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INTRODUCTION

The ESCAP region is the largest ana most heterogeneous of «11 

regions serviced by a single economic and social commission within the 

UN system. More than 2,300 million people, i.e., about 55 per cent of 

world population, live in 39 countries of Asia and the Pacific. It is also 

estimated that around 700 to 800 million people find themselves below the 

poverty lxne, the largest concentration of poverty in the world. Apart 

from the three developed countries, Japan, Australia and New Zealand, a 

vast majority of the remaining countries, have reached a markedly lower 

level of development. Yet, they differ considerably in terms of geographical 

position, area, population, resource endowments, ecmomic size and, perhaps 

most importantly, in terms of socio-economic and political environment. It 

follows that, in any attempt at the regional analysis, the magnitude of these 

dimensions should be reflected.

In accordance with the last criterion mentioned above, i.e., the 

socio-economic and political conditions, the two main country groups should 

clearly be distinguished here. First, a numerous group of developing economies 

characterized by the prevailing market orientation (market oriented developing 

economies) and, second, a few less developed socialist economies, such as China, 

Mongolia, Vietnam and Laos, relying mainly on the system of central planning 

(less developed centrally planned economies). Actually, the developing 

ESCAP region is the only developing region in the world whare these two distinct 

groups of member countries emerged as a result of dramatic changes during the 

last decade.

Regardless of their socio-economic and political differences, one 

can also identify a number of structural similarities originated essentially 

in the stage af socio-economic underdevelopment of these countries. Thus, 

despite their industrialization efforts, a majority of the population in all 

these countries Hves in the rural areas, agriculture remains the large 

source of employment and important contributor to GNP. Also, in all these
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countries, the state is actively involved .in the process of development 

and its activities typically cover not only infrastructure and indirect 

controls but also planning and public enterprise. In this respect, the 

country differences in state involvement in the economy appear to be a 

matter cf degree rather than that of kind.

Yet, the differences in the economic role of the state in general 

and in that of public enterprise in particular are not of secondary 

importance. These are essential irrespective of whether they concern 

differences between the two country-groups or those among countries within 

each of them. For one thing, while in the market oriented developing 

countries the economy is basically controlled by the private sector and 

the state owns only a minor part of the means of production, in the centrally 

planned economies a larger proportion of these assets is controlled by the 

state. This gives rise, inter alia, to considerable differences in the 

system and methods of control and regulation of the economy.

For another, even within each country group, one could see differences 

in the over-all pattern of the role of the state. There is a clear 

distinction, for instance, between the economic role of public enterprises 

in development in Thailand or the Philippines, and its role in Sri Lanka or 

India. Of course, there are modifications brought about by political changes. 

Similarly the Chinese model is far dlffeienc from the Mongolian, parti

cularly in terms of organization and management.

Taking into account the above-mentioned similarities as well as 

dissimilarities in the economic role of the state, this paper attempts 

to provide a brief introductory analysis of selected aspects of public 

enterprise in the developing ESCAP region. The emphasis is however placed 

on the role of public enterprise in industrialization with reference,to 

the extent possible, to both the market oriented developing economies 3S 

well as less developed centrally planned economies. EETAP intends to under

take a more thorough study of this subject ir order to elabora.e the
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preliminary findings presented in this document. The future studies will 

also deal with several other issues which have not been uaken up here.

I BASIC CHARACTERISTICS Ot' PUBLIC ENTERPRISE

1. Concepts and definitions

All major concepts used in this paper, such as industrialization, 

nublic sector, public enterprise and public industrial enterprise, are 

generally known. Yet, due to a -variety of definitions, some clarification 

would be useful right at the outset of this analysis.

For the purpose of this study, it is suggested to rely upon the
1/

official UN definition of industrialization. Based on this definition, 

industrialization is viewed as a process of growth accompanied by structural 

shift from agriculture to industry, manufacturing in particular, and by the 

corresponding socio-economic changes. Tt follows that the progress in 

industrialization should primarily be measured by the increase in the share 

of industry (manufacturing) in total output and employment rather than by the 

respective growth rates. Viewed in this light, industrialization can no 

longer be conceived as an endless industrial (manufacturing) growth which 

continues to proceed, though at slower pace, even in the most advanced countries 

during their post-industrial stage. By contrast, industrialization is 

considered here as a stage of long-term development during which economic 

growth and structural realignments are brought out as indicated earlier. It ahouli 

be added that practically all countries of the developing ESCAP region, 

irrespective of whether they are market oriented or centrally planned, find 

themselves in various phases of such change.

In order to accelerate industrialization and solve other economic 

and social problems, active involvement of the state in the process of develop

ment ceases to be a matter of choice and becomes economic necessity
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among the developing countries. Th state has evolved a substantial

public sector, which consists of a variety of uigeminations including
central govemmer : ministries and departments, local authorities, public

corporations and public or semi-public companies. While co-operatives
2/

constitute a part of the public sector in developing economies, they 

form a relatively independent sector in centrally planned economies.

This is because the socio-economic base of these countries consists of 

socialist ownership of the means of production which exists in two major 

forms, the state and co-operative ones. Correspondingly, the methods of 

planning and management, including the choice of top managers, differ 

considerably between these two sectors. It should also be mentioned that 

the public sector in centrally planned economies should more appropriately 

be called the state sector.

In motit developing countries, the public sector is actively 

involved either directly or indirectly in (i) the choice of main economic 

and social obi? ;.tives and planning and management of the economy or its parts, 

(ii) the esr./dji;---'auc.it of public institutions and infrastructure, (iii) the 

creation and operation of public enterprise including public utilities,

(iv) the formulation and execution of economic policies regulating the 

activities of the private sector, and (v) the preparation and implementation 

of major economic and social reforms.

In centrally planned economies, practically all spheres of the 

economy are either controlled or influenced by the activities of the public 

sector. Regardless of the differences between market oriented developing eco

nomies and centrally planned economies ir this respect, it is obvious that 

public enterprise constitutes only a part and an instrument, and perhaps

the most important part and the most important instrument,of the public
3/

sector.



These enterprises are conceived as tie entities owned or controlled

by public authorities which produce goods and or services. Their output

is largely marketed, although this criterion may not necessarily appear

in centrally planned economies. Public enterprises in market oriented

developing economies which meet all these criteria but are engaged in

health, education, training and other services have often been excluded
±/

from various studies of public enterprise undertaken in the recent past.

In accordance with this narrow definition, these studies have dealt with 

public enterprises engaged directly in productive activities.

Among a multiplicity of such enterprises concerned directly with 

productive activities, public industrial enterprises play an extremely important 

role. Depending upon the definition of industry, the category of public 

industrial enterprise varies in coverage. In a wider sense, it comprises all 

public enterprises in mining, manufacturing, construction and utilities. In a 

narrow sense, this term is confined to public enterprises in manufacturing only. 

