holding 

corporation (including one Board) which had 89 companies under them. •=—• Thus 

in Pakistan, preference fo r joint-stock company seem to be quite 
ex p lic it . Malaysia 3eem to have, in general, preference for statutory 

corporation as the a c tiv it ie s  are considered promotional In nature. Prom 

1970 onwards government companies seem to be gaining grounds slowly. In 

1974, there were 59 public enterprises in the form of public corporation,

10 as wholly owned companies and 13 as partly owned companies. Of these 

only fiv e  were undertaking manufacturing a c tiv it ie s  along side 18 regional 

development agencies. They have a number o f subsidiaries and joint ventures 

in the form o f companies.-^- Thus, for manufacturing 

sector, there is a preference for company form o f organization prompted 

by the desire of private participation by Bhumiputra.

35/ Report on the e ffic ien t conduct of state enterprises, Planning Commission, 
Government o f India, 1951 and decieicns o f the Government of India cn the 
recommendations contained in the report of the Krishna Menon Committee 
and other reports on therunningof public sector undertakings, New Delhi 1961

36 ' Estimates committee, SO**1 and 56^ report, 1970

37 Government o f India: Public Enterprise Survey, 1373-79

38- Reza H. Syed: Role and Performance of Poblic Enterorises in the Economic 
Growth of PakistAii, lAOf , T979 ~  1

39/ Raja Mohammed Affandi bin Raja Halim: Coordination o f Public Bbernrises:
country study for Malaysia, ACDA, Sept. 1975
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South Korea, the dominant form of Public Enterprise in manufacturing 

seem to be a joint-stock company ’inder a holding company. The Korea 

General Chemical Company , r holding company has eight int venture 

companies under its  ju ris tic tion . Agricultural and Fisheries Development 

Corporation promoted 23 subsidiaries and disinvested most o f them by 

1974. Korea Development Bank also holds controlling share in certain 

industrial enterprises. Besides there are joint-stock companies promoted 

d irectly  by the government. Hencet in the milieau o f private sector 

orientation, Korea has opted for company form as w ell.

In Indonesia, since 1969, public enterprises hive been regrouped into Per.jan 

(departmental agency), Persero (lim ited companies) and Perun (Public corporations 

Perjans are few in numbers and generally provide public services or 

commodities that tne government as a matter o f policy considers v ita l 

for public welfare and provission of these services necessitate the use 

o f protective measures and/or government subsidies. These perjans operate 

as government institutions and considered as administrative department of 

the government. Perseros are lim ited companies which are wholly or partly 

owned by the government. The organizat ion and management structure of a 

Persero closely approximates those o f ordinary, public lim ited companies and 

operate as profit-making units under normal circumstances. Pertuns are public 

corporations with lim ited p ro fit making potential and large member o f them 

provide services and u t i l it ie s .  In June 1973, these existed 36 perums, 9® persero 

and few perjans. Thus, under the present government, preference for lim ited 

company operation is known. * **

40/ Sooh. Yu: Coordination of Public Enterprises: country study for Korea, ALDA
Sept. 1975

**1/ Rudlii Frasetya and Neil Hamilton: The Regulation o f Indonesian State 
Enterprises in International Legal Centre: Lav and Public Enterprise
in Asia, Prager 1976



Bangladesh also manifests the existence o f these three basic types of 

public enterprises .g. departmental undertakings which operate d irectly  

under a ministery or an agency as an extension cf the government fur.cticn 

md are 'eatures of executive decision ; wholly owned public corooraticr.s 

with seed capital provided by the government but who are autonomous ir. 

respect of their budget, asset ownership, modes of operations, procurement 

of fund within the broad rules and d irectives o f the government; and 

public limited companies operating under the company law. But for a ll 

practical purposes, the industria l‘units so registered prior tG *971 and 

put under the sector corporations dc not foilow the management and 

organization o f a company in sp ir it as government has suspended certain 

provisions of the company law in respect o f the units under public 

corporstiorB and thus they manifest the characteristics of p rojects ' 

undertakings of a wholly owned public sector industrial corporations 

which are not vastly d ifferent from departmental undertakings except for
U2/

the status o f o ffic e  o f top management and scale o f operation of the units.

Some observations on legal forms o f organization

With lim ited observation, as has been cited above, it  is d if f ic u lt  to

make generalized observation. However, vre have recourse to certain other
1+3/

studies and reports which make it  somewhat easy. Sven then, the

observâtiorB are impressionistic as data to substantiate them are not readily 

available.

F irst, departmental undertakings are the result o f executive impulse 

in respone to particular situation which required more than the "normal” 

governmental e ffo rts .

Second, as the departmental undertakings get naturalized, with 

majority of power e lite s  in the bureaucracy/government, they find a 

responsive base for expansion. The areas most clearly suggestive o f

1+2/ R. Sobhan and M. Ahmad: Public Enterprise in an Intermediate Regime.
BIDS, Dacca, 19Ö0

1+3/ UN : Organize ¿ion. Management and Supervision of Public Enterprises in 
Developing Countries. 1974
UN: Measures for Improving Performance of Public Enterprises in Developing 
Countries, 1973
UN: Public Industrial Management in Asia and Port ast i960
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expansion are strategie, infrastructural or welfare areas of government 

operation.

'Third, shift away from departmental undertakings seem to be sparked 

by governments closer involvement in economic development efforts of a 
country requiring faster than bureaucratic response and thus autonomy 

of operation. The underdeveloped nature of the economy necessitates 

governmental direct intervention ana often prompts to emphasize the 

promotive and supportive activities which can be readily accomodated in 

public corporations.

Fourth, public corporations expand with the intensity and extensity 

of governmental involvement and moves into commercial activity zone along 

with the promotive and supportive activities. This happens more un case 

where the local commercial bourgeois is slow in its emergence and/or 
where the government is committed to some form of socialistic pattern 

of society vouching egalitarian approach to growth.

Fifth, there will be a parallel growth of puDlic limited companies or 

shift away from public corporation in cases where private sector is 

encouraged or gains strength through aid intervention. There would also 

be shift away from public corporation in mature developing economies where 

unit-autonoiqy becomes necessary for operational efficiency.

Sixth, in early stage of governmental involvement, company form may 
predominate in case the public sector is largely composed of nationalized, 
taken ever, abandoned or sick private sector units.

Seventh, departmental undertakings are popular with bureaucrats, public 

corporations with politicians and public limited companies with the managerial 
executives. The possibility of secondment of c ivil service personnel to 

corporatio.\s make that form acceptable to both bureaucrats and politicians 

while the practice of putting companies under a holding corporation make 
the corporate form acceptable to both bureaucrats and managers.
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Eighth, though autcnczy has been made Ihe si-ne (тля. пол for public 

corporations, but in practice this autonomy may indeed erode very fast 

for control and circumstantial reasons. Hence, it is efficiency, which 

in the last analysis ensures autonomy, should be the criterion for 

selection of the fora of organization. However, it is recognized, 
it is difficult to abstract away from the individuals in management in 

matters of efficiency.

Ninth, there is a general company law, could there also be a general 
public corporation law? Further, the company law codified for private 

sector possibly requires certain amendments to suit the public sector 
enterprises. I f  that is done, we may indeed end up with one organizational 
form for public sector industrial enterprises.



0RCAII1EATIGSAL FORMS , INSTITUTIONAL SYSTEMS 
MANAGEMENT IN PUBLIC INDUSTRIAL ENTERPRISES

:id

The f ir s t  impact of the d iffe ren tia l organisational fora of 

public enterprises is on the presence/absence and where prese.it, on the 

nature o f the Board for direction and/or management. A departmental 

enterprise does not have a 3oard. I t  is d irectly  under the M inistry. 

lc is managed by an executive who is in the service o f the government.

On the other hand, a government company or a statutory corporation 

has a Board of Directors. In the case o f the company, i t  is managed 

by a wholetime ch ief executive and on top him, there a policy board 

o f part-timers;the ch ief executive normally is , but does not have to be, 

a member o f the board. The corporations have varied experience. At the 

one extreme, i t  has a functional board with the chief-executive(Chairman) 

and functional heads as members o f the board. At the other extreme, i t  

may also have a policy board with an outsider chairman (Minister or 

Secretary) and majority outsider part-time directors (mostly i f  not wholly 

from c i/ il service) with the ch ief executive and some functional heads 

represented on the hoard. In between, i t  could be a board with chief 

executive and functional heads forming the majority with minority cart-time 

outside directors from controlling or related ministries and/or interest 

groups (ie  employees, consumers, p o lit ic a l party e tc . ).

This d ifferent forms o f directlon/management need be viewed along 

with the background o f the ch ief executive and functional d irector(s ) 

on the board. I f  the chief executive and the directors are on secondment 

or on post retirement placement from c iv i l  service; the difference 

between a departmental enterprise and a company or a corporation 

collapses to nu llity . Only in the absence o f the dominance o f the c iv i l  

service, the functional forms gain their differences in character. Thus 

the organisational form without consideration o f incumbents lend us no 

support to conclude in favour o f corporation or company form in 

actual impact on management o f the public enterprises. This indeed 

would be our recurrent theme as we explore the d iffe ren tia l impact 

o f organisational forms on institutional system and management style 

in public enterprises.

Guyana has entirely non-functional policy boards for public 

corporations. Here the ch ief executives o f the enterprises were not 

members o f the Board. In Venezuela, the boards are composed o f 

non-functional directors except for the fu ll-tim e President. In Mexico, 

the boards are mostly made o f non-functional directors with Minister 

or a c iv i l  servant as the chairman and most of the members 

o f the board are c iv i l  servants. The majority o f public



industrial enterprises in India have non -functional Po licy  hoards

vhich include the fu ll-t im e  Managing Direcuor/unairman. ¡.'here are rev

enterprises in India whose hoards are composed en tirely o f c iv i l  servants
. . all /

hut i t  is common to have majontyof hoard members from the Government.— ' 

In Pakistan, post-71 synderome was to have Policy hoards with 

Chairman and c iv i l  servants represented; the exception vere the old 

Industrial Development Corporation vhich had the functional hoard with 

fu ll time Chairman and Directors. There vere hovever c iv i l  service 

secondments in the hoard. Bangladesh, followed, the practice o f 

functional board in industrial cornorations. There vere few c iv i l  

service secondments. In U.K. , there is the policy hoard with strong 

fu ll-tim e repre3entauion o f the enterprise on the board; U.K. also 

avoids appointing c iv i l  servants to the hoard o f public enterprises.

The picture is a melange and case studies cf significant proportions 

are not available even to look for a management paradigm.

Authority, hierarchy and leadership 
Authority is  a function o f formal organisation. Authority implies 

right to make decisions and enforce then; these are also the duty o f the 

status relationship which is inherent in authority as i t  is  the authority 

of one status that is exercised over another status (not that o f a 

person over another person). The exercise o f authority involves 

institutional(not personal) relationship as authority relationship is 

one o f 3uperordination and subordination o f roles. Authority is often 

confused with competence, a personal quality o f a b ility  vhich help 

exert influence and also with leadership vhich is  also a personal quality 

vhich help establish dominance and submission in interpersonal 

relationship. Competence ( ie  a b ility ) and leadership help exercise o f 

authority, but authority, per se, is erely legitim ate or otherwise ie 

i t  is either santified or not by lav, order or custom. The function 

o f av.thority is to standerdise norms and also standerdise roles into 

status and these norms and status together create the organisational 

structure and hierarchy. Thir is  needed to support, sanction and 

sustain authority i t s e l f .  However, i t  is to be noted that nover, often 

confused with authority, need not have legitimacy, hut the authority, 

legitim ised by the system, can weild power. A good system is one 

that, is based on the consent o f the constituents: as authority ver

bbj UN: Organisation, Management and Supervision of Public Enternrises 

in Developing Countries, 197**



though legitimate to be e ffe c t iv e , need acceptance and therefore aodem 

contemporary behaviourist thought puts emphasis upon motivation, 

persuaticn, participation, information, approval and confidence for 

effectiveness o f authority.— '

The management subsystem and the authority structure in an 

organisation are in teractively related to ensure role performance for 

achieving organisational goals. Both are rooted in the division o f 

labour with continuity o f function, specified sphere o f competence and 

sequential as well as interdependent relationship. Management sub system 

with the authority structure ensure performance o f task, introduce 

changes due to an internal and external stimuli and provide supervision 

o f organisationally reauired acts as well as exert corrective and
Winnovative in ference.—

The authority structure become hierarchical when in order to reduce 

interpersonal transactional costs i t  is  possible to devise tasks that 

require minimal crea tiv ity  and also to group similar and related Jobs 

and when environmental demands on the organisation for change and 

adaptation are unimportant. (In  the opposite case, a democratic

organisation becomes necessary). The resulting pattern o f hierarchical
1+7/

relation is always asymetrical and transitive.

