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Puyblic - Private ownzrshiv in zerstectiv

The role of the state 1in economic and industrial develowment
enlarged considerably in boch develored and develoring countries during
the nineteen - seventies. In the developed market excnormies active
state intervention has resulted from a comtination of factors: monetarv
instability, infiation, rarid technclogical develovments, adlust-ients
in prices of energy, shifts ir. comparative advantag:s, growing unemovlnyment
and resistence or slow pvace of required structural changes. Yot only
has the state sassisted the vrivate sector in a positive menner in
researchk and develorment, but it has also taken "defensive” and "offensive”
measures to orop up inefficient private enternrises through vrotectionism
guotas, non-tarif? barriers and cartelization In the deveioning countries,
on the other hand, while the role of the state has continued to exvand
during the 197Cs for well-known rolitical, economical and social reascns,
viz. need for maximum investments in infrastructure, reed for control over
tasic and strategic industries ( in the context of insufficient private
entrepreneursnip and capital), need for access by the noor and disadvantaged
to resourrzs for industrialization, etc., there has been in many
countries a perceptible attemot to move towards effiriency, define more
adequately the respective roles of the crivate and putiic sector and
wherever an entrevorenuerial class has develoved, to enc.:raze zositively
private ownershiv and managemert. Thus in scme develoning countries the
role of the public industrial sector has remained limited and confined to

certain svecific areas of industrial activities.

Trne varving use of nublic industries as a nclicy instruzmert has resulted




n

in greater intervlay of cublic and nrivate forces and blending of the rnle
ané ‘unction of nublie, semi-oublic and private manufacturing entervorises.
This trend may no doubt be attributed to the fact that vwublic manufacturing
enterprises are inter-locked in a retwork of relationshics that are both
complementary and competitive to private industrv. At one extreme oublic
manufacturing entervrises merge entirely into govermment, both in terms of
ownership and operations. At the other extreme they merge imnerceptibly

to private industries in the form of mixed ownership, where @ovérnment
may hold majority or minority shareholding either 2irectly through government
ceaquisition and investment: or indirectly through investment or credit by
public financial iastituticns. In socme cases Governments may exercise
effective control of an enterprises with minoritv shareholding or with
a0 equity at all. Moreover on the demand side private industrial
ernterprises may exclusively serve public demand under moncnsony market
conditions where the government is the sol:z buyer, a market Zorm which
exists in certain market ecc 11wz, Thus the demarcatior of houndaricvs hetweer

public and >rivate industrial entsrorises is nct always clear rether their
roles and functions are hlended in a variety of ownershid structureg
> =S

overational ratterns, and interlinkacges,

Public industrial enternrise: definition. function, characteristics

Tn this survey the nublic indus*rial sector iz viewed as comrosed of
enternrises that are osredcminanily owned or controlled tv the state
(ineluéing rartiel ownershin if this is sufficient tc zZive effective control’

and that oroaduce and market manufactured goods. ‘“Therever raference is

1

made t¢ national 4data or trends however, %he national 4defini-:
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tublic manufecturing sector/entervrise has been used for rragmatic reasors.
2ublic industrial entervrises are commonly charecterised b7 large size,
technologically ccmpledx operations, large investments, lcng gestation
periods and econonies of scale. They often onerate in natural resource
hased industries, mostly in imnerfec* marke:s of monovolv or olizeorolr.
Yoreover they usually enjoy a cortain degree of protecticn frem domestic
and international competition and have generally preferential access to

government services and finance.

Aim and Scove of Survey

The aim of this survey is to nrovide a svnontic oveiview of the
emerging role and function of the public mapufec.uring sector in
industrialization of develoving countries and to hizhlight Xey asnects

_of their motivations: strategies and rolicies; their contridbution to
industrial growth develomment, and to national goals. An attemrt is rade
to aualyse the public industrial sector as an integral vart of she ecoromy
with extensive linkages and interrelationshins with other "productive

agents" of industrialization.