While both approaches have some merits as well as demerits, the narrow defi

nition focuses on public enterprise engaged not only in the largest but also 

technologically most advanced industrial sub-sector which, at least in 

perspective, should, inter alia, supply the whole economy increasingly with 

modern technology. For this reason, special attention is paid in the present 

analysis to public enterprise in manufacturing.

2. The origin of public enterprise

It is undoubtedly correct that the origin and continued development

of public enterprises are influenced by a number of political, economic,
5/

social, technological, as well as other factors, which vary from country 

to country as well as from time to time within each country. It will be 

seen (Chapter II), however, that inerally there has been a tendency for 

the expansion of public enterprise almost in all countries of the
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developing "CAP region. Under these circumstances, it is rather difficult 

to .¿-plain the origin and further development of public enterprise, i-e, 

one single substantive phenomenon of general nature, by a number of partial 

elements mentioned above.

These partial elements or, more precisely, arying combinations of 

these elements, seem ro be responsible for changes within this general 

tendency rather thar. for the tendency itself. To be more specific, they 

are likely to contribute to accelerated or decelerated growth of public 

enterprise and sometimes even to its decline. They influence also its 

industrial composition and geographical location. They can hardly be 

considered, nevertheless, as the major cause of this phenomenon in 

countries of the developing ESCAP region per se. This cause should be 

sought in the need for accelerated economic and social progress, on the 

one hand, and their prevailing socio-economic structures, which do not 

provide conditions favourable enough to achieve such progress, on the other.

These observations on the origin and the growing role of 

public enterprise appear to be equally valid for both the market oriented 

as well as centrally planned economies. One of the main differences between 

theci is,of course,the speed and the size of the public enterprise sector.

Within a given time span, generally such enterprises tend to change usually 

faster and gro« considerably larger in the latter than in the former. This 

is so because private ownership of the means of production continues to 

constitute the foundation of the existing socio-economic structure in 

market oriented developing economies, while its substitution for social 

ownership, irrespective of «hether this transformation is gradual or 

sudden, is essential in less developed centrally planned economies. Accordingly, 

public enterprises do co-exist with private enterprise and, within certain 

limits, also support its further development in market oriented developing 

economies. In less developed centially planned economies, however, public 

enterprises either eliminate private enterprise right away or, at least,
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tend to diminish the sphere of its operation and bring it under control.

In such situation, co-operation between these two types of enterprises,

though not entirely impossible, is usually seldom and temporary. How the actual

relationship between public and private enterprise proceeds depends,

inter alia, on ways and forms in which public enterprise emerges and

develops.

In this respect, a.distinction should be made between (i) taking 

over existing enterprises and (ii) the establishment of new enterprises.

There is also (iii) a subsidiary form, mixed enterprise, which may 

acquire some characteristics of both above-mentioned forms. The taking 

over of existing industries can be achieved mainly via inheritance from 

a colonial regime, acquisition by purchase or nationalization. Practical 

experience is always richer than anv logical scheme. In Pakistan, for instance, 

there had been 1?. enterprises inherited, 5 fully nationalised and 77 taken 

over by the Government without acquiring majority shares, 6 acquired 

by purchase from private owners, 3 acquired by purchase of majority

shares by the Government, 2 abandoned by their private owners, and 70 newly
6 /

established, by 1975.

The distinction between various forms of taking over existing 

enterprises and the establishment of new enterprises is of importance.

It is the .latter which has the capacity to contribute directly to economic 

and social progress while the former creates essentially a more favourable 

environment to achieve this aim. This is also the reason why newly 

established public enterprises tend to contribute by far the largest 

share to the total value added by public enterprises and, moreover, this 

share tends to grow over time. Greater importance attached to newly established 

public enterprises can be observed in both groups of ESCAP countries here

under review.



There seems co be no basic difference between these two country 

groups in respect of inherited public enterprises from the earlier regimes. f

In some countries, irrespective of the group they fall under, this inheritance 

was not négligeable. Korea, for example inherited a large number of 

public enterprises from the Japanese regime after independence in 1945.

Sri Lanka inherited several public industrial enterprises built up by 

the colonial government during the time of reduced supply from abroad 

in World War II. Even China inherited a number of enterprises, although 

some of them were damaged during the war. In most countries of the region, 

again regardless of their social order, this inheritance was concentrated 

mainly on economic and social infrastructure.

A clearer difference between the two country-groups concerns 

nationalization. At first glance, even this difference seems to be a 

matter of degree rather than that of kind. This is because within each 

country-group one can find rather extreme country examples. It is, 

of course, true that some countries, such as Singapore and Thailand, have
y  yalways been against nationalization and have never resorted to it.

Some other countries, however, have resorted to nationalization from

time to time. India in 1969 nationalized 14 largest banks, general Insurance,

coal and wheat trade. In 1980, six more large banks were rationalized in

that country so that the Government gained control over 90 per cent
9/of the deposits with the banking systenrr- Similarly, Mongolia can be

seen as an example of. the second group where nationalization played a

minor part. There are, of course, several cases where nationalization pro-
10/

ceeded on a large scale. Indonesia in the later part of the 1950s,
11/  12/

Burma in the early 1960s, and Bangladesh and Sri Lanka in the early 
13/

1970s, on the one hand, China at the threshold of the 195Cs, and Vietnam 

' ,i the 1950s (North) and 1970s (South), on the other, experienced extensive

- 8 -

nationalization.



In. all centrally planned economies, however, nationalization is an 

integral part of the long-term development strategy, based on the notion 

that large-scale private ownership of the means of production must be 

replaced by social ownership in order to achieve greater economic and 

social progress. Moreover, based on the same theoretical argument, 

nationalization should principally be carried out without compensation.

By contrast, market oriented developing countries choose mostly a pragmatic 

approach and usually pay compensation for nationalized property.

In this coneexion, it should be borne in mind that nationali

zation is purely a legal act. All its potential advantages (concentration 

of surplus in the hands cf the state instead of private companies makes 

it possible to distribute it mere efficiently between Investment and 

consumption, to introduce improved working conditions, to strengthen 

political power of the Government, etc.) can be translated into actual 

life only if nationalized enterprises operate efficiently. For this

reason, nationalization as a legal act should be distinguished from
13/

socialization which is a more difficult process of introducing new 

methods of management and organization in nationalized enterprises.