Leadership is certain ly an attribute o f personality, and desired 

characteristic o f certain position. But in the context o f an organisation 

and, thinking behaviourally, i t  can be defined as an act o f incremental 

influence over and above mechanical compliance in matters relevant 

to the organisational task. The leadership is  important because no 

organisational design prescribe for every possible contingency, because 

the organisations, as open system, need adjustments to changing 

environmental conditions, because organisational s tab ility  in the 

face o f internal dynamics need be active ly maintained; as nature 

o f the influence o f extraorganisational influence on human membership

b5j H.A.Simon: Authority in C.M. Arsenberg etal (ed):
Research in Industrial Human Relation, Harnr and Brothers, NY, 1957.

b6/ Katz and Kahn: The Social Psycology o f Organisation, Wiley, 1966 

hjJ Katz and Kahn: ( bj )
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often disrupt organisational pattern o f norms o f Behaviour and a c t iv ity .

I t  need be realised that leadership has d istinctive type iimction-whici.

are performed at various levels o f the organisational hierarchy.

At the lowest leve l i t  concerns routine use o f prescribed norms witn

consistency and appropriateness for organisational effectiveness.

At the middle le ve l, leadership performs interpolation function

involving development o f ways and means for implementing existing

policies to mediate and temper the organisational requirements to the

needs o f the person/situation in order to enhance organisational

effectiveness. F inally, at the top le v e l, the leadershin function

is involved in policy origination for "dynamic adaptation o f the

to ta l organisation to its  own internal strivings and to its  external 
1*8 /pressures.—

There are not many case studies o f the various types o f organisational 

form in public sector industrial enterprises and their authority- 

hierarchy-leadership m ilie o f any country, not to speak o f the 

variations that intra-country situations would introduce. But

many impressionistic observations in th i3 resoect are
1*9 /available, particularly from the enterprise studies.—  This was 

further supplemented by interviews conducted by the Author in 1979-31 

with various leve l o f functionaries in the d ifferen t types of 

public sector industrial enterprises in Bangladesh. It  is 

d if f ic u lt  to claim any generality but the results are presented 

below in a tabular form for what they are worth.

1*8/ P.Selznick: Leadership in Administration, Row, Peterson, Evanston 1957 
and Katz and Kahn (1*7).

1*9/ IDRC financed and co-ordinated Public Enterprise study generated 
sixty specific study o f enterprises o f d ifferen t organisational 
nature. Ref: A.T. Rafiqur Rahman: Organisation, Management and 
Review o f Public Enterprise Research Network in Asia(Meraeo)^ TJNIDO 
Expert group meeting on the Role o f
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Table 2: Authority, Hierarchy, and Leadership in differing organisational 
types in Public Sector Industrial Enterprises____________________

Departmental
Organisation

Statutory Corporation Government owned Company

1. Size is 1 in terns 
o f investment and number 
o f employees

Size is large, often very large 
in terms o f investment and/or 
employees

Size medium in terms o f investment 
and number o f employees

2. Direct link vith Ministry 
transc_ants bureaucracy

Generally bureaucratic in 
nature

Much less bureaucratic

3. Authority structure 
formal and static

Authority structure fo n a i 
and generally static

Authority structure, except for 
the ton, less formal and less static

k. Status consciousness 
high throughout the 
organisation

Status consciousness is 
present, between positions 
o f same level lov but between 
position of different levels 
high

Status consciousness as perceived by lover 
levels about top level high: below mid-top 
level minimal

5. Authority based on- 
role-status

Seconded personnel in authority 
exercise i t  on the basis o f 
role-status, people on contract 
on the basis o f competence sad 
for others i t  seem to vary

Authority Is based on role-etatus end 
competence

6. Acceptance o f authority 
very high

Acceptance o f authority seem 
to vary widely

Acceptance o f authority high

T. Consent o f constituents 
absent

Consent o f constituent in 
exercise o f authority feeble 
hut growing overtime, 
particularly in matters 
affecting personnel motivation 
and reword

Consent o f constituents in exercise 
o f authority generally absent

8. Ho formal organogram but 
operates on the basis o f 
sanctioned, posts

A formal organogram is there*, 
is elaborate, cot much change 
overtime

An informal organisational structure is there 
end there seem to be a generous f le x ib ility  
in the middle within departments

9. Organisational structure 
tends to be jyremdal 
vith increase in site

Generally pyramidal Seems to have a flattened middle

10. Even top management Top Management tend to provide 
generally provide mechanical incremental influence hut may 
compliance, exceptionally be forced to accept more o f 
inking in itiative general compliance

Top menageaent has generally provided 
incremental influence,hut 
there are exceptions

11. Has not demonstrated much 
of an adjustment to 
changing environment except 
for avareness o f s ign ifi­
es... changes in the 
environment

Has adjusted well to internal ' 
dynamics o f organisational sub­
systems, moderately to environ­
mental influence on individuals 
in the organisation

Has adjusted well to changing circumstances 
except for major environmental change

12. Use of prescribed rules 
vith consistency and 
appropriateness is 
significantly high

Use o f prescribed norms vith 
consistency is reasonable

Use o f prescribed norms with consistency 
is variable

13. Matching organisational 
requirements to the needs 
of persons/situation 
is minimal

Matching organisational require­
ment to needs o f persons and to 
needs of situation better than 
Departmental Organisations

Matching organisational requirements to 
needs of persons is minimal, but to needs 
o f situation is high

Ik. Dynamic adaptation of 
organisation is 
conceptlonally absent

Dynamic adaptation o f 
organisation is not significant

Dynamic adaptation o f organization is 
higher, s t i l l  not significant



Delegation, departmentation and internal co-crdination

Delegation of responsibility, based upon systematic sharing of 
executive authority-cum-accountability represents the fusion of 
management structure with management action. Delegation to be 

effective, need be clear, stable, continuous in terms of responsibilities 

and relationships which is made possible by policy directives, centrally 

designed system timely flow of management information and appropriate 

provision for co-ordination and communication. The success of 
delegation depends on competence, reliability  and outlook of the 

subordinate executives as much as it does on the superior executives' 
ability to direct, his confidence in his subordinate and his willingness 

to take chance and give credit.

Delegation presupposes departmentation and/or divisionalisation of 
the organisation in terms of function, purpose, process, product, 
clientele, location or attributes of this nature. Departmentation 

provides a horizontal structure of management generally based on 

functions. Delegation also requires institution of a supervisory 

system which is institutionalised through chain of command and span of 
authority. The management structure indicates the span of supervision 

over the levels immediately below. The vertical structure connects these 

centres of supervision in the chain of command which is also called the 

line of communication.

Co-ordination in any organisation is facilitated by:
a) clear formulation of policy 'fibb implication for different departmen 

communicated to appropriate levels for desired management action :

b) properly defined responsibilities, particularly in resnect 
of inter relationship of departments ;

c) co-operative attitude of involved management personnel;
d) well-designed procedures for co-ordination actions; and

e) timely circulation of required information.

Based on a similar set of case studies as mentioned in the earlier 

section, ard without any claim of generality, the comparative position 

between the three forms emerges as follows:



Table 3: Telerai¿cn, der-artsentation and internal -ordination in the
three foras of Public Sector Industrial Ssiemnses

Departaental arterprise axaxuxory Jorporaxicna GoTстдси L CùBióii/

There is delegation of work but 
minimal delegation of authori;7

Delegation of work and in theory 
fornal delegation of authority

^deration of vork and зеяе delegation 
of authority vith iseresent in sice

There is clear understanding of work 
responsibility which seen to he stable 
between positions and continuous overt ine

Clearer work responsibility, 
often ri*id end thus 
continuous

There is a clear understanding of core 
work responsibility but total resronsi- 
bility found variable at the niddie 
and the nattern of responsibility 
not necessary continuous

Ho written policy directive except 
for discrete changes; Policy considered 
■table

Both written and verbal 
directives and considered 
less stable

Generally no written oolicy 
directives

Ho centrally designed system for 
delegation and operation, but the 
system operating is functionally 
understood

A top-down system :'s operative 
but clarity, at times, is lacking

Ho centrally designed system as such 
; but a tOD-dovn perceived system is 
operating

■o Information System Some form of Information 
System, often imnerfect.is 
there

So Information System but flow of 
limited information ensured

Superiors ability to direct vary Superiors ability in 
professional/technical area 
good but in ether arras vary

Superiors ability to direct considered 
good

Subordinates competence often questioned Subordinates competence vary 
widely

Subordinates generally considered OK

Ho formal departaentation Generally a formal 
departaentation, «caef'ner 
not well designed

Some practised departaentation

Spaa of supervision is vide 
at the top

Span of supervision sees to be 
generally systematic - wider 
at bottom and narrower at ton

Scan o', suoerrision, vide at the
top for small companies; wide at the middle
for larger coaoanies

Autocratic coordination ie 
coordiration by comaand

Problems of co-ordination 
greater; often competitive 
departments disagree; coordina­
tion through meetings and 
committees

Co-ordination through function 
and in ease of problem through 
pen nation and lastly command
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Communication, information and decision flows

In modern management communication is often labeled as the very 

essence o f the organisational system as i t  provides the mechanism for 

information flow and transmission o f decision. Full and free information 

flow helps identification  o f problems as well as their solution.

The direction o f the communication is downward along the hierarchy, 

horizontal among 10 peers or upward along the ascending order o f control.

The communication downward basically relate to specific Job d irectives,

information for understanding o f the task in relation to organisational 

objectives and functions, information about organisational procedures 

and practices, feedback on Job done and indoctrination o f goals. The 

la tera l communication has the job o f fa c ilita tin g  co-ordination, creation 

o f a sense o f organisational unity and furnish support for specific job.

The communication upward concerns subordinates performance and/or problems, 

problems created for/by others, problems in application/interpretation o f

organisational practices and policies and what needs to be done as well
CC/as how i t  can be done.•*— However there is  no study o f che distincive type 

o f communication which flow in these three d istinct directions.

However, i t  3hould read ily be recognised that value o f a communication 

depends on correct perception by the recipient. To be e ffe c t iv e , the 

communicatee needs to have 'appropriate expectation and the communicator 

the appropriate knowledge o f the expectation. In other words they need 

to be on the same wave length. Communication normally would make demand 

on the recipient ie  do something, be somebody, etc. Any communication 

would prompt appropriate action i f  i t  f i t s  in with the values, norms, 

purposes, aspirations o f the recip ien t. Communication is  dependent on 

information which is specific , and impersonal and thus need be d ifferen tiated  

from perception. There is a distinct view that communication downward 

cannot work because i t  centres on what the top leve l management wants to 

say and thus i t  always degenerates to command.— ^

Modern organisations have stressed the need for co llecting, analysing, 

preserving information relevant for organisational effectineness. The 

effectiveness o ' the information system depends on the extent o f relevant

50/ Katz and R.L. Kahn: The Social psychology o f organisation Wiley, N.Y. 1966

51/ Peter Drucker: Management: Tasks, Responsibilities and Practices,
Pan Books, 1979.



organisational a c tiv ity  covered by i t ,  whether the nature o f the system 

is merely repetitive  or subject to modification, whether the system allows 

for a feed back and the extent o f speed and accuracy that the system rem its  •

These information, raw analysed, or interpreted is a specific but imnortan* 

type o f communication. The flow o f such information is in general unward, and 

at times la tera l.

Communication and information flow is intended to help generate 

counter flow o f decisions. There are various nhases o f decision-making 

process. The f ir s t  is the identification  o f a problem. In the curative type 

the problem iden tifies  i t s e l f .  In the preventive type there is a need for 

intelligence ac tiv ity  ie  "searching the environment for conditions ca lling 

for decision"—  The second phase involves analysis o f the problem ie  a study 

o f basic dimensions o f the problem in denth including the organisational 

context; inventing, developing and analysing nossible coursts and consequences 

o f action and fin a lly , selecting and implementing the chosen solution.

A ll problems do not have the same character, and they therefore, do not 

require the same rigour for decision. Some problems are routine, spec ific , 

known and expected. For them programmed decision is  feasib le. There can 

be a defin itive  procedure worked out for them as a detailed prescription 

would govern the sequence o f responses to this problem-:— Cn the other hand 

problems could be novel, strategic, not fu lly  known and somewhat unexpected.

There would be a great demand for Judgment, in tu ition, crea tiv ity  in decision 

making. In re a lity  there is a continuance o f problems ranging from highly 

routined to highly unexpected and decisions arc thus highly programmed at one 

end and to ta lly  unprogrammed at the other. The routine information identifying 

an expected problem would evoke a programmed solution and procedural communication 

as decision for implementation. I t  is the information analysed 

and interpreted that helps identification  o f non-routine nroblem which require 

a non programmed solution which cannot always be conveyed through procedural 

communication o f decisions. The organisations for effectiveness need these 

f le x ib il it y .  In this case, the enterprise studies referred to ea rlie r 

did not help We had to mount a small search for information involving 

i  sector corporation, 5 Government companies and 1 departmental enterprise 

in Bangladesh. Thus the generality o f the findings cannot be claimed.