The undertaking of a comparative inter-country survey of this nature
is severely hampered by scarcity and inadeauacy of statistiéal data,
information and documentation. “here data and information do exist, it
is seldom in a form that allows international compavisons on a consistent
and uniform basis, let alone generalizations valid fcr nublic industries in
developing countries. Yel an attempt Las been made to collect statistical
data ond information from a number of develoning countrias, vartly tarouzh
aquestionnaire syrvevs of selected cor iries, and nartiy thrcush secondarv

sources. These limitations warrant a cautious internretation ¢f the survev,

. . . .
™ era igs undoubtedlr a nead to imrrove the infarmaticsn base for anAlvsing
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| II. MOTIVES FOR ESTABLISRMENT OF
‘ PUBLIC TJDUSTRIAL =NTERPRISES

Taxornony of lfotives

An assessment of the role of publie industries in develoovment
requires an understanding of the circumstances surrounding their birth.
Such an analysis faciliiates understanding of their otjectives, behaviour,
policies and performance. The genesis of public industrial enternrises
has been from a combination of historical., ecoromic, social and
political motivations. The original motivates may assume changing
relevance and importance in the nrocess of development as oblectives

are being fulfilled, intioducing a dynami~ persvnective into their overations.

For the purpose of this survey, the motives are analyzed and
illustrated by selected country experi=nce within the following framework,
the rankinzZ not being intended to indicate relative importance: i) rrivate
sector inadequacies ii) monopoly, government revenue, price stapilization
iii) saviugs nobilization, foreign exchange and aid iv) commanding height,
netural resource, self-reliance v) specific socio-political model of

deve.orment and vi) employment, income distribution and regicnal develotmment.

Private sector inadecuacies

Many industrial investment projects in develoring countries,
especially large-scale, capital intensive, resource based vrojects in the
fields of petrochemicals, iron and steel, fertilizers etc., require

investment, technology, management and entrenreneurshin beyond the

capabilit:s or willingness of existing rational prrivate industiialists.




Private entrepreneurs often refrain from inves=ing in such industrial nrolects due
to the magnitude-of the iniastment reouired, the extent of risk involved, the
long gestation veriod and ihe imnossibility of auick returns nrivate encreore-
neurship is also chary of possible nationalization of anti-monovolv measures
Moreover, in many «eveloping countries the domestic cavital market is
inadequately develoved to provide the capital required, at any rate

without government guarantee. If for some reason foreign invest=ment is
excluded or assigned low vriority in the natiocnal develooment strategy,

the state emerges as the sole entrepreneur capable of mobilizing the
resources reguired and willing to assume the risk associated with

largeness. The emergence of public industrial enterprises due to
entrepreneurial, managerial or financial inaleguacies in the orive:te

sector has been a common motive in most developing countries ineluding i.a.
Bangladesh, Bolivia, 3razil, Fzypt, India, Panama, Sri Lanka aﬁd Sudan.

In other cases the state has taken over ailing, sick, troubled, tarkrunt,
indebted, or ever sbandoned industries, (3ansladesh. Tndia) in an effer:

t0 preserve employment arnd mitigate social consecuences of closing down

large industrial units.

Monopoly, government revenue, orice stabilization

One of the most cormon reascns for publie ownershir in indus+rr is that

q fr

“natural” and”fiscal' monopoly. *Where economies of scale are imrortant,

H

of
due to the size of +he market and technological conditions, & situation
may exist where onlvy one enterprise can orerate efficientlv. Since rrofit
maximization poliey uander monopoly imrlies restriction of outrut z2nd/or
aigh product opricing, thers is justification fcr nublic ownership %0
maximize outnut and charge a reasonable price, #while ensuring

normal levels sf return on canital invested. This arsument is given




added weight where commercial costs ard tenetits diverge trom sccial cOSTS
and venefits, due to external linkages within the econory. Thus, if
marginal costs are lower than average costs, notably in industries with
high capital costs or if extermal effects are vresent, a monocoly thus
created is best owned by the oublic. The Xcrean fertilizer industry is
one example of natural monovoly owned by the government vhere the ?lanning
Board determines both the distribution orice to the farmers and tk
transfer price from producer to distrioutor as vart of over-all

agricultural develovment strategy.