In concluding this section, a brief mention should be made of 

various forms of mixed enterprises including joint ventures. This is 

perhaps one of the most controversial Issues of public enterprise. The 

state may co-operate, for instance, with private enterprise, either local 

or foreign, or with another state. The experience shows that even if a 

certain reconciliation of differing interests is achieved during 

the stage of negotiations, it is sometimes difficult to carry it out in 

the stage of practical implementation and execution. Yet,various forms 

of joint ventures seem to gain momentum in both market oriented developing 

ESCAF countries as well as centrally planned economies. While there are

- 9 -
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u u m e i'O u b  e x a m p le s  o £  t h i s  k i n d  o f  c u 't c i  p i  i S c S  Iw  c h c  TO iru ci.  C O 'u T iti I c S ,

che experience of the latter countries is certainly more limited. In an

early phase of their revolution, China and Vietnam used these so-called

state capitalist enterprises as a form of gradual transition of private

enterprise to public enterprise. Recently establisned Chinese joint

ventures with foreign comoanies are scheduled to serve as a practical

means of tecnnoiogy transfer. This method may effectively be used in

other centrally planned economies, too. It has been reported that

Vietnam and the USSR have agreed to set up a joint enterprise to survey

and explore for °il and natural gas on the continental shelf of 
14/Southern Vietnam^—

3. The main objectives of public enterprise and problems confronted

The objectives of the establishment of public enterprises are 

many and varied and may be defined at (i) the national level related to 

national strategies and plans; (ii) the sectoral level; and (iii) the 

enterprise level. They are historical, political and socio-economic in 

character and differ from one developing country to another. The variety 

of the objectives is demonstrated by the following catalogue mentioned 

by the UNIDO Expert Group Meeting on the Role of the Public Sector in 

the Industrialization of the Developing Countries, held in Vienna from 

14-18 May, 1979:

To adopt a fully socialistic model of development.

To control strategic sectors of economy.

To provide the requisite economic infrastructure.

To control and manage "natural monopolies".

To undertake tasks beyond the capability of private enterprise.



To provide a competitive element to private industry.

To develop backward areas.

To stimulate the advancement of weaker sections of society.

To increase the availability of essential consumer goods.

To generate employment.

To develop technology.

To generate foreign exchange earnings.

To stimulate agricultural development.

To commercialize activities traditionally run as government
departments.

To discourage the concentration of economic power.

To utilize more fully economic resources.

To control the exploitation of natural resources.

To help stabilize prices.

To take over the management of ailing private sector firms.

To develop self-reliance.

To improve income distribution.

To favour or accomplish structural change.

Some of the objectives that are mentioned above concerning 

the establishment of public industrial enterprises may be conflicting, 

looking at them from the point of view of the problem of efficiency of 

the public industrial enterprises. All objectives mentioned appear tc 

be desirable, depending upon the changing conditions. The question 

however is how to determine an order of priority by reducing the.'r number 

so that the task of setting up and running public industrial enterprises 

on the criterion of efficiency is made easier. The view is often

expressed that "the discharge of social responsibilities by public
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inriiiŝ ria1 ?ntçrpns®s could not and should not be mode an excusa Tot 
inefficiency". The multiplicity of objectives makes the task of management 
of the public industrial enterprises on efficient lines difficult. The 
problem of reconciling commercial objectives with socio-economic objectives 
has to he worked out. The problem really centres round working out social 
profitability as distinct from private profitability.

In less developed centrally planned c inomies, the rising standard 
of living, industrialization and develop*-* souxaiism have frequently been 
emphasized among major objectives in the recent past. In Mongolia, e.g., 
the main task of the Sixth Five-Year Plan was formulated as further develop
ment of social production, its increasing effectiveness, improved performance 
and.continuous growth of material well being and cultural level of the

15/people^—  In Chinese literature, it has been stressed that "the aim of 
socialist production is, first and foremost, to satisfy to the greatest 
extent possible the people's material and cultural needs'',— ^ and that 
"developed socialism must be built on the foundations of mass social pro
duction" interlinked with "fully developed commodity (market) or consumer
economy". In Vietnam, "the central task of the entire period of transition

17/to socialism is to carry out socialist industrialization'.'—

In some developing ESCAP countries, public enterprise provides
support for national community in the economy. Thus, e.g., in Thailand,
businesses were in the hands of Chinese who were considered aliens and this
gave rise to strong national sentiments with the urge to establish public

18/enterprises in the 1950s.—  Similarly, in Malaysia public enterprises are 
used presently as a key vehicle for reducing inter-racial differences in 
the country.—

Experience in some developing countries of the ESCAP region with 
mixed economies also suggests that the objectives of public enterprises 
are promotional, catalytic and developmental. Private entrepreneurship 
and capital have not been adequate,oarticularly in the initial years of 
industrialization. The limited number of available entrepreneurs came 
from particular sections of the countries' populations which meant concen
tration of wealth in their hands. The objective of public enterprises, under 
such conditions, was to bring about a wider diffusion of entrepreneurial 
and managerial ability in the society. These enterprises are promotional
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in character. There are large capital-intensive enterpriset. »here public 
participation was required because such industries can generate growth in 
the rest of the economy. Such basic and key industries could not be left 
to private enterprise for development. In such cases, the creation of 
public industrial enterprises has presented a way out. Public ownership 
and control of the "commanding heights" of the economy, defined as large- 
scale, capital-intensive "basic" sectors cataljrlng industrial development 
in particular and economic development in general, are both necessary and 
desirable on sound economic and social considerations. It is on these 
considerations that India has established public industrial enterprises 
in si-eel, fertilizer, heavy engineering, basic chemicals, and petro
chemicals. India's example in this respect has been appealing to other 
developi countries with mixed economies. These industries have strong 
linkages with the development of other sectors of the economy including 
the small-scale industrial sector.

In brief, there are many considerations involved in the establish
ment and running of public industrial enterprises, but one may be right 
in holding the view that these are essentially economic and social. There 
is, of course, no escape from the fact that these considerations are 
dependent on political decisions. There appears to be a. strong case for 
working out a limited number of the predominant objectives of public 
industrial enterprises after very careful deliberations. This is important 
because the performances of the public industrial enterprises need to be 
evaluated in the light of those predominant objectives.
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II. QUANTITATIVE DIMENSION OF PUBLIC ENTERPRISE

In accordance with the concepts and definitions discussed in

the preceding chapter, a modest attempt to quantify the role of the

state in the economic and social development in countries of the ESCAP

region is made in this chapter. Owing to the paucity and low degree

of comparability of available data, the analysis is limited in both

the geographical coverage and time, and reveals only a few major trends.

Despite these severe limitations, it permits some preliminary observations
20/which coincide broadly with the conclusions of other studies—  but need 

certainly more elaboration in the future.

So far as the economic and social role of the public sector is 

concerned, its magnitude and trend can broadly be analysed on the basis 

of public expenditure, public investment and other relevant macro- 

indicators. Such analyses have been attempted in a few countries.

Thus, for instance, there was a sizeable increase in government expendi

ture in Sri Lanka from Rs(SL) million 1,921 in 1960 to Rs(SL) mil Hr»n 

6,887 (3,490 in real terms)in 1975. The share of this expenditure in

GNP increased from 29 per cent to 31 per cent and per capita expenditure
21/increased from Rs(SL) 184 to Rs(SL) 506 during that period—  India,

the share of the public sector in plan outlay had increased from 46.4

per cent in the First Five-Year Plan to 66 per cent in the Fifth Five-

Year Plan. Though this share declined to some 58 per cent in the Sixth
. 22/Five-Year Plan, it still prevailed appreciably over the private sector— . 