52/ H.A. Simon: The new Science o f Management Decision, Harper and Row, i 960 

53/ H.A. Simon: (53).
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locus o f o ff ic e  and the decision to look, at ccnEiunicaticn and decision 

in past one month rather than randomly selected days over a year. Even 

then the results are interesting and not unexpected on a 'n r io r l ' reasoning. 

They are presented helow:

Table U: Communication, information and decision flows in three forms o f
o rs ra n iza t io n  *

Departmental Enterprise Statutory Corporation Government Company i
i

C onn ip tion  is formal, 1 Communication mostly formal Communication generally formal in the
almost invariably written in f i le and in file s , sometimes fora o f written memos, though verbal| in memos type is prevelent i

Types of downward, coranini cation ! Type o f downward Types o f downward cosnunication !
communication

Procedural -  55* Procedural 52* Procedural 36*
Job-directed -  18* Job-directed 23* Job-directed 38*
Evaluation o f Evaluation - 15* Evaluation 18*Joo done — n> 
Personnel natter- 9* Personnel 6* Personnel 5*
Others -  7* Others U* Others 3*

Types of Horizontal communication
!

Types of Horizontal Types of Horizontal conmmication
coBuni cation

Insignificant Information only 8* Information only - 20*
For coordination - 71* For coordination - 50*
For support -  21* For support 35*

Types of upward coanunication Types o f upward communication ^rpes o f upward communication ,

Procedural - 76* Procedural 61* Procedural 56*
Reports - 5? Reports 13* Reports 20*
Own problems - 8* Own problems - 2* Own problems - 2,5*
Other problems - 3* Other problems- 2* Other problems- 2.5*
Suggestions - 1 * Suggestions 2* Suggestions 2i  iOthers - T* Others 20* Others 17? I

Type of decision/mean numbers Type«/no o f level/meantime Types/no o f level/meantime 1
o f hierarchy involved/aeantime i 11
for decision i

!

Routine - 3-V12 Routine 5-6/23 Routines 3-Jt/lO 1
workingdays working days working days

Ron-Routine - 8-9 /39 Son-Routine 10-13*/56 Son-Routine S?n*/27 j
working days working days wori-ing days 1

Ron-Routine » Ron-Routine Son-Routine i
(strategic) - U-5 /7 ( strategic) 6-3 /6 ' strategic) •*-5 /5

working days working days working days [

• including extra-organisational •including extra-organisa j •including extra-organisational hierarchy
hierarchy tlonal hierarchy 1 1



Personnel p o licy , motivation and partic ipation  in nanagemen

There are many things said about the d istinctive differences 

between private and public enterprises. 3ut i t  is  realised that money, 

machine, material have no preference for either o f these and thus 

demonstrates no d istinctive differences in the employ o f either o f these. 

The differences crop up with the human factor in nroduction - man and
su >management.— ' The UN study on public enterprises in developing economics

iden tify , among other factors, the restrictions and obligations

attendent upon personnel management rules as one o f the major factors
ce; / . .

a ffecting adversely their performance.—  Another UN study iden tified
z'' f

the personnel problems that d is tin ctly  characterize public enterprises;22/ 

these are recruitment and service conditions, managerial compensation, 

incentives for workers and managers, motivation and employee participation 

in management.

( i )  Recruitment and service conditions

In an economy with restricted  private sector, there is possibly a

logic  to subject the personnel o f public enterprises, whatever the form

to normal regulations, procedures and salary scales as is  prevelent

for c iv i l  service system, provided there is  a government committed to

socia lis t egalitarian philosophy and its  endeavours are backed by a
cy/ . . .

committed group o f cadres.— ' But even then the question o f d ifferen tiated

system for productive and regulatorv sectors could become important.
China is a case in point.

58 /A ll available case studies—snow that departmental enterprises 

started with a nucleus o f personas! drawn from government services.

The same is generally true o f statutory corporations though few 

exceptions are noted. Only in the case o f Government companies, i t  

seems there are at least as many cases o f exception as there are o f 

compliance to this norm.

5̂ / Muzaffer Ahmed: Problems and Prospects o f Nationalised Industries 
in Bangladesh, The Journal o f Management, Business and Economics, 
1975

55/ UN: Measures for improving performance o f public enterprise in 
developing countries, NY 1973-

56/ UN: Organisation, Management and Supervision o f Public Enterprises 
in Developing Countries, NY 1971*

57/ Government o f Bangladesh, Planning Commission: F irst Five Year
Plan, 1973-78, and R. Sobhan and M. Ahmad: Public Enterprise in an
Intermediate Regime, BIDS, Dacca, 1980 

50/ IDRC case studies referred to earlie r and interview conducted 
by the author.
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The Government service people in departmental enterprises 

remain committed in maintaining the personnel service condition* 

structure including nomenclature and salary scales e tc . as. far as 
possible. The only divergent attitude seem to he the perquisites o f o f f ic ia ls  

placed with the enterprise. In case o f statutory corporation, this 

tendency is  generally recognised. But there seem to he general 

acceptance that salary need he somewhat d ifferent to attract qualified 

people away from private sector and perquisites may also he d ifferent 

to compensate for absence o f prestige o f c iv i l  servant. This is 

however not true for the public sector dominant economies. The 

government owned public lim ited companies seem to have done even better, 

partly because o f greater professional orientation o f the top 

executives in these enterprises. The service rules, salary scales, 

and other personnel benefits seem to come closer to the established 

large operating companies in the private sector.

The departmental enterprises do not have personnel departments, 

unless i t  is  a large one. In that case i t  forms part o f the general 

administration with labour a ffa irs  separated out. Consequently, 

personnel function -  search, recru it, orient, tra in , place, observe, 

promote, retrain, separate etc. -  goes en tire ly by default. Similar 

seems to be the case with sector corporations, some o f which, do have 

a personnel department even then they follows suit partly because the 

department was created la te  and also because i t  is not headed by people 

with appropriate expertise. Indian sector corporations seem to be placed 

in re la tive ly  better position -  primarily because o f a va ilab ility  o f large 

trained manpower, even though public sector is  at a disadvantage 

v is-a-vis private sector. The government companies have not done much 

better, partly because in many cases personnel rules are subject to 

government approval and also because top appointments are made with 

government consent.

The departmental enterprises have no freedom in matters o f creation 

o f post3, have no latitude in determining salary leve ls  and scales, 

have no scope o f recruitment by i t s e l f  from any source and at any le v e l, 

can not generally promote anybody on consideration o f merit and no power 

to retrench quickly or dismiss without elaborate process. The case 

studies o f statutory corporations suggest that they have some freedom 

in creating Junior leve l pests provided this have been budgeted ea rlie r; 

have lim ited scope o f determining salary leve l but scales need ea rlie r
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concurrence, have scope for recruitment at a l l  le ve ls , excent the top, 

provided a vacancy exists and there exists no general embargo by -che 

Government, and promotions seem to take merit as a criterion  but 

seniority predominates, but in matters o f retrenchment and dismissals 

the procedures are complicated. The lim ited companies in the 

government sector seen to have greater latitude in operation in a ll 

these matters except those related to top management in the comranv.

( i i )  Employee compensation

Available data on workers compensation in public enterprises 

suggest that they are better than those paid on average in the indeaennus 

private sector, but normally lower than the average paid by the 

multinationals. However, these averages may indeed be misleading because 

o f the d iffe ren tia l a c tiv ity  composition. The indegenous private sector 

has a large component o f small industries while in addition, multinatiinals 

fo llow  the work-and-productivity standard set in a d ifferent nroduction 

milieu. Comparison o f comparable Job in sim ilar industries suggest that 

to ta l compensation over th e r life  o f a worker is  somewhat better than 

those in the private sector, but not very much better while to ta l 

compensation sim ilarly computed are very much better with the multi­

nationals.— '^However, between the three forms o f public enterprises 

within a country and without adjustment for a c tiv ity , a government 

company pays more in comparison with either statutory corporation or 

a departmental enterprise and between the la tte r  twc ncneywage 

d ifferen tia ls  seem to be s ta t is t ic a lly  insignificant

However, compensation for managers seem to be generally lower 

for a l l  public sector enterprises, much lower compared to multinationals. 

Within the public enterprise sector, uhe degree o f d iffe ren tia l is 

lowest for lim ited companies, and highest for the departmental enterprises. 

I t  may be o f interest to note the findings o f U.K. National Board 

for Prices and Income in respect o f top salaries in the private sector 

and nationalised industries. Theyare a3 follows:

( i )  Except for lower leve ls , salaries prevailing in the nationalised 

industries are substantially lower than those in the private sector;

59/ Studies conducted on Wage and Salary Structure in Pakistan, 19^9•

60/ Internal Studies conducted for Minimum Wage Structure in 
Bangladesh: IWWC, 1979 (typescrint).



( i i )  Retirement benefits, being tied  tc fina l salaries, are 

lower than those in the private sector;

( i i i )  Position for position, the differences in salaries in private 

and public sector, is not explained by differences in responsib ilities , 

in so far as they are measurable; and

( iv )  benefits in kind andother fringe benefits are a small 

part o f to ta l remuneration in either sector and thus d iffe ren tia l due 

to that does not matter.— '

A study on prices and income o f executives, divided into top, 

middle and. Junior, in 2 sector corporations, 5 government companies and
S2J1 departmental enterprises in Bangladesh, reveal the following:

(a ) At the Junior le v e l, the to ta l compensation average o f 

management employees in departmental undertakings and sector 

corporations are not s ta t is t ic a lly  significant (10? le v e l ) ,  while 

the difference between either o f them and government company is 

s ta t is t ic a lly  significant (10? le v e l):

(b) At the middle le v e l, the to ta l compensation average o f 

government c. tpany employees remain higher at a s ta t is t ic a lly  

significant (10?) leve l compared to the same in other two forms o f 

organisation; the salary average between the departmental undertaking 

and statutory corporation is  sign ifican tly d ifferen t at 15? leve l o f 

significance;

(c ) At the top le v e l, the to ta l compensation average o f 

government company managers remain higher at a s ta t is t ic a lly  significant 

leve l (5? le v e l) compared to the same in other two forms o f organisation; 

the salary average between the departmental undertaking and statutory 

corporation is sign ifican tly d ifferent at 10? leve l o f significance.

Compared to c iv i l  service, the salary in public sector corporatiors 

seem to vary from being similar (Bangladesh, Nigeria) to higher 

(Guyana, India). In cases o f government companies, they tend to show 

similar pattern with added vigour.

( i i i )  Incentives
There seem to be plethora o f confusion created in matters o f 

incentives fo r -employees in public sector. In the private sector, extra

6l/ U,:<, National Board for Prices and Income: Ton Salaries in the 
Private Sector and Nationalised Industries, Report lor
Cmmd 3970, London, 1969

62/ 3ased on interview conducted by the author.



payment ( ie  bonus) is paid on p ro fit which the company makes through 

its  production - marketing strategy. In the oublic sector, there may 

indeed be no p ro fit in a particular plant because o f long gestation 

period, low capacity u tilisa tion  due to demand and/or surely constraint, 

governmental, policy to keep prices low for over-a ll national, benefit 

and so on. Further, i f  public sector entemrises are thought o f making 

policy p ro fit only and that surplus so generated are to be viewed as cart a 

resources so available instead o f through taxation, nublic sector nrofix 

may need to be viewed d iffe ren tly . F inally, should the managerial class 

be entitled  to bonus.

The departmental undertakings seem to pay no bonus. The sector 

corporations seem to pay bonus only at the enterprise leve l or at times 

at the corporate leve l up to a leve l o f management. The comnanies pay 

bonus to workers and lover le v e l management. In some cases cne (fes tiva l) 

bonus has become more or less mandatory. But there seen to be no comprehen­

sive study o f the impact o f bonus on praductivy in the public sector.

( iv )  Motivation:

There are many d ifferen t ways o f motivating individuals. One is 

to create his stake in i t  - give him enough so that he fears loss o f 

Job. In addition, one may create motivation for work through sanction - 

more pressure and scrutiny. Third, motivation may be created through 

recognition,,approval or reward. F inally, motivation may indeed be 

created through participation.

The bureaucratic management tend to opt for sanction and partly 

for reward. The democratic management invariably opts for Darticipatior 

and recognition. Motivation through monetary compensation seem to be 

the Dasic assumption in both the cases; however the leve l may vary 

because o f the type o f management.