Under monopoly and oligopoly market forms, a producer can make
substantial profits due to high prices charged for goods which exhibit
inelastic demand. Rather than allowing monopoly or cligopoly profits in
private hands, many goverarents find it ~onvenient to operate "fiscal”
monopclies in fields of inelastic consumer goods such as tohacco, alechol,
salt, sugar, etc. The alternative would be rrivete monomoly or oligopoly
regulated through taxation. There is thus a clear revenue motive for
operating government enterorises. For example, in Thailand, a state

monopoly operates in cigarette and alcoholic beverages production.

A related motive is that government, through the vrice poliey of
state monopolies, may stabilize prices in an effort to contain inflation
with associated implications for income distribution and purchesing rower.
For example, throughout the industrial and develoving world, many
governments used their state industries to damven inflation by raostricting

. . 1
their n»rices.—

1/ 'The Economist, 30 December 1373, rage 39.
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Saving mobilization. foveign exchance and aid

In mary develoring countries public industrial enterprises have teen
established in the hope that they would make a contributicn to mobilization
of domestic savings, generation of surpluses for reiavestment anAd
transfer of funds as publie savings, generation of foreign exchange
earnings through export. of vrocesed natural resources, and attracting
foreign investrent. Moreover, in many of these countries the tax
administrative system may not have been in a position to mobilize the
financial resources regquired for industrialization through taxation or
investment incentives. A case in point is Sri Lanka where vublic industries
were created i.a. to generate rescurces for achieving the goal of national
econozmic dcvelomment. In Bangladesh public ernterprises were viewed as a
potent tocl for generating surplus and for mobilizing resources for socic-~
economic develooment.

. S " .

A related motive has been suggested by Malcolm Zillis~, viz., Lending
activities of major dorors of foreign aid and technical assistance have
been a significant factor in the creation of public industries in a number
of countries particularly in Africa and Latin America. The World Bank and
regioral multilateral development banks (the Asian, African and Latin
American Development Banks) have preferred to channel large portions of
their resources through state owned enternrises rather than through ordinary.
government agencies or private entervrises. The World 3ank beman tc “und
publie industries in a major way in 19€7 rrimarily because zovernments were
reluctant to guarantee loans to private entermnrises and the Zank insisted

on such cuarantees’. It is also to te noted that a substantial nrorortion

s
rillis,

1/ The Role of Ctate Zntervrises in Economic Develovment, 2v ‘alcolm
Social Pegezrch, Jummer 1930, Page 6k
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of UNIDQ's technical assistance activities to develoning countries is

seing orovided to the public sector either directly or indirectlv%/
Horeover, bilateral assistance, varticularly from socialist develored
countries, has also been a contributory factor to the develorment of
public industrial enterorises. Thus, for exaiivle, in Meval and 2iso to

some extent in Sri Lanka nmany vpublic industries were created witi:

assistance of foreign aid programmes.

Commanding heights, natural rescurces, self-reliance

Certain branches of industries, especially those cornnected with the
processing of natural re<sources play a crucial role in natiornal develorment
and are of strategic importance. any zovernmerts trefer to gain and
exercise direcf control of these key industrial sectors in order to use
them for directing the economic and social develovment of the scciety
rather than allowing private ownership in these areas. The commanding
height Justification has been a major motivation for public sector
involvement in India and in certain periods also in Sri Lanka and Pakistan
by means of nationalization of domestic interests; in the Zaire and Zembia

through nationalization of foreign interests.

The quest for enhancement of national self-reliance following
decolonization and inderendence in the late 1950s and 106Cs motivated many
developing countries to nationalize foreign interests. Since ovrivuve
domestic canital and skills seldom existed, the government became the sole

entreoreneur vrevared to take over or undertake large industrial investment.