In Pakistan, public investment bad increased absolutely from Rs(P) million 

Rs(P) 3,786 in the First Plan (1955-60) to Rs,P) 13,700 in the Third Plan 

(1965-70) but had declined relatively from 65 per cent to 46 per cent 

respectively. In the 1970s, however, the rate of growth of public



investment was considerably faster than that of private mvestme;.-—  .

In Mongolia, the only representative of less developed centrally planned

eccroraies for which data are available, the share of the public (state)

sector in the value of fixed assets increased from 26 per cent m  1940
247to 82 per cent in 1970-:—  .

The progressiva expansion of the public sector as a whole tends 

to be associated with a similar trend in respect of public enterprise 

which is considered here as the most important sub-sector of the public 

sector. Table 1 shows that, except for Thailand, all market oriented 

developing ESCAP countries covered by available data reveal a clear 

upward trend in the number of public enterprises, indicating a close 

correlation between the public sector and public enterprise developments. 

But even those countries, where the shortage of data does not permit 

comparison, repprt a sizeable number of public enterprises, emphasizing 

their significant position in the economy in the recent past. Just as 

an interesting illustration, it may be added that there are more than 

one million state run enterprises in China.

- 15 -
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Table 1. Market oriented developing ESCAP countries: Number
of public enterprises (various periods!)

Country Initial period Terminal period

India 5 189
Indonesia - 220
Korea, Rep. of 89 98
Malaysia 12 110
Nepal 1 68
Pakistan 12 172
Singapore - 180
Sri Lanka 28 107 (76)
Thailand 76 71



Source : India (195C and 198C); Ycyana, 25 January 1981, pp. 1-2.

- Indonesia (1973); UNIDO Questionnaire Survey of Indonesia,
1961, ?. 2C,

- Korea, Rep, of (1975 and 1977); ”  SaKong, Macro-economic 
Aspects of the Korean Public Enterprise Sector, Korea 
Development Institute, Working Paper 79C6, p. 5,

- Malaysia (1975 and 1981); UNIDO Questionnaire Survey of 
Malaysia, 1981, p. 36 (rough estimates).

- Nepal (1954/55 and 1979/80); Profiles of Public Enterprises 
in Nepal, June 1973, pp. 3 and 10 (1979/80 estimate including 
those proposed to be completed during the Fifth Plan).

- Pakistan (1947 and 1974/75); Syed, Reza 4(ed.), Role and 
Performance cf Public Enterprises in the Economic Growth 
of Pakistar, pp. 23 and 24.

- Singapore (1975); Lee Sheng Yi, Public Enterprise and Econo
mic Development in Singapore, Malayan Economic Review,
October 1975, p. 52,

- Sri Lanka (1958 and 1975); Karunatilake, H.H.S., The Public 
Sector in the National Economy, Staff Studies 2/1976, p. 180; 
figure in brackets (75) is based cn a narrow definition of 
public enterprise; see Lakshmar., W.D., Public Enterprises in 
the National Economy of Sri Lanka: An Analysis of their Value- 
Added Data for 1975, Modern Ceylon Studies, Vol. 6, No. 2,
July 1975, p. 76.

- Thailand (-1973 and 1981); Management and Performance of Public 
Enterprises in Thailand, The National Institute of Business 
Administration, pp. 1-6; UNIDO Cuestionnaire Survey of Thailand, 
1981, p. 2a,

Though the number of public enterprises can be considered a 

useful indicator capable of identifying the prevailing trend of public 

enterprise per se, it cannot show the relative size cf these enterprises 

in the economy. In this regard, the share of public enterprise in GDP 

or other aggregate indicators can be selected as a more accurate measure 

of the overall role of public enterprise in the economy. The International 

Development Research Center (IDRC) in Ottawa (Canada) should be given 

rull credit for emphasizing this point in its research project, the 

preliminary results of which have become now available—  .
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To Die 2. Countries of the developing ESCAP region :
The share of public enterprise in total output (various periods)

percentages

Country group Initial period Terminal Period

1. Market oriented

Bangladesh 6.5 7.1
India 10.7 18.9
Korea, Rep. of 6.7 • 8.0
Nepal 1.3 2.0
Pakistan . . . 7.7
Sri Lanka 17.2 22.9 (11.6)
Thailand 4.0 3.9

2. Centrally planned 
economies

Mongolia 28.0 75.0

Source: Bangladesh (1972/73 - 1974/75, GDP); Sobhan.Rehman, Public Enterprise 
as an Instrument of Policy in Anti-Poverty Strategies in South 
Asia, ESCAP DP/STR/SAG(2)/6, 12 April 1979, P. 22 (mimeographed).
India (1960/61 - 1977/78, NDP); Kulkarni, M.R., How Mixed is the 
Indian Economy? Yojana, 26 January 1981, p. 115.

Korea (1963 - 1977, GDP); II Sakong,..... p.ll.
Nepal (1970/71 - 1974/75, GDP); Profiles .... p.24.
Pakistan ( - 1974/75, GDP); Syed, Reza H. ....  p. 36.
Sri Lanka (1960 - 1975, GNP); Karunatilake, H.N.S..., p. 187.
In brackets (11.6), Lakshman's estimate based on the narrow definition 
of public enterprise (see, Lakshman, W. D. ........  p.106).
Thailand (1969 - 1973, GDP); Management and Performance.... .. 1-75.
Mongolia (1940 - 1970, National Income); Zagasbaldan, D.,Economic Growth 
Just Distribution and Structural Change in People's Republic of 
Mongolia, Olan Bator, p. 16 (in Russian - mimeographed).
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To be more specific, the estimates of the shcre of value 

added by public enterprise for Korea, Rep. of, Nepal, Pakistan,

Bangladesh, Z r i Lanka and Thailand have essentially been calculated 

to meet Leroy Jones ' narrow definition of public enterprise— ' , and 

cannot, therefore, show its actual contribution to GDP which is consi

derably greater. Just to demonstrate the difference in the order of 

magnitude, it will suffice to compare the two estimates of the relative 

size of public enterprise in Sri Lanka. Karunatilake's estimate (22.9 

.per cent in 1975) is almost twice larger than that of Lakshaan (11.6 

per cent) for the same year. Lakshman himself claims that the share 

of both public enterprises (narrowly defined) and the so-called non- 

en- erprise public departments would reach more than *9 ter cent of GDP 

wh:ch is close to Karunatilake’s estimate. A simi.lar diffeicnce between 

various estimates of the relative size of public enterprise can be *ou.id 

in the case of India. Irrespective of these differences, Thail?ud 

appears to have been the only country example which registered a slight 

decline in the relative contribution of public enterprise to total output. 