On an a p riori basis, i t  is  easy to predict that a departmental 

undertaking would by defin ition adopt the conventional motivating approach 

ie  tightening controls, strengthening sanctions, exerting pressure, 

exhortation and reshuffling personnel. Fear, disapproval, and non­

recognition 3eem to be the basic: c r ite iion . Sim ilarly, a government 

company in addition to appropriate scrutiny and sanction in cases o f 

disapproval would tend to adopt reward for creditable Job as the basic 

mechanism. Statutory corporations seem to do both. Participation do not



seem to "be anybody's preference except in the countries vhere i t  has 

been p o lit ic a lly  instituted. In conventional terms appropriate work 

environment assisted by a forward looking personnel poiicys'nould 

provide for adequate motivation in a non-hyrer in flationary or a 

recessionary economy.

(v ) Employee Participation in Management

Different systems o f employee participation in Management are 

found in d ifferent pa ts o f the world. This is indeed true for the 

public enterprises across the nations. This has evolved as part o f 

the industrial relations policy ( e.g . jo in t consultative committee in 

U.K., India), ownership pattern (e .g . employee owned units in U .S.A.), 

management policy (e .g . tr ip a rtite  board in France) or p o lit ic a l 

philosophy (e .g . self-management in Yugoslavia). Depending on the 

genesis and objective, employee participation in management has d ifferen t 

roles to play.

In terms o f the forms o f public enterprise,the system is immaterial.

Except that, departmental undertakings in most cases seem to be immune 
from such pressures; the companies are possibly easily  adaptable to 

the system while statutory corporations seem to be under heavy pressure 

from the large body o f oi’ganised labour.

I  shall only quote the following from an ea rlie r study o f mine:

"The issue o f worker- participation evokes varied responses from 

the practising managers and labour leaders. The authors interaction 

with management, labour, labour leaders and labour administrators had 

lad him to believe that participative management can only be founded on 

TRUST:

(1) True education and correct perception in the participation 
philosophy and mechanism,

(2) Responsible labour organisation and Resnonsive management,

(3) Unity through cultivated confidence,

(U) Sharing authority, responsib ility and benefits equitably; and

(5) Thrust in the socia l, p o lit ic a l and economic arena to 
promote participation ."63/

Thus i t  would be seen that i t  is an aspect o f social engineering 
rather tnan forms o f organisation.

<53/ Muzaffe r  Ahmad: labour Management Relation in Bangladesh in 
~~ Workers' Self-Management and Particination, V o l.l,  International

center for Public Enterprises in Developing Countries, Ljubljana,1^0



Co-ordination, control and autonomy

( i  1 Co-ordination

There certain ly exists a great deal o f confusion about co-ordination

which in bureaucratic perlance seen to be a pseudonym for control.

Since we shall be dealing with control separately, we shall deliberately

ignore co-ordination through control and concentrate on coordination

through discussion, persuation and agreement. I t  should also be made

clear that we intend to discuss inter unit coordination in the public

sector. In the perfect free market economy, a l l  required coordination

would be made through the market and since public enterprises are

established, among other reasons, for market fa ilu re or lim itation c f

market in achieving the goals, we need to recognise the need for extra-
61;/

market mechanism for coordination.—

The need fo r coordination, g loba lly , is co llec tive . I f  we assume 

that the public enterprise system has a purpose - social change, social 

welfare maintenance etc. -  i t  is  unlikely that i t  could be achieved 

through fragmented, d istrustful a c tiv ity , rather i t  is more lik e ly  to 

be attained through positive reinforcement o f each other But 

unfortunately public enterprise system has not been able to establish 

this group culture e ffe c t iv e ly  in any mixed economies because the 

enterprises have a fragmented view o f the system.

Sectorally, the most potent reason for coordination is linkages.

This is  most v is ib le  in centrally planned economies. In rixed economy 

the advocacy is for market, open tender and lowest price which is  not 

followed in private sector anywhere. These may create a short-run 

advantage for the intaker o f the product/service to the neglect o f a 

long-run advantage o f both. I f  the concerned units would co-operate 

about standardisation, product planning, output supply and agreed 

price, they could both benefit from such an approach. Needless to say 

at the time o f investment, such units were indeed considered compleB'-rntary. 

But incomplete co-ordination procedure keep the actual complementarity 

at bay. There is  no law against such public enterprises getting together, 

but there are pressure groups which make such an approach almost impossible.

6k/ Muzaffer Ahmad: P o lit ic a l Economy o f Public Enterprise in E.Mason and 
L.P. Jones(Ed): Public Enterprise in the Mixed Economy LDCs, Harvard 
University Press (forthcoming).

65 / Nitish De : Coordination o f Public Enterprises: Country Study
for India, ACDA, 1.975*



39

Tnere is indeed a great need for coordination in certain oolicy 
65A /

mattersTTCcably personnel policy. Certain variation in personnel matters 

would remain, tut the general principles o f personnel recruitment, 

development, reward, and retirement etc. need he coordinated to re flec t 

the basic approach o f the public sector in this matter. This is often 

effectuated through control and directives but i t  could be better 

achieved through consultation and knowledge o f each others sp e c ific it ie s . 

Otherwise, in case o f short supply o f qualified  people, there appears 

to be a continuous redistribution o f lim ited stock through bidding one 

away from other and inappropriate climbing o f hierarchical ladder 

without ensuring maturity or e ffic iency.

Further, in the interest o f proper u tilisa tion  o f resources, 

e .g . capital, there is  a case for closer coordination amongst 

complementary as well as competitive enterprises particu larly in the 

public sector. The advantage is the same as that accures to a multi unit/ 

multi-product company. Some o f th is advantage is  attempted to be had 

.hrough sectoral corporations and holding companies in the public sector 

but the results o f such organisational e ffo r t  has not been fu lly  

appraised.

Finally, the minimal coordination amongst public enterprises 

without any prejudice would be the information pool about each other and 

related matter. This would create a basis for exchange o f views and 

climate for group identity as is done by the Chamber o f Commerce and 

Industries in the private sector. Except for the Indian example o f 

Standing Conference o f Public Enterprises, there do not seem to be- anv 

attempt in this direction and for that matter, SCOPE'S impact has not 

been evaluated either.

Survey o f Asian and African scene convinces us that there has 

been no systematic inter-enterprise coordination in the public sector 

except through the control mechanism o f the government.

( i i )  Control

Appointment o f ton management
Government control over public enterprises seem to be extensive.

The most notable is  the owners prerogative to appoint the top management -

65A/ Public Sector Industry Coordination and Supncrt in
"Institutional Infrastructure for Industrial Development" 
UKIDO/ICIS 36, 26 July 1977



be i t  the ch ief executive or members o f the board. In the case o f 

departmental undertaxing, this is automatic. In case o f wholly owned 

statutory corporation or lim ited company, this is done by the controlling 

Ministry with the necessary p o lit ic a l consent. Sane is the case with 

the mixed enterprises where only majority(minority) member o f the 

board are appointed. Appointment o f a ch ief executive o f a unit under 

a holding company/corporation may not always need the consent o f the 

administrative ministry unless i t  is so provided, particularly in the 

case o f p o lit ic a lly  sensitive or stra teg ica lly  important unit. Merely 

the power to appoint ch ief executive does not provide the true control 

over him, i t  is  the power to remove or renew his term o f appointment that 

provides the true leverage for the controlling authority. Further, 

through this process government may put ex -o ffic io  c iv i l  service 

directors on a board, send some one on secondment, with attendant 

problems o f bureaucratic legacy and loya lty  and thus influence the 

working o f public enterprises. Almost a l l  the countries that have been 

surveyed - India, Pakistan, Indonesia, Malaysia, Zambia, Kenya, Egypt, 

Mexico etc. there was no exception to this .rule; the apparent exception 

are provided by the self-managed enterprises o f the Yugoslav variety.

The most c r it ic a l area o f control is  Finance. I t  involves approval 

o f budget o f the enterprise, approval o f investment prouosals, audit o f 

the financial operations, control over borrowing from the banks or 

foreign sources, and control over distribution o f surolus. In the 

case o f a departmental undertaking with an integrated budget and 

controlled operation, such an array o f control goes without saying.

In the case o f statutory corporations some o f these controls are 

instituted through provisions o f the statute and some are imposed through 

directives. In the case o f public lim ited company, a similar anoroach 

i f  followed ana then much o f the control is exercised indirectly through 

nominated ex -o ffic io  directors.

Approval o f the budget is the function o f the ton management, 

but in some countries, statutes spec ifica lly  requires formal approval 

o f the Ministry o f Finance.^But this power seem to have been

66 / Government o f Bangladesh : Presidentia l Order No.27



used as an exception only in cases o f continuously losing concerns.

not so much the revenue budget, but the capital budget or tne 

investment proposals cone under s tr ic te r  and formal scrutiny at many 

levels and in a l l  countries primarily because the government ruts ur 

the fund and investment pattern need be fu l ly  coordinated vith  the 

national development plan. Here the control goes beyond the 

controlling ministry or the Ministry o f Finance. Only in case o f a 

government company which could put up money from its  own surplus and 

get the support o f an investment bank, the process o f scrutiny and 

approval appear to be simpler on a legal basis. But such cases have 

not been brought to our notice in any o f the countries surveyed.

Audit is  a specific too l o f scrutiny end control in matters o f 

propriety o f financial expenditures Judged by the set rules. 'The 

departmental undertakings are subject to governmental audit on regular 

basis while lim ited companies have to have commercial audit as per 

law. The statutory corporations are subject to audit, the 

Government in some countries retain the power o f appointment o f a 

commercial auditor, though the normal practice is to vest i t  in the 

board. Further, statutory corporations may be subject to random 

government audit.

Departmental undertakings normally do not borrow f^om external 

sources; the lim ited companies are expected to raise money from the 

capital market on their own. But the Government, either as a member o f the 

the board or vith  a prerogative o f the owner, often conducts a separate 

scrutiny and its  consent becomes necessary for such an action. In 

case o f statutory corporation, there seem to be specific clause making 

i t  mandatory to obtain government approval for external borrowing.

I f  borrowing is to be made for running units, they are mostly the units

incurring loss, they need government approval, in some cases, guarantee 
helps the unit in procuring the fund. Foreign borrowing for 

investment purposes has a separate dimension altogether.

Surplus o f departmental undertaking is automatically merged 

with government revenue. Surplus in the case o f a lim ited company 

can be retained a fter payment o f taxes or distributed as dividends. 

Government in some cases retain the prerogative o f approval before 

dividends are declared or surpluses are retained. In case o f 

statutory corporation, this practice is more rampant. In recent years



Government o f Bangladesh Ins adopted a policy o f appropriating a cart/

vhoxe or "rric Stirpxiis ui uuunc sector iudustrial corro rat ions as
/

a budgetary levy, the lega l basis o f vhich is cuestionable.“ ’

Personnel patters

Not in a l l  countries, but in some, notably Bangladesh there seem 

to be broad controls in respect o f appointment in general, particu larly 

o f managerial s ta ff ,  and their promotion, salary structure, wage leve l 

and other compensations as v e il as incentive payments. This a ll 

started with the policy o f unified salary structure instituted by 

the f ir s t  Government o f the country. Thus the organogram o f the 

statutory corporation needs approval o f the administrative ministry, 

establishment, Ministry and at times inter-m inisterial committee on 

sta ffing pattern. The Government seem to insist on recruitment through 

the Public Service Commission. The salary and wage structures 

including perquisites are regulated. These and incentive schemes are 

scrutinised by the administrative ministry and a Cell in the Ministry 

o f Finance. The promotions are at times held up because o f a 

scrutiny called for by the administrative ministry. The situation 

is  not a i l  that controlled elsewhere; though some o f these are 

tackled through coordinative mechanisms o f a bureau(India),  a 

board (Pakistan), or a committee.

I t  need be mentioned, such controls are inherent in the case o f 

departmental undertakings, generally in case o f lim ited companies 

and seem to be mostly specific to statutory corporations.

Procurement, Production and Price

There are instances o f control over procurement. Departmental 

undertakings may be required to go through a department o f supply.

In case o f statutory corporation or a lim ited company, foreign procurement 

is controlled through allocation o f foreign exchange vhich indicates not 

only the amount but in many countries with restricted a va ilab ility  

o f foreign exchange, the source o f supply. Further, procurement above 

a certain value may require vetting by the administrative ministry 

and in certain sensitive cases that o f the Cabinet or its  sub-committee.

Production targets, where they are se t, may be derived from 

the national plan targets and instituted by the administrative ministry

67/ R.Sobhan and M. Ahmad: Public Enterprise in an Intermediate Regime, 
BIDS, Dacca and a mimo o f a Finance Director o f an Industrial 
Corporation to the Ministry o f Finance.



with the nrodding o f  the planning machinery in the country.

Pricing o f essential conmoaiti js or those which have social or 

economic externalities are regulated by the Ministry o f Commerce or 

a prices commission. This then acts as a control mechanism. This 

seem to be prevelent in sill the countries surveyed.

The control paradigm is  presented below in a tabular form:



Table :rol vser e r - r : » » s

| Focus of Control .’lature of ?Z Agencies involved -ualifylr.a remarks

1 Appointment of Top 1 
Management

Departmental '-'cdertakir.gs!
Crj) j

Administrative Ministry Concurrence of establishment iivision 
division ray be needed; Minister z ± y  
taice interest in a sensitive unit

t
j

Statutory Corporation 1 
(SC)

j

Statute provides the snpoir.taent 
procedure government .meaning 
the Minister concerned vith staff 
assistance from Ministry

Cabinet is consulted in case of 
sensitive units;
Some Comittees (India) or Commission 
(Nigeria) mav be involved

ij * 1Government coepany
(CO) :

Mescrandm and Articles of , Sane as in SC 
Associaticn/Ineoruomtion provides j 
it - noreally sane as SC |

Revenue Budget
i

DU !
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ l

Integrated in Ministerial Budget Administrative Ministry and Ministry 
of Finance onen to consultation

i
i
i
1

sc i Prepared by the corporation and 
approved by the 3oard

(Government aav send general directives: 
in soae countries snoroval by government 
is nrovided for. consultation is 
autotaatic if government subsidy is 
provided

1
1

CO i
i
Prepared by the саврасу and 
approved by the Board Saae as SC

Capital Budget ou |
1
1
i

Integra» ed in the annual develop- 
nent ou*l\y, Adninistrativ* 
Ministry, Finance Ministry and 
Planning Ministry sre alvays 
involved

Has to foilov the guidelines of 
national development plan

J sc 1 Заве u  is 3U Sane as in DU
' CO ;

!
iI

Заве as in DU, except in cases 
»»here ac funding from Govt. is 
asked for, then investaent 3oard, 
Financial Institution get Involved

Same as in DU
i
i

Borroving fro*
(a) Governnent
(b) Financial 

Inatitutlon
( (c) Sources external

to country

DU

(a) Seeds aeproval of the 
adainistrative ministry and 
Ministry of Finance

(b) Saae as (a), but also of the 
Institutions involved

(e) Sane as (s), but say also 
involve ^eternal Rescmree 
Division of М/Planning or 
Ministry of Finance

i
1(a) Mav require cabinet approval if i*• 

involves policy questions, (ie 
lover rate of interest etc.|_ 1

(b) may reauire cabinet approval, if it • 
is a sensitive unit/issue

(c) require aoproval of cabinet or its 
sub-committee

!
SC Saae as DU Sane as DU

CO (a) saee as DU
(b) may only need approval of the 

Financial Institutions 
Board

(c) depending on the case, nay only 
require approval of the Ministn 
concerned

(s) Same as DU
(b) may not reauire any other approval

(c) may not require any other approval
1

Distribution of 
Surplus

DU Jo survlus accrues as it is merged 
with govemaent revenue

SC

!

It is the function of the 3oard, 
Statute may provide for required 
approval by Ministry

Consultation with M in i s t r y  o f  Finance 
nay be needed by procedure

CO Function of the Board Government may provide general 
guidance

i1
I
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Focus of Control Mature of Agencies involved Qualifying Ягзаглз

Accounting and Audit DU Auditor General Follows <ov(?rr_”ent rules m-i procedures 
and subject govemaent Audit only

''

SC Act provides for .Audit by a 
cocaercial Auditor, selected 
by the Board but in some countries 
need clearance of the 
Administrative Ministry

Fandon goTerrr.ent Audit is cftcnconducteJ 
aay have its own Audit;Accounts n-iruai; 
nay have to be answerable to Public 
Accounts Coeaittee

! CO Company lav provides for a coeanercial 
Audit, selection of Auditor is 
function of the Board

Does not seem to be subject to any 
other control

Appointments DO Subject to government regulation !
of

SC Soroally the Corporation itself, 
soae countries involve Public 
Service Comission or siailar 
agencies i

Government nay require approval of 
organograa, service rules, recruitment 
procedure; and nay also issue directive

CO Company itself Government may provide guidance

Salarie« and Wages DO Subject to government structure Special dispensation aay be given in 
specific cases

SC (i)In a mixed economy vith private 
sector bias, corporations normally 
free to devise its own in consulta­
tion vith Adam.Ministry and/or 
coordinating body

!

Ministry-of "inance salary scale 
implementation cell) get involved in 
case of (ii)

(ii)In a mixed economy vith public 
sector bias, there is a given 
structure to vhich corporations 
are required to conform

CO Companies ate free to fix its 
ovn subject to the prevailing 
structure in private as veil as 
public. There is more pressure 
to conform to public sector 
structure in case (ii) above

■

Incentive«, Bonus DU Require government approval ie 
Administrative Ministry and 
Ministry of Finance

r
Budgetary Provision require*. |

t
1

SC Primary authority lies vith 
its Board, government say 
give directives/guidance, may 
in same countries need approval 
of the administrative Ministry

1

i

CO Company decides on its ovn 
unless it is related to other 
units under the government

Procurement 
1 (a) Ltcal 
i (b) Foreign

DU

----------------------

In both cases say have to work 
through a Department of supply, 
subject to all government rules 
in this respect

1

SC (s)Koraally decided by its ovn 
procedure

Га)Goveminent guidance in respect of 
purchase of locally-made goods and goods 
manufactured in PE

11
1

(b)Foreign pruchase involve allocation 
of funds involving M/Finance.M/ 
Planning, M/Comnerce its ovn 
administrative ministry or various 
combinations of them 1

i

a) and (h) Purchases above a certain valu* 
requires smroval of the Ministry of 
concerned and in some cases that of the 
Cabinet/Cabiret sub-committee.

____________________________________________1



- **6 -

Table 5 feontd.)

r*UC ■—» O'* *»tur» o f  ?i Agencies involved Qu&liiyia< reaarks
i

CO (a)SubJect to its ovu procedures 
only;

(h)May need allocation in the saae 
vay as SC

There may be government guidance

Production Plan DO Administrative Ministry

SC Ovn Board, at times the 
arimini strative ministry and 
Planning Cosmission

Seed coordination vith development 
plan

CO Ovn Board Guidance

Pricing DO Administrative Ministry In essential items other Ministries/ 
Prices Commission

SC In non-essential items, ovn 
Board

as in DO

CO as in SC as in DO



d û ) Autonomy

The precept o f autonomy is often perceived as antioodal to control. 

There is some element o f truth in i t ,  out at the other extreme o f 

control l ie s  freedom. A public enterorise is public not merely 

because i t  manifests public ownership but also because i t  has an 

obligation to integrate its  operation with public policy goals. In 

other words, public enterpr* have oublie purposes which are 

broader than narrow enterprise goals which are eouivalent to private 

enterprise objectives o f technical e ffic iency, good financial return 

on investment and the lik e . 3ecause o f the public purpose and not 

primarily for public ownerships, these enterprises are required 

to have public accountability. The control-oriented school believes 

that public accountability for attainment o f public purpose is 

ensured through politico-bureaucratic control.

The autonomy school would submit that politico-bureaucratic 

system is  not and cannot be the sole guardian o f public purpose.

They would further contend that the best way to ensure attainment o f the 

public purpose is  to imprint i t  in the enterprise i t s e l f  through 

clear articulation o f objective and institution o f management 

for that purpose. The enterprise management and p o lit ico - 

bureaucratic apparatus should form a team relationship to achieve 

the purpose and not a hiérarchie relation to create co n flic t . The 

proponents o f  autonomy would further suggest that the process is 

helped by the following:

(a ) there should be well defined rules and less o f discretion 
which make control on area o f con flict ;

(b) there should he general policy guidelines and not d irectives 
the sp ec ific ity  o f which destroys in it ia t iv e , commitment, 
sense o f responsib ility and need for accountability;

(c ) there should he periodic specific review based on 
predetermined parameter for appraisal, rather than general 
exchange on workings o f the enterprise with a view to 
appreciate/censure the management;

(d) the purpose o f a l l  interaction should be coordination and 
creation o f mutual trust not demonstration ®f control 
and repture o f communicative channels; and

(e ) no decision should be taken without appropriate consultation.

The proponents agree that operational autonomy, written in the 

statute, is only the f ir s t  safeguard, real autonomy is  credited by the
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superiority o f knowledge o f the enterprise management, performance

as per purpose o f the enterprise, and mutual trust as "underlying the

denial o f enterorise autonomy......... is insu fficien t trust o f
~3/supervisory authorities in operating manager......... ’’.—  only through

guidance for attainment o f objectives and constructive reviev o f 

operational results help create a balance between autonomy and 

control. Operational autonomy need not debase the opportunity 

for policy guidance and rules for policy implementation need not 

reduce the operational autonomy.

The survey o f litera tu re *nd case studies lead to the primary 

conclusion that the concern has been normally expressed either 

for statutory autonomy or for des irab ility  o f control for policy 

purposes. Since public enterprises are generally the creation 

o f politico-bureaucratic forces, there seem to have been a more 

favourable nod towards control by the hierarchical machinery: but 

in practice informal relationship and enterprise performance led 

to great variation in the attitudes o f controlling authority and 

thus in the autonomy enjoyed by the enterprises.

Audit and accountability

Accountability may indeed be defined as the responsib ility to

explain the conduct/performance. This responsib ility can be viewed

in terms o f the fund made available to the enterprise and/or

in terms o f the task entrusted to i t  for performance. These

enterprises operate on fund-accounting principles and thus

accountability largely concerns the flow o f revenues and

expenditures, primarily expenditures. The propriety o f transactions
69/

loom large in the accountability concept.—

The financial transactional accountability seem to have 

d ifferent leve ls . The f i rst is the managerial leve l where an 

appraisal o f the accounting, financial and other operations within 

the enterprise is done by an internal unit o f it3 own. The purpose 

is to check in su ffic ien t deta il the accuracy o f records and actual 

transaction; ver ify  maintenance o f safeguards against fraud; 

examine compliance with manual, orders and instructions in respect o f

68/ United Nations: Measures for Iauroving Performance of Public 
Enterprises in developing countries, 73

§£/ United Nations:(63)



operation ; note unauthorised variation in transaction and orocedures:
ro/mand recommends corrections ana improvements.-— The second i s the 

"bureaucratic leve l where an appraisal o f financial transactions 

in relation to the cneration o f the enterorise is  done "by a unit 

set up by the government primarily to ensure that the enterorise 

did comply with rules and accounting procedure and further to loon 

beyond the accounting corrections into the approcriate use o f 

funds. The third is  the statutory/commerical leve l where an external 

qualified accounting firm is reauired to undertake various scrutiny 

o f financial transactions, assets and l ia b i l i t ie s  in order to be 

able to c e r t ify  that proper books o f accounts were maintained and 

the accounts represent a true and fa ir  view o f the a ffa irs  o f the 

enterprise. The fourth leve l is p o lit ic a l where the minister, 

cabinet sub-committee, cabinet or even the parliamentary committee 

or even the Parliament revievs ce r tified  accounts and annual retorts 

approved by the board with the broader appraisal in terms o f the 

expectations and actual performance o f the enterprise. This 

gradation is intended to underline the basic importance o f the 

various documents and reports for accountability.

It  can be immediately seen that the departmental undertakings, 

having no Juridical identity, is faced with accountability at the 

bureaucratic leve l and only in exceptional c&3es at the p o lit ic a l 

le v e l. The lim ited compamies in the government sector is  primarily 

subject to appraisal at the statutory le v e l, though large companies 

have internal managerial appraisal and i t  is certain ly subject to 

Ministers review. I t  is  the statutory corporation which is  subject 

to a ll four leve ls  o f appraisal.

Internal audit is thus not universal in respect o f the public

enterprises within a country and also between countries. Moreover,

conditions for appropriate internal appraisal is not always present
71/in the units where they are practised.— Statutory audit is hamnered 

by non-availability o f qualified chartered accountants in most o f 

the African countries. In most o f the central and South American

70/ A statement o f the Institute o f Internal Auditors o f the United 
States o f America, quoted by 0.Ronson in "Internal Auditing as 
an Aid to Mamagement" in V.V. Ramamadan (Ed): Financial Organisation 
in Publia Enterprise, Tripathi, New Delhi 19Ö7.

71/ UN: Report o f the Seminar on the Role o f Public Enterprises in 
Planning and Plan Implementation, Mauritius, 1969 (E/CU .19A63)
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countries public enterprises are subject to audit by the O ffice o f

Controller and Auditor General. Some countries nave made a coanroni le

o f using private firms through the authorisation o f the controllers 
, "o /

o ffice  (India) or the Ministry o f Finance (Bangladesh).

Enterprises are primarily accountable to the Minister not only
f

for its  operation but also for the tasks which are its  raison-d -etre. 