All remaining countries included in table 2 recorded a marked increase, 

although this increase reveals considerable variations from one country

to another.
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Table 3. Selected Countries of the Developing ESCAP Region :

Industrial Structure of Public Enterprise
percentages

Industry India Nepal Pakistan Sri Lanka Thailand Korea, Rep. of X 0 3 o L la
1960/S1 1972/73 1970/71 1974/75 1960/61 1974/75 1975 1969 1973 1963 1977 1960 1977

1. Agriculture 12.3 8.3 4.0 5.0 - 0.2 1.7 2.5 1.4 1.8 • 1 22.9 1 /. 1
2. Mining 2.4 4.4 - - 2.3 C.6 0.3 0.2 - 8.8 3.2)4 14.6 27.5
3. Manufacturing 12.8 21.4 22.9 19.0 5.8 14.9 31.4 24.5 19.9 30.2 39.5J
4. Electricity 7.1 11.2 7.0 5.0 10.2 26. 3 5.7 16.8 42.1 12.3 17.0
5. Construction 3.2 2.7 3.0 4.0 - - 3.3 0.2 - 1.8 3.9 b. ; 5.5
6. Transport 53.1 33.9 17.0 18.0 77.0 26.8 33.0 32.3 20.2 26.5 14.9 9.1 10.6
7. Trade 0. 7 3.6 22.0 23.0 - 12.9 10.9 6.5 1.7 3.0 0.9) 44.2 37.0
8. Banking 8.1 14.0 17.0 25.0 4.7 18.3 12.7 12.8 11.3 13.« 18.1)
9. Services 0.3 0.6 1 . 0 1 . 0 - - 0.9 4.2 3.4 0.2 2.4 2.5 2 3

Source : India; Performance of Indian Public Enterprises (Macro Report),
SCOPE, New Delhi 1978, p. 94 (real gross value added).
Nepali Profiles.... p. 26 (value added st current prices).
Pakistan; Syed, Reza H ..... p. 124 (gross value added at current prices).
Sri Lanka; Lakshman, W.D...... p. 104 (value added at current prices).
Thailand ; Management and Performance of Public Enterprises.... p. 1-78 (value added at 1962 f.c.).
Korea, Rep, of; II Sakong .... . p. 12 (value added at current prices).
Mongolia (both state and co-operative enterprises); Zagasbalden, D. ... Statistical Annex,
Table 3 (national income).



of state enterprise in selected ESCAP countries basud on value added 

estimates For lumber of reasons (both substantive and methodological 

nature), it is difficult to identify any common pattern of its industrial 

structure. Yet, one can discover a few prevailing trends. Firstly, 

public transport which was once the dominating infrastructural sub

sector, appears to lose its position in most countries. On the contrary, 

the share of banking in public enterprise value added tends to increase 

in nearly all countries, indicating an increased involvement of tie state 

in this vitally important area. Thirdly, the increasing percentage of 

electricity in industrial composition of state enterprise reflects its 

greater involvement in this industry following the energy crisis.

Fourthly, and most importantly, the expansion of public industrial 

(manufacturing) enterprise appears to have gained momentum, canonstrating 

the need for its active engagement in the process of industrialization.

In fact, this increasing role of public enterprise in industria

lization is supported by the experience of most market oriented developing 

ESCAP countries. In India, for example, public manufacturing enterprises 

contributed 1**.8 per cent to total manufacturing value added »nd provided 

job opportunities for 1,38U th. employees in 1977/78. At the same time, 

there was 73 public manufacturing enterprises providing jobs for **7,000 

employees in Indonesia. In Korea, public manufacturing enterprises always 

contributed the largest share (fluctuating between 30 and 50 per cent of 

sectoral value added) to GDP of all public enterprises in that country. 

Public manufacturing enterprises constituted the largest group of public 

enterprises in Pakistan (93 out of 172 in 197U/75), Nepal (15 out of 59 

in 1975) and the second largest group in Sri Lanka (29 out of 107 in 

1975). Only in Thailand, public industrial enterprises (17 out of 71
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in 1981) play a minor role, contributing only 3.5 per cent to manufac

turing value added and 2.3 per cent to manufacturing employment. In 

centrally planned economies, public (state) enterprises have always

been considered as the driving force in industrialization. The group
27/of less developed centrally planned economies including Vietnam—  does 

not represent any exception in this respect.

In conclusion, three observations could be derived from the 

above analysis as follows: (i) Primarily, while the narrow definition 

of public enterprise focusses rightly on the expansion of public under

takings engaged in directly productive activities, which is a relatively 

new phenomenon, it leads also to a certain underestimation of the relative 

size of this enterprise in the economy. If the broader definition is 

accepted, it is possible to argue that only a few countries in the region 

would have registered the share of public enterprise in GDP below, say, 

10-15 per cent. As the preceding text (based on the narrow definition) 

shows, this is the level which has been recorded just by one of all 

market oriented developing ESCAP countries under review; (ii) Furthermore, 

if this proposition is accepted, it would be possible to demonstrate much 

more clearly that regardless of their socio-economic and political back

ground and orientation, public enterprise plays important part in the 

economies of most countries of the developing ESCAP region. The argument 

that any Government can hardly tolerate lower efficiency of these enter

prises , would then gain much in strength; (iii) Finally, the analysis 

shows that such extreme country exarples as Korea, at the one end of the 

spectrum, and India, at the other, do use public enterprise extensively 

as an effective mean of their industrialization efforts.
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III. PUBLIC ENTERPRISE AND NEW DEVELOPMENT CHALLENGES

I. Public enterprise and a new international development

strategy in Asia

The gradual elaboration of the New International Economic 

Order in operational terms and its reflection in the strategies 

for the 1980s has created new tasks and challenges which confront 

the economic and social role of the state, including public 

enterprise. These challenges may be classified in a simple 

dichotomy. The first pertains chiefly to internal developments in 

countries of the developing ESCAP region and involves the potential 

of public enterprise to contribute to the achievements of major 

development goals to be met in the present decade. The second 

involves external aspects of development, international trade in 

particular, and focuses on the relation of public enterprise and 

TNCs. The main emphasis is placed here on some issues concerning 

irternal developments.

In countries of the developing ESCAP region, several development 

objectives have recently appeared in development plans and official 

pronouncements, namely rapid economic growth, fuller employment, 

distributive equity, fulfilment of basic needs, fuller participation 

of people, particularly women and youth, in development; and

increasing self-reliance in the field of food, energy, technology
28 /and finance.—  It is recognizee that these objectives can hardly

be met unless the entire economic and social role of the Government 

and especially that of public enterprise is strengthened. It is
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for this reasuii that the substantive ESCAP document on regional

development strategy explicitly claims that state enterprises have

multiplied and diversified within the region and their role in

development will continue to grow. Moreover, the (ESCAP) Commission

recommended substantial autonomy for such enterprises and stressed

the need for them to have an adequate and efficient cadre of highly
29/qualified managers.—

One of the principal issues reflected in the regional as 

well as international strategy is the concurrent achievement of the 

twin goal, that is, economic growth and equity, fuller employment 

and more equal distribution of development benefits inclusive, 

within a limited time space of ten years. While it is difficult, 

if not entirely impossible, to attempt such development path 

on an aggregate level because maximization of growth is not compatible 

with employment maximization, the sectoral approach based on 

suitable combinations of varying sectoral paths can be seen as a 

meaningful alternative. The main aggregate as well as sectoral 

growth targets for the developing ESCAP region in the 1990s are 

presented in table 4 below.