The p o lit ic a l accountability is further drawn into the workings 

o f various parliamentary committees which get reoorts and information 

on the workings o f public undertakings. The Minister is accountable 

to the Parliament and lays down budgets, reports and accounts for 

information and discussion. The p o lit ic a l accountability o f this 

kind presumes a mature democracy, p o lit ic a l s ta b ility  and acceptance 

o f the politico-economic institutions and their purposes. In most 

developing countries these assumptions seem to be premature and 

thus p o lit ic a l accountability has at best worked as means o f 

p o lit ica l control and at worst as a promoter o f p o lit ica l patronage. 

However, i f  social objectives are to be given appronriate importance, 

a kind o f democratic p o lit ic a l guidance and also a review is  helpful 

instrument.

72/ UN: Organisation, Management and Sunervisicr o f Public Enterprises 
in Developing Countries, N.Y. 197^



PUBLIC INDUSTRIAL ENTERPRISE AND RELATIONSHIP VITH 
GOVERNMENT IN SPECIFIC AREAS

3asic features 01’ the relation o f public enterprise system vith 

the politico-bureaucratic system called Government, has been discussed 

m the earlie r section. In this section, ve intend to deal vith  

certain areas o f special interest:

(a ) Investment in PIE sector

(b) Pricing o f PIE output

(c ) Surplus distribution

Investment in PIE sector

The nexus o f Public Enterprise and Government is  best brought 

out by the complexity of the process connected vith  approval o f 

investment proposal in any o f the developing countries. Because 

o f the ready a va ilab ility  o f material ve shall discuss the cases o f 

India and Bangladesh,

Industries sector in India is divided into three categories:

(a ) exclusive state sector for such manufacturing sector as Iron and 

Steel, Heavy Plant and Machinery, Heavy E lectrica ls, A ircrafts as 

v e i l  as such mining sectors as Coal and Petroleum: (b) jo in t sector 

where private sector is not excluded v iz . machine, too ls , drugs, 

fe r t i l iz e r s ,  (c ) private sector. But public sector manufacturing 

and mining goes beyond the l i s t  because o f taking over o f sick industries 

and other government measures.

Besides the category o f industry, procedurally the c r ite r ia  

for locus o f approval depends on the investment size. I f  i t  is below 

a leve l defined by capital investment in an enterprise but not exceeding 

10 m illion IRs in any case, the power to incur capital expenditure lie s  
v ith  the enterprise. Presumably the finance would come from its  retained 

earnings and/or arranged from the market. Hie Government is net 

d irectly  involved. I f  the investment proposed is above 50 m illion IRs 

i t  is appraised, approved, modified or rejected by Public Investment 

Board (PI3) which has representation o f Ministry o f Finance, Planning 

Commission and concerned Ministries. I f  the investment is somewhere 

in between it  is considered by Expenditure Finance Committee(EFC).



Investment proposal has three distinct phases. The f ir s t  chase

involves formulation o f the broad proposals o f the Pro.lect without the 
fea s ib ility  study. In : .c t ,  i t  is a proposal to conduct the fe a s ib ility  

study i f  i t  meets the p rio r ity  considerations o f the Government. The 

administrative ministry takes the in itia te  o f consultation with 

Plan finance and Project Appraisal Wing (PFPAW) o f the Department o f 

Expenditure in the Ministry o f Finance and in case substantial 

foreign exchange need, Department o f Economic A ffa irs (DEA) as v e i l .

A report is then sent through PFPAW for consideration o f IP3.

I f  IPB approves the investment proposal, then fe a s ib ility  report 

is  prepared. The administrative ministry with its  own anpraisal sends 

i t  to Financial Adviser (FA) in the Department o f Expenditure. He 

then obtains views o f the Project Appraisal Agency o f the Planning 

Commission, Bureau o f Public Enterprises (3PE), PFPAW, DEA and any 

other relevant agency. The FA collates these views and makes his 

own appraisal in respect o f its  economic and social benefits, a va ilab ility  

of funds or des irab ility  o f diversion o f funds, advisab ility o f 

undertaking i t  in public sector, capacity in relation to demand and 

supply, financial returns, crucial assumptions and important 

technical aspects o f the project. This collation  o f view need internal 

and inter-m inisterial meetings. Then the project report is sent to 

PIB for consideration. I t  may defer, trim, accept or reject the 

proposal. I f  i t  is  accepted in any form, then FA makes financial 

allocation for the project. At the third st<.ge detailed project 

report is  prepared and the FA w il l  deal with th is in consultation with 

ministries concerned and in the ligh t o f the decision o f IPB.

Thus, i t  would be seen that the project approval process is  

indeed involved, time consuming, bureaucratic and certainly throws 

up a ll  the complications o f many-faced interaction even without the 

p o lit ica l face added to i t .  The procedure has indeed gone through 

changes and has not received good grades from the Committee on Public 

Undertakings

Compared to India, Bangladesh case may indeed look simule. The*e 

are no power with the enterprise or the corporation tc imdertake any 

investment on its  own. This is primarily because the government 

policy and public enterprise operation has not allowed any 

substantial retained earnings. Hence, a ll  proposals for 
investment has to go to the government. Any investment proposal



is required to be bacxed up by a fe a s ib ility  study. Hence a prcrosai 

for study may indeed be forvarded to the government for funding. I f  

the uronosal meets with plan p rio r ity , i t  is normally sanctioned by 

a committee chaired by the Member o f Planning Commission and attended
*-»  ̂ > u d a o a ^  -» f* ’ r* i* ^ «««* n ^ <** i e p ■* r» w  ̂̂  ̂
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representatives o f External Resources Division (ERE) o f Ministry of 

Finance, administrative ministry and any other concerned ministry.

The fea s ib ility  study has not been standardised. I t  varies 

greatly in quality and content. However, i t  is the responsibility 

o f the enterprise/corporation to prepare or get orerared an acceptable 

fea s ib ility  study. Then the project proposal has to be submitted 

through administrative ministry as per an approved proforma of the 

Planning Commission for appraisal to the Planning Commission. Some 

administrative ministry prefer to have their own review meeting on 

these proposals. The purpose o f the proforma is to get a l l  relevant 

information in respect o f the socia l, economic, financial, management 

and technological aspecc o f the project. Planning Commission abandoned 

the original proforma in favour o f a simpler one. Thus the onus 
o f providing an ana lysable project has been shifted largely from the 

sponsoring agency to the relevant division o f the Planning Commission.

The project is appraised by the concerned division and comments o f 

relevant ministries/agencies are obtained. Then a meeting chaired by 

a member o f the Planning commission and others as mentioned earlie r 

considers the.project. I f  found acceptable on the basis o f social, 

economic and financial c r ite r ia  and i f  the investment is below 3DT 

2C m illion, i t  is  approved by this committee. I f  i t  is  above that 

amount, i t  is sent through the Secretary, Ministry o f Planning to the 

National Economic Council'(NEC) which is a sub-committee o f the 

Cabinet chaired by the President or in his absence his economic adviser. 

The investment proposals are generally considered by Executive Committee 

o f NEC (ECNEC) which is  chaired by the Minister for Finance. The 

prcject, i f  approved, finds an activated allocation m the development 

budget o f the government. Here, the involvement o f regular bureaucracy is 

no less and that of Planning Commission and the Cabinet is  much more 
73/pronounced.—

Pricing o f PIE output

Pricing o f public enterprise products has indeed attracted attention 

o f policy economists not only because o f its  intricacy but also

73/ Nurul Islam:Develonment Planning in Eangladesh. C Hurst and Co.London, 
1973.
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for its  implications. Pricing policy a ffect an enterprise, f ir s t lv ,

in respect o f its  sales and p ro fit, secondly, its races o f return.

future investment and fin a lly  autcnomv and morale o f the nan and

management. But on a broader plane, i t  has indications for

a llocative effic iency, price s ta b ility , consumer welfare, income

distribution, balance of oayments. economic growth and also for
71/balance between the public and private sectors.— ' But given such 

an importance, pricing policy does not seen to have been able to 

attract adequate attention either o f the policy economists or o f the 

policy makers. This is  partly accepted by the nsychological accentance 

o f price as a market-given phenomenon rather than a policy oarameter 

given to the market.

In the litera tu re, however, there seem to be a large number o f 

pricing techniques discussed either in general context or in the 

context o f public enterprises in particular. But they can be broadly

put together under two broad categories: cost-determined and market- 

determined. In the market determined category, the notable and known one 

is the pricing at what market can bear. In the competitive condition, the 

enterprise has no power to f ix  a priee and gets a price equivalent to 

marginal cost for survival and operation and under normal condition would 

be ensured by a normal p ro fit . In a monopoly market, i t  would have the 

opportunity to earn monopoly p ro fit , i f  i t  so desires. In a monopsony 
market, i t  w ill have to be a price-taker.

In the other case o f market determination, the case o f available 

alternative is highlighted. I f  the alternative source is imports, 

import-parity pricing to ensure no extra cost uas often been suggested 

as a price policy for products which substitute imnorts. In this 

case, the quality becomes an important variable.

In the cost-determined categories, the most celebrated is the 

case o f marginal, cost pricing which has been advocated as the basic 

criterion  for maximising output and welfare. But on the question 

o f the identity o f marginal-cost, there are disagreeraents/specificities. 

For example, in case o f existing excess capacity, economists would 

advocate short-run marginal cost pricing. But in general i t  is the 
long-run marginal cost which takes care o f recover:/' o f fixed capital 

cost that’ is the advocated norm. There are even controversies as 

to how the costing to be done - on the h istorical basis or on 

projected replacement basis; a question which becomes important 

under conditions o f an inflationary/recessionary economy.

lii/ UN: Mea sures for improving performances o f public enterprises in 
developing countries, NY, 1973.



A variant o f cost-based pricing is the average cost or fu ll 

cost oricing; and average changes vith  the output ; Thus averocre 

unit cost at a nomai leve l o f production has become the prescription 

as this would allow recovery o f fu ll  cost. However nomai leve l 

for a new enterprise and enterprises operating under conditions 

o f uncertainty posss a c r it ic a l problem. Some would then modify 

i t  to mean normal competitive leve l in which case i t  approximates 

the marginal cost.

A careful policy maker would lik e  to ensure a rate o f return 

on investment beyond recovery o f fu l l  cost. In the case o f nomai 

competitive price, i t  is  ensured. But as competition ha« variants, 

they would advocate a mark-up above average per unit cost. Another 

variant is cost plus pricing where the base is calculated on 

actual cost incurred not on the basis o f an assumed normal caoacity 

u tilisa tion . The mark-up is  needed for an expected rate o f return 

on investment.

As capacity has been introduced as variable, i t  suggests some 

variants. Above we have mentioned normal caoacity u tilisa tion  and 

actual capacity u tilisa tion . The other variants are attainable 

capacity u tilisa tion  and break-even leve l o f capacity u tilisa tion .

To sum up, on the.basis o f cost and capacity variable, i t  is  

possible to get eight d ifferen t pricing policy:

Cost______________ Capacity______________________ Return on Investment

Marginal break-even actual below-normal
normal

average attainable above-normal

This gets multiplied when we introduce variants o f return on investment. 

Because o f this complication and in the absence o f a machinery to 

monitor market and cost, the general advocacy has been in favour o f 

prices that market can bear or long run marginal-cost pricing.

The exceptions were thought to be welfare goods which may merit 

subsidy and ca ll for price control.



Examinaiion o f Pricing policy in respect o f ?SI' 

reveals the fo llov ing:

<*•?a l l 7

(a) Prices o f certain commodities are market determined 

e.g. machine too ls , bakery products

(b) Prices o f certain commodities are fixed by agreements 

e.g. mineral products

(c ) Prices o f certain products are negotiated: e.g. products 

sold to central Government or State enterprises, like  

cables, heavy engineering and e lec tr ica l equipments

(d) Monopolistic pricing on the basis o f dual pricing in 

d ifferen tiated  market e.g. steel products

(e ) Controlled prices for essential goods etc. e.g . drugs, 

fe r t i l is e r  etc.

Inter-m inisterial pricing committee and Bureau o f Public Enterprises 

often arbitrate in matters o f dispute over pricing in the categoty(e) 

above. Hovever, the basis for pricing is not clear and i t  is  variable 

from type o f arrangement and product under consideration. Hovever, 

where i t  is  not determined by market (a , b, d) cost d I u s  return 

seem to provide the primary consideration.

76/
A study o f the Indonésien— scénario led to the conclusion that

there is no set pricing policy. Cost-plus pricing seen to be the

method most widely adopted by PSIE which seen to enjoy advantages o f

monopolistic/oligopolistic market. Products lik e  fe r t il iz e r s  are

subject to price control by the Government.Except for essential goods

and construction goods, a l l  the public enterprise products in Nepal

are priced on market consideration ie. import price from India)

including Jute goods vhose price is  determined by prevailing export
77/

price at C a l c u t t a . I n  Sri Lanka public enterprises do not have any 

pricing policy as such but they are subject to price controls in 

respect o f certain products in which case price fixation  is done on 

cost plus basis.J—'

75/ G.C. Baveja: Public Enterprise Policy on Investment, Pricing and
Returns in India, APDAC Sent 1976

76/ Astar Siregar: Public Enterprise Policy on investment, Pricing and 
Returns in Indonesia, APDAC, Sept, 1976

77/ S.3. Kasaju : Public Enterprise Policy on Investment, Pricing and 
Returns in Nepal, APDAC, Sept. 1976

73/ A.S. Jayawe.rdqna : Pub] ic Enterprise Policy on Investment, Pricing and 
Returns in Sri Lanka, APDAC Sept. 1976



Bangladesh attempted to formulate a ro lle r  on orieing for cublie
T9/

enterprises under the in it ia t iv e  o f the F irst Planning Commission 

It  advocated cost plus pricing hut set a lim it c f 1C* above cost.

Any pricing above that lim it would he subject to review hy a prices 

commission which could also hear complaints about the basis o f costing. 

One o f the pre-requisites suggested was standard costing. The 

Planning Commission did not advocate me-ket arices as under conditions 

o f scarcity that should not be regarded as a fa ir  guide. The 

Government is yet to act on th is policy paper. In general, a number 

o f commodities for variety o f reasons, come under price control wherein 

prices are fixed through consultation at the m inisterial le v e l or 

cabinet leve l and promulgated generally by the Ministry o f Commerce 

or the administrative ministry. The machinery to enforce such 

administered prices is very weak and thus merety acts as an added 

distortion in the market.

Surplus generation and disposal

Public enterprises, in general, have been accused o f not 

generating surplus for the Treasury. On the face o f i t ,  i t  has great 

va lid ity . 3ut on second thought, one may indeed raise the question 

does the government rea lly  want surplus from the public enterprises.

In the f ir s t  place, the capacity to generate surplus is 

conditioned by the nature o f the industry which includes the nature 

o f the market in which i t  se lls  its  product. By defin ition , in most 

mixed economies public enterprises have been asked to operate in 

areas which are less appealing to private sectors or in areas where 

private operation results in a price-outnut situation which is 

undesirable from the society 's point o f view. In both cases, public 

enterprises cannot be expected to provide a private sector equivalent 

surplus, or in certain cases any surplus at a l l .

In the second place, surplus being equivalent to to ta l revenue(co) 

less tota l cost (ac.q) can be subject to governmental po lic ies which

79/ Planning Commission: Government o f Bangladesh: F irst Five Year Plan 
1^73-78



do not help accrual o f surplus. Government may fo llo v  a price control 

policy which means the ent-e-Trise is  denied the snnlus that could 

have accrued i f  i t  were allowed to fo llow  pricing by market. Government 

may follow  a couscious or uneouscious quantity restriction  policy.

This may be caused by non ava ilab ility  o f innuts up to fu l l  requirement 

say because o f import restrictions. This may be caused by creating 

excess capacity and forcing market sharing for survival through., 

negotiated supply patterns. A variant o f this is  pursued in the name 

of competition, dispersal c f industries or even encouraging new 

enterpreneurs in the private sector.

Government actions may a ffec t the cost adversely in various 

ways. One such way is inappropriate ta riff/ tax  structure making 

domestic cost higher than that o f import. Another way to keep average 

cost high is  a r t i f ic ia l  restriction  o f to ta l output through measures 

mentioned above. Yet another way to  increase the to ta l input cost: 

the most fam iliar form is overmanning o f enterprises, or higher than 

market wage for employees through politico-bureaucratic intervention 

or imposition o f an inventory o f input because foreign aid is available 

cr o f output because another enterprise fa iled  to take delivery etc.

We are s t i l l  on potential surplus. In this context i t  may be 

useful to mention tax. A tax on input is  part o f cost and how i t  can 

erode surplus has been mentioned above. A tax on output is  in fact 

taking away part o f surplus in another name. Any d iffe ren tia l tax 

(or subsidy) would have an e ffec t on the surplus o f the enterorise.

It  is in this context interesting to read the report o f the ESCAP 

consultants' group on Development Strategies For the 1980a in South 

Asia.—  ̂ It  reads as follows:

"The absolute surplus generated by chese enterprises, defined 
in the broader :jense to include retained earnings and contributions 
to the budget by way o f taxes and dividends, has grown into 
a sizable magnitude. However, the major part o f i t  is in the 
form o f taxes which form part o f the government revenue pool.
Since the bulk o f the la tte r  is spent on current operations ra-cher 
than investment, and that too on non-development a c tiv it ie s  
i t  follows that much o f the surolus is in fact used for current 
consumption."

Thus, i t  would be 3een that i t  was a politico-adm inistrative choice

80/ ESCAP: Consultants' Report on Develornnent Strategies for the 1980s 
in South Asia (memo). The author along with Professors,
A. Vaidyanathan, Amit Bhaduri, Mrinal Datt Chowdhury and Rchman 
Sobhan were members o f that expert group.
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regarding the fora in which surplus was taken away and the form in

i.'f- xs Public S5 v®s i.nd,ss£ xn i*cc'wi.cn^ ^nd

with no influence on these decisions.

Finally, the government through price control and patronage

function may indeed allow an intermediate grouD to reap the difference

between actual market price and m ill-gate price and this difference am

indeed be increased through manipulation o f actual supply on the market

by this group. This becomes c r it ic a l in the absence o f a well

regulated distributive system. This is indeed the case with many

essential commodities produced in the public sector. The price control

is often instituted in the name o f the disadvantaged but i t  does leave

the question Public Enterprise by whom because o f the way government
. 8 1/ "prefers to handle i t . —

81/ R. Sobhan and M. Ahmad: Public Enterprise in an intermediate Regime 
BIDS, Dacca, 1980 and Leroy P Jones: Public Enterprise for whom, 
IDRC Conference Paper, Ottawa, 1979



Y. TWO CASE STUDIES

Pertamina

PERTAMIItA, not only a "sucess" story in public sector bereft 

o f large number o f commercially successful unit but also an imrortant 

economic and p o lit ica l en tity in its  capacity to account for major 

portion o f foreign exchange earning and o f budgetary revenue, is 

an enterprise that seem to have reversed the govemment-enternrise 

relationship by persuing its  own success helped by the sniraling 

increase in the nrices o f its  own product.

Indonesian Constitution o f 19^5 provides that the "means o f 

production which are imuortant to the State and which a ffec t the 

l i f e  o f a majority or a substantial number o f people shall be 

controlled by the State", and that "the natural resources found 

in Indonesias' so il and waters shall be controlled by the 

government and shall be lsed for the greatest possible prosnerity 

o f the people."

This provided the basis o f public enterprises in Indonesia, 

particularly in the o i l  and gas sector. The public entemrises 

were defined as those o f which the capital en tire ly  belongs to 

the riches o f the Rerublic; i t  could not be divided into shares
92;and the state enterprises were not to be allwed to have subsidiaries.—- 

A  reformation led to d istinct categorisation o f state enterprises 

in Perjan (departmental undertakings to work in areas not profitable 

for commercial ventures), Perum (State cornoration) and Persero
93/(State enterprises to be run under company law ).—*■ The basic 

purpose was to prevent majority o f state enterprises from receiving 

budgetary subventions and to place emphasis on e ffic iency  and 

p ro fita b ility  as well as centralise control in the Ministry o f 

Finance ( previously i t  was with technical ministry) in an attemot 

to standardize them.

In the early decades o f independence from the Dutch, Indonesia 

had taken over parts o f petroleum industry. These were run through 

corporate form o f organisation, presumably for commercial e ffic iency. 

Under the Law 19 /1960, three separate corporate en tities were 

created: PN Permigan (fo r  small o i l  fie ld s  in Java), PN Permina

(fo r  exporting o i l )  and ?!I Pertamin (fo r  domestic distribution and

92y Law no. 19/1960 

93/ Law no. 9/1969



supply to A n y !. However, ?N Permigan was disbanded in the wake 

o f o o lit ic a l turbulance in 1965-66. The other two were merged into 

a single entity ?N PPBTAMINA. 3ut fin a lly  in 1971 i t  was out 

under a distinct lega l status under a new ls.w.~^

The unit remained a oublic corporation o f which canital 

belonged to the people ( ie  State) and i t  had no shares. The 

purpose o f the new law was to enhance government control over 

revenue o f the unit by requiring fixed percentage o f revenue 

generated zo be remitted to government automatically, to encourage 

prudent u tilisa tion  o f available fund, to ramove financial 

dependence o f certain functional area (e .g . m ilitary) on State Gil 

enterprises, to enable i t  establish subsidiaries and to distribute 

its  net p ro fit in a specified manner.

Under the previous law,Minister o f Mines had v irtu a lly  

exclusive jurisd iction  over o i l  companies. The companies had 

functional board with a Dresident director and several executive 

directors, a l l  o f whom were appointed by the President o f Indonesia 

for a maximum o f fiv e  years. The executive directors were 

responsible to president-director who in turn was responsible to 

the Minister o f Mines. This management board was responsible for 

enunciating enterprise policy, its  administration and management 

o f enterprise asset3. This board prepared a budget for approval 

o f the Minister and submitted periodic reports including annual 

statement o f accounts.

The new law substituted the Minister by a State Board o f 

Directors consisting o f the Ministers o f Mines (Chairoan)of 

Finance (vice-chairman) and o f National Planning. This Board 

was responsible to the President o f Indonesia, and had powers 

to determine general policy for Pertamina; supervise its  management 

approve corporate budget ( including proposals for loan exceeding 

certain amount, founding o f subsidiaries, its  fie ld  o f a c t iv it ie s , 

3ales and purchase agreements e tc . ) , discharge, i f  necessary, a 

member o f the management board; examine annual statement o f 

accounts; determine depreciation schedules and reserved, f ix  

emoluments for members o f the management board and issue 

disciplinary rules. The State Boar.’ was to meet once a month and 

decide matters unanimously and in case o f disagreement, President

8U/ Law no. 27/1968 

3U  Law no 3/1971
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o f Indonesia vas to give decision.

Inspite o f this provision, i t  seems ?ertar.ina became a

delinquent and shoved disrespect o f government po lic ies , partly

because o f its  success in generating p rofit â id oartly on the

grounds that the managers were more knovledgable than the government 
o7 1

counterparts.— 'Because o f its  contribution to government 

revenue, i t  became an enterprise that, arrogates autonomy and 

promotes disrespect o f governmental authority. This raises the 

very basic question should a public enterprise, established 

on p o lit ica l and economic premise, be allowed to articu late its  

performance standards on d is tin ctly  commercial consideration as 

in that case "successful" public enterprises can predicate nublic 

decision making on a criterion  that vas subsidiary to its  ovn 

creation. The need for control o f public enterprises is as much 

for its  e ffic iency as i t  is  to ensure that public-resource is 

being used in accordance v ith  the evolving expectation o f the 

citizenry. The relevant question is  hov this case be ensured 

where democratic traditions has not gained ground?

Not lim ited by resources, v ith  moderate technical e ffic iency  

but financial success and growth largely  caused by iT r-national 

forces, Pertamina has created a cr is is  o f control and accountability, 

a case unheard o f in the arena o f public enterprises in the 

developing countries despite the lav.

Bangladesh Steel and Engineering Corporation:

Bangladesh emerged as an independent national entity in 

December 1971 and decided on a course o f policy that would heavily 

restrict private ownership o f large and medium scale modern 

manufacturing units. In persuance o f this policy, Government took 

over a l l  left-behind enterprises by the Pakistani owners in a l l  

sectors including those in S teel, Engineering and Shipbuilding. 

In it ia lly  in March, 1972 two separate corporations were set ut> one for 

Engineering and Shipbuilding and other for Steel. But in 

November, 1975 these two were merged to form one corporation.

87/ Robert Fabricant: Pertamina: A National Oil Company in Developing 
Country, in international Legal Center: Law and PubHc 
Enterprise in Asia, Praeger. 1976



The corporation was set up under a Presidential order with 

a minimal authorised and paid up capital of 3DT 0.5 m illion which 

was given as a grant to the corporation. The corporation has 

a Board o f Directors with Chairman and Executive D irectors. They 

are a l l  appointed by the Government on the recommendation o f the 

Ministry for Industries, at times scrutiny by the secretaries 

committee and final approval o f the President. They are a l l  

appointed for an undefined period and normally equated with 

members o f bureaucracy, except for status and security o f Job.

In this corporation, a l l  appointments so far has been from amongst 

recognised professional, people. The Board is responsible to the 

Ministry o f Industries. The attempt to make them responsible 

d irectly  to the Minister fa iled  a fter the changeover in the 

government in I9T5. The Board is  responsible to interpret 

government poJicy  in the ir own sector and in that sense formulate 

the corporate policy, particularly production and financial targets.