Table 4. Developing ESCAP region; Projected real growth targets

(1980s)
percentages

Reg ion/Subregion GDP Agriculture Industry Industrial
experts

South Asia 5.7 3.6 8.2

East and Southeast Asia 7.5 3.0 9.9

ESCAP 6.7 3.5 8.9 8.0

Source: See footnote 26 page U2.
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All these targets imply maiktsd ¿CtèlciâtiOu of âuuual gtOWCh 

rates as compared to the 1970s. They show, however, that agriculture 

cannot contribute to accelerated economic growth as much as industry. 

Yet, this sector has a capacity to improve considerably the unequal 

distribution of income and wealth and create more labour opportunities. 

This is so because, at the current stage of development, agricultural 

strategy can be so designed as to accomplish both social objectives 

simultaneorsly. In this case, the major lines of technological 

progress ("the green revolution"), which do not necessarily require 

heavy mechanization, should be associated with radical agricultural 

reform. The Government has also to provide agricultural credit 

and help agricultural development in many other ways, including 

the strengthaning of linkages with the development of industry 

(this will be discussed i.i section 2 of this chapter).

If industry is envisaged to contribute substantially to 

accelerated economic growth (as reflected in table 4), both market 

oriented as well as centrally planned economies of the region are 

likely to rely increasingly on large-scale production and modern 

technology. This technology may primarily be introduced in a few 

carefully selected industries or branches of manuf*cturing, preferably 

of regional or sub-regional significance. Such more or less ambitious 

industrial programmes presume, of course, a more intimate co-operation 

among various countries of the region and also an active participation 

of the state in their formulation and implementation.

However, (i) in each developing country one can find some 

industries confined essentially to the domestic market supply.

Such basically small-scale industries and enterprises may use



whatever appropriate technology is available and, moreover, be 

linked with the development of modern large-scale industries (this 

issue will also be discussed in the next section). The other 

reservation (ii) concerns projects preparation. Even if new 

manufacturing projects are prepared in developed countries and 

TNC's are involved, an attemot should be made to introduce some 

less advanced labour-intensive technology in all auxiliary processes, 

including internal transport, storage, packing etc. Though this 

economic policy principle can be found easily acceptable, its 

translation into operational terms may be difficult for both 

technical difficulties on the part of suppliers and some socio

economic problems faced by the receivers. The experience shows, for 

instance, that most private entrepreneurs in developing countries 

are not too much interested in increasing the number of jobs and 

prefer modern, usually capital-intensive and labour-saving, technology. 

Thus, public enterprise appears to provide a more favourable basis 

than private enterprise for attaining the social objectives including 

the employment one.

If the major lines of industrial strategy are followed as

suggested, industry would chiefly be concentrated on the implementation

of the growth objective but would likely not accomplish the employment 
30 /objective.—  At present, the employment situation in countries of 

the developing ESCAP region is such that its solution can be expected 

only through an all-sector approach and not by placing excessive 

demands on industry anyway.--^ In addition to the growing role 

of public enterprise, which may only improve but not entirely 

reverse the weak employment effect of this industrial strategy,
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sound wages, fiscal and social policies should be introduced in 

order to achieve a more equitable distribution of income. There 

are many examples showing that public enterprises provide housing 

facilities and social services such as education and medical care 

for their employees. And these activities of public enterprise 

should be expanded.

On the contrary, the services sector could contribute 

substantially more to meeting the employment and income distribution 

objectives. This would be feasible, provided that this sector will 

grow at slower rates than in the past and that this growth is 

accompanied by structural reconstruction in favour of health, 

education, training and other social sub-sectors. It should be 

emphasized that these sub-sectors fall largely under the direct 

responsibility of the state.

There are many examples indicating that rapid economic 

growth characterizing industrialization can be achieved without 

government intervention. It would be difficult, however, to achieve 

also greater equity based just on spontaneous development of market

forces. Hence, increased involvement of the state, particularly
3 2/planning—  and public enterprise, as a major means of implementation

for the growth with equity strategy in the present decade is
33/imperative.—

2. Public enterprise as instrument of industrial policy

reor ienta t ion

Beside the regional development strategy prepared recently 

in broad outline, some aspects of the regional strategy of industrial



development were discussed in detail already four years ago.

The ESCAP Meeting of Ministers of Industry held in Bangkok in 

November 19'7 suggested the reorientation of industrial policies in 

order to improve the growth prospects of industry and to make 

it mere relevant to the lives of broad strata of people. The 

four major directions of this reorientation were spelled out, 

namely:

(i) strengthening of linkages between industry and agriculture; 

(ii) development of industry to satisfy the basic needs of 

the poor;

(iiij development of small-scale industries and their linkages 

with large and modern industries; and

(iv) dispersal and location of industries away from metropolitan
34/areas.—

Actually, some progress along these lines had been observed 

even before the programme of industrial policies re-orientation 

was adopted. Moreover, both private and to some extent also public 

enterprise had gained already some experience n this field not 

only in. market c::i.ented but also in centrally planned economies 

in the region. However, the progress achieved had not always 

brought benefits to all social classes and strata involved, 

particularly not to the most numerous and poorest ones. It is 

mainly for this reason that, in addition to techno-economic issues, 

social aspects were emphasized when the reorientation of industrial 

policies question was taken up. In response to the Ministerial 

meeting'.s recommendations, ESCAP initiated a research programme some 

findings of which are discussed below:
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(i) In all countries of the developing ESCAP region, agriculture 

provides raw materials and semi-products for manufacturing, 

savings for industrial investment, market for manufactures, 

surplus labour for industry and the services sector, and 

food for the population. Industry, on the other hand, supplies 

technology and other inputs (machines, fertilizers, insecticides, 

pesticides, power) for agricultural development, and consumer 

goods for agricultural labour force. Significant factors contri

buting to the strengthening or weakening of these linkages 

between agriculture and industry in either direction are 

reflected in intersectorax terms of trade. The ESCAP studies 

of this subject have revealed unequal relationship favouring 

industrv over agriculture. By contrast, the recent experience 

of some countries in the region has shown a shift in favour 

of agriculture. Since intersectoral terms of trade cau be" 

influenced through government intervention, the state is in a

position to regulate their evolution and thus influence the
35/

development of both sectors. The major general direction to 

be followed appears to be greater intersectoral equity 

strengthening the quality and durability of linkages and con

tributing to a balance growth of both sectors. Since the 

linkages are influenced by the existing socio-economic conditions, 

their impact requires further study. In particular, the role 

of middlemen, who acquire a considerable part rf the value of 

both agricultural and industrial products, will certainly be 

subject to institutional reforms. In this connexion, the last 

meeting of the Ad Hoc Group of Ministers of Industry held in 

July 1981 recommended that various institutional forms such as 

marketing boards, agro-industrial complexes, co-operati" s, etc.
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be studied in relation not only to their commercial role

but also their contribution to modernization and productivity

compatibly with equity and distributive justice. It also

noted that the best scope for inter-linkaged development appears

to be in the field of new non-traditional agro-industries, e.g.

raising of energy crops for their processing into energy 
36/

liquid.