The organisational structure allows for general, departmentation as well 

s ta ff and lik e  divisions.

TJie function o f the Corporation is perceived as follows :

(a ) prepare corporate plan (including production plan, budgets 

e tc .) and integrate i t  with the national plan;

(b) implement a l l  governmental policies relevent to the 

sector; and ensure fulfilment o f legal and statutory 

obligation;

(c ) monitor, control and cordinate a c tiv it ies  o f enterprises 

under its  Jurisdiction in the ligh t o f (a ) and (b );

(d) prepare reports, as required, for perusal by appropriate 

governmental authorities; and

(e ) maintain e ffec tive  laison with the government for fulfilment 

o f its  objecuives.

In carrying out these a c t iv it ie s , the corporation exercises 

the following control over its  enterprises:

(a ) appoint o f ch ief executives and senior personnel o f the 

enterprises generally from amongst its  pool o f trained personnel;



(b) fixation o f production sales and p ro fit targets on 

consideration o f past performante, attainable capacity, demand 

e tc .

(c ) approval o f annual cash and revenue budget and period 

review o f its  compliance;

(d) approval o f a l l  major procurements, particu larly from 

abroad which is  handled centrally by the corporation:

(e ) approval o f pricing o f output prices,

( f )  approval o f new employment: and

(g ) internal aurait.

There is a continuous flow o f  reports o f finance, sales, 

output, inventory, and the lik e  through management information 

system. The ch ief executive o f the enterprise keeps general liaison 

with the corporation, but the departmental heads also keep 

freç-’.ent link with their respective departments. The enterprise 

are made to institu te control ever production, wastage, quality 

inventory, borrowing from banks, cost and sales. There are 

periodic review on these matters at the corporation and higher 

leve l including presidential review. The minister holds a monthly 

review meeting.

The control on corporation is directljr exercised by the 

Ministry o f Industries. However directives are received from 

Ministry o f Planning on capital expenditure, from Ministry c f 

Finance on foreign exchange allocation and revenue payables, from 

Ministry o f Commerce on prices, Ministry o f Labour on wage?,

Ministry o f Establishment on personnel recruitment. The capital 

owtlay proposals need sanction c f  the government which has to be 

processed through the administrative ministry. Further, the 

corporation is subject to government audit and hearing by 

Parliamentary Committee.

The organisational, form is corporate, controls are exnansive 

and systematic. Such expanded control in a can ita list economy is 

advocated to ensure that public enterprises do net overstep their 

res tr ic tive  role o f making up for the market fa ilu re and in a 

socia list economy i t  is necessary as they constitute the falcrum 

o f the national economy. In a mixed economy o f a developing



country i t  is argued on the basis that the outlie industrial 

enterprises are the nrincinal means o f implementing national plans. 

■whatever way one works, there seem to be a case for control and 

Bangladesh government seem to have instituted i t  firmly. Hence with 

generally high technical e ffic iency within the lim ited resource

ava ilab ility  and moderate financial success, the BSEC could not avoid
8 8 /

or moderate r ig id  bureaucratic control over its  own operations-— ' 

Does the legal provisions and organisational form matter ?

88/ R. Sobhan and M. Ahmad : Public Enterprise in an Intermediate 
Regime, BIDS, Dacca 1?80 and A. Haque: System of Internal and 
External Control of Public Sector Industrial Enterprises in 
Bangladesh, Paper presented at Inter-Regional Workshop at ICPE, 
Ljubljana, July 1979



VI. C O N C L U D I N G  O B S E R V A T I O N S

The three organisation models, lav or nractice that creates 

them and generalised v iev o f their operations provide us with 

strait-jacket divisions. This is helpful for conceotualisation 

and possibly administration. On the other hand public enterprises 

demonstrate a kind o f organisational development over the years 

o f operation vbich are not catered to or cared for in these legal 

provisions.— 'This has indeed created conceptual d iff ic u lt ie s  

as the relationship between the government and the enterprise 

can be and in some cases rea lly  remains in a state o f evolution 

over time. Further, control-autonomy-accountability relation which 

is  at the core o f government-enterprise nexus is conditioned 

by p o lit ic a l philosophy and state o f economic development o f 

the country. The developing countries, categorised as mixed 

economy, have also shown discrete changes in this respect. Thus 

to understand government-enterprise nexus, we have to deal with 

three sets o f variables, v iz . nature o f politico-economic development 

attained and/or persued,legal-cum-administrative cir —cteris tics  

o f types o f enterprises and dynamics o f the evolution o f the public 

enterprises. To the best o f my knowledge, no such study has so 

far been done ana i t  ca lls  for sustained research e ffo r t dealing 

with individual cases o f public enterprises dispersed over 

various countries and various regimes. We shall attempt a 

rudimentary analysis for incorporation o f these variables.

Before we deal with stages o f development o f public enterprises, 

i t  is  helpful to remember that in the case o f private enterprise, 

the management objective is  purely economic in nature (v iz .  p ro fit )

and the ent 'rpreneur or the management starts the ooeration with
90/reasonable internalisation o f the objective.—  The Job o f the 

management is to adjust incrementally to the environment including 

socio-polita l process. When he finds adjustment to be expensive.

8' / Srinivas iiurthy: Strategic Management o f Public Enternrise:
A Framework o f Analysis, a caper presented at RAPEG Conference 
on Public Enterprises in Mixed Economy LDC3 , Boston, March, 1980

90/ Recent discussion o f influence as a motive for owners and growth 
as a motive for managers are largely correlated with the ecoromic 
success o f the unit This makes difference only at the point of 
optimisation.
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he abandons the unit. The case o f public enterprise is d ifferen t.

For i t ,  the sequence has been reversed. Public enterprises are 

created to achieve certain soc io -oo iitica l objective. Depending 

on the type o f enterprise and the tyre o f regime, these objectives 

indeed dictate the primary operational norms for the public 

enterprise. The public enterprises are incrementally required to 

integrate the economizing and optimizing process in its  operation.

This is a fundamental distinction which is often lost in the 

application o f neo-classical economics to the operation o f public 

enterprises. Neo-classical economics nresunposes rationality- o f 

market regime, equilibrium o f transactional operations, and harmony

o f the components o f the society. These may indeed be correct 
assumptions in a cap ita list system for seeking market equilibrium, 

even in cases o f developing mixed economies which puts value in the
imperfect market, but such assumptions other cases would be to ta lly

. * 91/inappropriate.—

Now the public enterprises are given a set o f socio -politica l 

objectives for its  economic operation by an external body i . e .  

(government, party, community e tc .) These objectives have been 

determined by the objective rea lity  o f the interaction o f the social 

forces and manifested through the p o lit ic a l process. Except when 

such enterprises are run by a committed cadre, the management needs 

to internalise the objectives for their operation. Even a committed 

cadre, would need to learn in many cases the techniques o f 

operating an enterprise. In internalising the objectives and 

operationalising the enterprise, the management faces rea lity  in 

terms o f costs and consequences. The sponsors can now react with 

possib ility  and better understanding o f the rea lity  o f operation, 

cost o f realising the objective, and the perceived versus realisable 

benefit. This reaction crucially determines the evolution o f the 

public enterprise. I f  the sponsors evaluate the facts on the 

strength o f their b e lie f, the public enterprises would not be 

affected adversely even i f  costs are high so long the soc io -po litica l 

rea lity  permits i t .  I f  the sponsors have less commitment to the 

objective and is sensitive to the results, adverse operational

91/ Muzaffer Ahmad: P o lit ica l Economy of Public Enternrise, a paper 
presented at BAPEG conference on Public Enterprises in Mixed 
Economy LDCs, Fjston, March, 1980



evaluation nay indeed lead to abandonment o f the enterprise. This

possib ility  is most marked vith  mixed economy LDCs under a cap ita list

system o f development. At times, external aid agencies from

developed country may promote such an approach e.g. post-coekarno

Indonesia, post-MuJib Bangladesh. Another point that needs to be

made is  that hov long an enterprise would remain in this stage o f

evolution depends on the type o f enterprise, type o f po lity  and

stage o f economic development. Emperical studies show that i t  
Q2 /varies widely. =—

However, at this early stage o f development when the public 

enterprise make attempts to internalise the socio-politica l 

objectives, operationalise the unit, attempt economising resource 

use and optimising cost-benefit re lation , a helpful necessity is 

the continued support o f the government -  both moral and material 

(fo r  deficient enterprises). At this stage autonomy is  a 

subsidiary issue because without ones own internal strength 

autonomy would lead novhere and also because in the fina l analysis, 

autonomy is a function o f the perception o f the external supervisary 

group o f the nature o f its  e ffe c t to achieve the goals for which 

i t  was set up. But in one case autonomy may help; that is  the 

case o f  divided p o lity  and bureaucracy vhen shelter from

bureaucratic subversion o f public enterprises may indeed become
93/necessary.—

Assuming, that there is  no schim in the politico-bureaucratic 

set up and recognising the necessity o f "protection, promotion 

and support” in early stage o f public enterprise, the.most 

relevant form may indeed be departmental enterprise i f  we overlook 

its  growth needs in future. The alternative is a subsidiary o f an 

established holding corporation which then provides the support.

At this stage o f development, i t  is  not possible to pay undue 

attention to accomodation o f private values ie financial p ro fit 

vithout relating them to soc io -po litica l objectives.

The transition from the f ir s t  to the second stage is conditioned 

by successful adaptation o f socio -politica l objectives into the 

economies o f operation making the enterprise viable, not necessarily

22J K.R.S. Murthy: (39)

93/ R. Sobhan and M. Ahmad: (33)



ce-dshighly profitable. In that circumstances, i t  no i oaa-er r 

protection and as its  sponsors have gained confidence in it-5 a b ility  

to survive in a desired manner: there is no reason to deny i t  

operational autonomy. The demarcation line between p o lit ics  and 

public enterprise is d iff ic u lt  to define and incossibie to 

leg is la te ; but i t  can be said with reasonable certainty that unless 

the po lity  that matter is  sa tis fied  that the public enterprise 

has introduced desired economic results in obtaining socio­

p o lit ica l objectives, the p o lit ic a l control is not withdrawn. This 

is evident in the operation o f public enterprises in the 

infrastructural sector or even in the service sector. Further, 

there is possib ility  o f an enterprise retrogressing from this 

stage into the ea rlie r stage because o f the intact o f external 

variable (e .g . technological, development).

At this stage, we may consider the .public enterprise to have 

attained state o f maturity which cannot be defined by number o f 

years o f operation and the s ta b ility  o f supportive dependence 

o f  politico-bureaucratic system. When a child reaches maturity 

only then the external relations need be defined and a retarded 

child never get3 i t .  S im ilarly, at this stage, i t  becomes 

necessary to define the control relationships with a l l  external 

groups functionally and not necessarily through law. Thus in 

theory, i t  could be possible to develop a mature relationship with 

a departmental enterprise at th is stage, but the normal 

recommended form would he the statutory corporation or a government 

company. There has not been many known graduation from departmental 

enterprise form to the forms mentioned above; though many statutory 

corporation or government company in e ffec t work as a departmental 

undertaking. The characteristics o f this stage is maturity o f 

the enterprise, and the confidence o f external control group in its  

a b ility . Thus at this stage, politico-bureaucracy retain control 

but i t  is exercised with lo t o f deference. At this point, the 

e ffec tive  control o f public enterprise is  often helped by a defined 

strategy for public enterprises formulated by social forces in 

control of politico-bureaucratic system.

At the third stage, there is  continued happiness, given the



continuity o f the politico-economic system. There is  consensun 

on the role o f a public enterprise which is found achievable on 

the basis o f acceptable economic criterion , there is de facto 

existence o f the oublie enterorises separate from the 
government, and there is agreement on performance, evaluation 

and control. However, hov much a public enterprise or the public 

enterprise system can rea lly  be separated from governmental 

planning and its  control depends on its  strategic importance to 

the economy and nature c f  institutionalisation o f public 

enterprise as i t  may (France) or may not (U .X .} allow any 

d ifferen tiation  o f government planning from th it o f public entem rise. 

Idea lly , with separation from government agreed upon, the public 

enterprises are most suited fo r the public lim ited company form.

In our deliberation o f the stages o f development we have 

also dealt with the three legal forms o f public enterprises, 

though we have portrayed then as functional (de facto) type.

Under the circumstances we end up with a following possible puzzle 

concerning law, organisational type and soc io -po litica l development.

The purpose o f this nuzzle is to conclude that de Juro organisational 

forms are not important to persue and de facto organisational forms

I
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need be understood in its  dynamic context. We are far away 

from any consistent set o f propositions in this respect. But 

for an appropriate analysis, ve need to perceive the operation 

o f the enterprise m the larger context o f the soc io -oo iitica l 

process than within the lim its o f the law i t s e l f .