(ii) The development of industry to satisfy the basic needs of people 

cannot be simplistically interpreted as a change in industrial 

structure in favour of industries or branches producing simple 

consumer goods and housing, providing inputs for such industries, 

and generating more employment opportunities for the lowest 

income groups of the population via introducing labour-saving 

techniques. Such an approach would tacitly assume the existing 

pattern of income distribution and would contribute to widening 

the economic and technological gap between developing and 

developed countries. Rather, the solution of this problem 

should be sought through designing the overall development strategy 

and the Industrial strategy as its component part in such a way 

that accelerated economic growth would be accompanied by a sub

stantial change in the pattern of income distribution in favour 

of lower income groups. As mentioned in the earlier sections, 

the implementation of such strategy presumes greater involvement 

of the state as a prerequisite sine qua non. In this perspective, 

production of goods and services in the basic needs basket, 

provision of required inputs to reach this aim, creation of higher 

incomes and generation of employment opportunities should be 

viewed as useful means and ways to be incorporated in the strategy 

but by no means as the major strategical direction per se.
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(iLl) The surveys undertaker, in severe’ developing ESCA? countries 

have shown that small-scale industries are often not only 

labour-intensive but register also high productivity 

per unit of capital, exhibit strong linkages with agriculture, 

show better spatial dispersal and have even some export 

potential. Although governments are committed to their promo

tion, their assistance leaves much to be desired, particularly 

in administrative and procedural matters. Another question 

relate:, to government intervention to influence the choice of 

technology and scale of production. The Government of India, 

for instance, has reserved about 800 products exclusively for 

small-scale industries. The main point is, of course, their 

growth potential and over-all productivity which appear to have 

lagged behind. In order to improve this undesirable trend, it 

was suggested that vertical linkages between small-scale and 

large-scale industries should be fostered. These vertical linkages 

should not be limited, however, just to sub-contracting relations. 

The latest Meeting of the Ad Hoc Group of Ministers of Industry 

noted that the healthy linkages should also include support 

in such areas as technology, management and marketing. Another 

promising trend arises from the economies of decentralized produc

tion. For many commodities, such as machine tools, engine 

components etc., it is often cheaper to manufacture each item on 

a small-scale, bringing them together for assembly or packaging 

and distributing them in a single large-scale factory. This 

division of labour should be encouraged by government intervention.



(iv) A great папу benefits accruing to industrial enterprises esta
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of industries in disfavour of non-metropolitan areas. In order 

to pursue the policy of dispersal of industries away from 

metropolitan areas, a three pronged approach has been recommended 

by the ESCAP study of this topic, namely (a) restraints of 

further growth of industries in these areas, (b) incentives 

for the promotion of industries in non-metropolitan areas, 

and (c) construction of infrastructural facilities in these 

areasr^ Out of these three directions, the last one received 

the top priority because of some undesirable side-effects of 

the first two. It has also been found that the creation 

of a complete range of infrastructural and other supporting 

services in future industrial centers is preferable to any 

partial approach because of its direct powerful effect on 

industrial investment. In accordance with this line, ESCAP 

has succeeded in generating 13 pilot projects in seven

market oriented developing ESCAP countries to stimulate
38/

industrial activity in non-metropolitan areas. As an example 

for the other market oriented developing ESCAP countries to follow, 

India has established successfully "nucleus plants" to stimulate 

ancillary industries in industrially backward districts. Vietnam, 

as a country example of less developed centrally planned 

economies, is directing its efforts to achieve a more balanced 

spatial dispersal of all economic activities, industry Inclusive,via 

establishing a number of the so-called economic zones, parti

cularly in the Southern part of the country. Actually, 

the necessity to link the central industry within the overall

industrialization process and planning was stressed in this
39/

country as eariy as 1960.
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As reflected in the preceding analysis, the governments have pursued 

the policies of industrial reorientation, relying mainly upon indirect controls, 

and public infrastructure. It has been observed, however, that public enter

prise could be utilized more extensively as an effective instrument for 

reorienting industrial policies. The Ministerial meeting has requested the 

ESCAP secretariat to examine the potential of public enterprise to serve as such 

instrument and to suggest the manner in which public enterprises could be 

used to meet this objective.

So far, the country studies of public enterprise in Bangladesh, India,

Sri Lanka and Thailand have been under taken, and a general study, synthesizing
40/

their major findings, has also been drafted. Though not uniform in all respects, 

these studies have indicated that the emergence of public enterprise in 

developing ESCAP countries is a living reality. Though its role varies in 

accordance with the socio-economic conditions and the stage of development, the 

studies have demonstrated great potential of public enterprise as an Instrument 

of policy. They have also shown a number of examples of public enterprise having 

been involved in fostering Intersectoral linkages, pioneering the development 

in underdeveloped areas, supporting ancillary units, adopting labour-intensive 

techniques in auxiliary processes, etc.

It should be noted, however, that on the whole its contribution to 

the implementation of the four Industrial policy directions has been limited.

This is because the reorientation of industrial policies is of relatively 

recent origin and public enterprise, notably public industrial enterprise, 

has not yet been adjusted to this change. Moreover, it is only now that 

this enterprise is recognized Increasingly asa potentially significant, if 

not the most significant, Instrument of policy.
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It should be stated clearly, however, that if public enterprise is 

to play a greater role in the reorientation of industrial policies, 

its own policies should be reoriented as well.

As pointed out earlier, public enterprise is expected to meet a great 

many objectives already. The four principles of industrial policy reorienta

tion mean actually the introduction of additional objectives or, at least, 

the adoption of a new scale of priorities. And this certainly requires, 

first, a political decision and, second, a certain time to introduce it into 

operation. Iu the above-mentioned synthesizing study, four other recom

mendations have been suggested to facilitate this process: (!) the social 

and economic objectives should be worked out up to the enterprise level;

(ii) the co-ordinated public enterprise programme reflecting the main 

directions of industrial policy reorientation shonld become a component 

part of the national development plan; (iii) statistical base providing 

.the necessary data on public enterprise should be expanded and their 

quality improved; and (iv) a strong central organization should be 

established to look after the public enterprise sector as a whole.

IV. PERFORMANCE EVALUATION OF PUBLIC ENTERPRISE

Although the expansion of public enterprise and its penetration 

in new areas witness that this type of enterprise has greater potential to 

attain certain objectives than private enterprise, it also suffers from 

certain drawbacks. The development of public enterprise has frequently 

been accompanied by administrative inadequacies, implementation difficulties 

and inefficiency in production. For this very reason, both market oriented 

developing ESCAP economies as well, as centrally planned economies make 

great efforts to improve the economic performance of public enterprise.
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The methods applied to resolve this problem vary not only between

these two country groups but also among individual countries within each
group. Thus, for instance, some Thai economists and politicians see

the solution in taking over unprofitable public enterprises by private

entrepreneurs The difficulty is that private sector is interested

in profitable rather than in unprofitable ones. At the other end of

the spectrum, in India, changes in management of public enterprise are

thoroughly discussed in detail with a view to improve its efficiency

without considering its possible transfer to the hands of the private sector.

In China, the radical solution is viewed in "a unifies t ion of the planned
41/economy with the market economy"-;;—  while gradual and moderate reforms have 

been introduced in Mongolia.

There is, of course, a fundamental distinction between market oriented 

developing economies and centrally planned economies which stems from the 

fact that public (state) ownership of the means of production constitutes a 

predominant system in the latter but by no means in the former economies.

In such situation, public (state) enterprise is inevitably a major 

source of income and surplus for investment. The organization, planning 

and management are.geared to this purpose. Although this does not necessarily 

ensure a high degree of economic efficiency, mo6 t public (state) enterprises 

must generate income sufficient to finance investment and social welfare 

expenditure. In market economies, where the size of public enterprise is 

much smaller, different criteria may prevail, depending upon a number of 

differing factors.

The performance of public enterprises in market oriented developing 

ESCAP countries in general and of public industrial enterprises in particular 

is dependent on many factors, but mainly centres round the problems of manage

ment and control of public enterprises as well as the yardsticks for judging 

their efficiency. It has been the experience in many developing countries
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that the financial performance of public industrial enterprises has been poor. 

There may be many reasons for such poor performance. They may include 

poor project development, uneconomic scales of operations, lack of 

managerial and technical expertise, laxity in the setting up of effective 

systems for monitoring and evaluation of performance, low capacity utiliza

tion or inability to increase productivity, unfavourable market conditions 

or price-fixing, uneconomic or inadequate exploitation- of raw materials 

and the high cost of expertise from outside sources, under-development of 

infrastructural facilities, especially power and communications, pressures 

to undertake uneconomic tasks or the creation of agencies for predominantly 

social purposes, the pattern of managerial and supervisory arrangements 

for public enterprises etc.

In the context of the above, it would seem that the poor financial 

performance of the public industrial enterprises is not due entirely to 

permanent handicaps. These handicaps can be gradually remedied to a very 

substantial extent with appropriate measures. It is expected that, after 

the difficulties of the initial settling-in period (to be flexible defined) 

are over, and as an accumulation of entrepreneurial and managerial expe

rience takes place and other facilities develop, public industrial 

enterprises may ultimately turn out to be efficient on economic and finan

cial grouns. Efficiency is a function of management, organization and 

training which, In developing countries, can be Improved only over a 

period of time. There are, therefore, no inherent reasons as to why public 

industrial enterprises could not turn out to be profitable entitles and 

generate funds for development. Their initial losses Involving subsidiza

tion may even be justified by eventual gains. In short, one may feel 

inclined to use the same kind of arguments for the justification of public 

industrial enterprises as applied to the development of infant industries with 

protective and other devices in developing countries. This view could 

perhaps be considered in evaluating the performance of public industrial

enterprises.
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Another significant factor which must be taken into account 

in deciding on the standards or yardsticks of evaluation is that effi

ciency needs to be related to the specific aims, objectives and goals 

initially underlying the establishment and development of public indus

trial enterprises in developing countries which themselves are at 

different stages of experience in this field. If this is not done, a 

performance evaluation is bound to be unrealistic. There is a strong 

case for developing a realistic systems for evaluating public enterprises 

and adopting corrective measures.

There is, in practice, a real difficulty faced in the evaluation 

of public industrial enterprises because of the lack of any definite set 

of criteria for such evaluation. As a result, it is difficult to 

say in conclusive terms that the performance of a public industrial 

enterprise has been good or bad.. The managements of public industrial 

enterprises are conscious of the need for improving the operational 

efficiency of their enterprises and for running them on efficient or 

conanercial lines. Their tasks are, however, rendered difficult by the 

requirements that such enterprises are to be run in the public interest. 

Now, the public interest may consist in the efficiency of production 

(production at the lowest per unit cost), the regularity of production 

and supply, the creation of employment, the utilization of locally available 

resources, strengthening the industrial base of the country, development 

of capital intensive basic industries with important linkages with other 

industries, the generation of surplus funds for development etc. There 

are many objectives of public enterprises - social, economic, techno

logical, financial, political and strategic - and these objectives may 

often have conflicting Implications. To strike a balance in this context 

and to evolve a common yardstick for the evaluation of performance of 

the public enterprises —  industrial or other activities - presents a very 

complicated problem before the authorities responsible for the management of
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public enterprises- The Droblem, however, should not be considered as 

insuperable and an evaluation of the performance of the public enterprises is 

considered to be extremely important to ensure, as far as possible, the use 

of resources in the most efficient way.

The advocates of public enterprise hold that public enterprises 

set up to subserve social objectives should not be judged by crude finan

cial profitability, while the opponents claim that "not to do so is an 

open invitation to perpetuate waste and inefficiency". While there is 

truth in both these views, "it is social profitability that is the relevant 

criterion for judging public sector performance" in a situation "where 

private and social profitability diverge because of the various diver

gencies between market and shadow prices". As one writer has said "public 

sector company accounts must present both the social and financial profitabi

lity accounts of various enterprises, for it is by its social profitability
42/

that a public enterprise's performance should be judged.
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CONCLUDING REMARKS

Public enterprise has widely spread over the countries of the 

developing ESCAP region irrespective of their varying socio-economic 

and political environment. It is particularly public industrial enter

prise the advancement of which has gained momentum during the present 

stage of development. This expansion and diversification have revealed 

a great potential of public enterprise to meet sundry development objectives 

in the process of industrialization, including growth and equity and 

four main directions of industrial policy reorientation. At the same time, 

however, the public enterprise performance has been associated with some 

weaknesses, resulting in its lower economic efficiency as compared to its 

potential. Thus, one of the major problems faced essentially by all 

countries of the developing ESCAP region in this field results in a question 

what to do to make public enterprise a more efficient instrument of eco

nomic and social progress.

A simple uniform answer is hard to find in the conditions so hete

rogeneous as those of the developing ESCAI regi.n. Differences in size, 

composition and the overall role of public enterprise between both the 

market oriented developing countries and less developed centrally planned 

economies are considerable. Nor are these differences negligible among 

countries within each of the two country groups. A more detailed analysis 

of these dissimilarities as veil as similarities can be considered as a 

meaningful approach to find the correct solution. Thus, a comprehensive 

regional comparative analysis of the role of public enterprise in indus

trialization appears to be a necessary step to take in order to meet this 

objective.

The Secretariat of ESCAP has prepared a project on this subject 

and included it in the work programme of the two substantive divisions 

namely, Development Planning and Industry, Human Settlements and Technology.



The project has gained the support of a number of market oriented as well 

as centrally planned member countries of the ESCAP region. It has also 

been recommended for implementation by the last (ESCAP) Commission Session 

and endorsed by the last meeting of Ad Hoc Group of Ministers of Industry.
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