1/ UNICO, Industrial Develooment 3oard: The Public Sector and the Industrial
Develorment of the Develooing Countries, Renort bv the Executive Director,
iD/3/233, 28 Tebruary 1930, rara 23.
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Indonesia (1957), Egypt (1857/1961). Algeria, 3razil, Ghana and others.
More recently, some Jeveloping countries (Peru, Mexicc) have nationalized

foreign interests to gain nore centrol over natural resource exvloitation.

Specific socio-volitical model of develorment

An important motive for creation of public industries has been the
ideology of socialism where the state is assigned ownership of factors of
production. This argument holds true for some develconing countries. Yet
in most of these developing countries, industrial cooveratives, private

small-scale industry and foreign investment are not negligible.

Changes in government have often led to changes, at times fluctuations,
in the role and fuction of public industries. These have assumed varving
importance at different periods devending upon thrc social vhilosoohy of
the prevailing government. At periods the enthusiasm for nublic industry
was gradually substituted by vpragmatism, and rublic industries inherited from

a previous regime were at times divested.

In other countries the b»irth of public industries bears little or no
relationship to ideclogical considerations. Otherwise it would be difficult
to explain the existence of large public sector industries in economies like
Brazil, or the Republic of Korea. In these countries other motives,
esvecially econcmic, and rragmatism have contributed to the establishment of

rublic industries. This pcint may conveniently be illustrated by comraring

pde

the official ideologies of the Rerublic of ¥Yorea and Tndia, which ass

an

diametrically ontosing rcles to nutlic ownershin and control.
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Leroy Jcces;! etates that "In Korea, public ownershiv is viewed as a
necessary evil: a role atiributed to private entervrises in India. The
public erterprise share in non-agricultural GDP is quite similar, if not
identicel, in the two couatries”. It is further stated thatg/the Korean
public enterprise sector has been shown to be survrisingly large considering
the government's ideological orientation. The historica® ntecedent can
explain only a fraction of the paradox; much more car be ..plained in terms
of devotion to economic growth and the role of public ownershiv and

control in overcoming various forms of private market imperfecticn.

Employment, income distribution, regionel develommert

Many governments of developning countries have regarded emnloyment
objectives as a major motive for establishing rublic industries with a
view o creating new employment orvortunities commensurate with economic
growth or to preserving employment by means of taking over ailing private
industries. In Sri Lanka, for example, vublic industries have been expected
to generate greater and better employment and training opvortunities
while in Bangladesh they were expected to facilitate employment creation.
The employment motive has been relevant in cases ranging from textile

. . . .. . .3/
companies in India to cement plants and bicycle manufacturing in Bolivia:

1/ Leroy Jones: Public Entervrises end Economic Develovment, The Korean
Case, Korea Development Institute, Seoul, Korea, 1975, page 129.
It is noted that this statement refers to the share of public enterprises
in non-egricultural GDP. However, the share of the public sector in
manufacturing GDP (Korea 15.1) and output (India 19.0) is quite similar
in the two countries.

2/ Co. cit., page 139.
Malcolm Gillis, Op. cit. naze 241.

i
~
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Manv doveloning countries have also entrusted oublic industries with
special responsibilities in terms of contributing to imrroved iucome
distribution in an e:fort to rectify imbalances vetween regions of a
country or between sccial grouvs. This Dotive has been relevant in both
Yalaysia and Indonesia. In Bangladesh public ownershiv was comsidered
a means of reducing inter-regicnal inecuality of inccze and interrersonal
inequality as well as promoting grovth with ecuity and employment and helping
to reduce poverty. In general, however. these motivations have been of
secondary importance to most public industries which often been established
for other reasc s in the expectation of meeting social objectives as well.
Only in a few countries is there any evidence of volicies which consciously

subordinate growth to egalitarian objectives.
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III. REVIEW OF CONTRIBUTION OF PUBLIC IVDUSTRIAL
SECTCR TO INDUSTRIAL DEVELOMMENT

Comparative crcss-countrv analysis of relative
imoortance of tublic Industrial sector

a) Importance of public industrvy in different develcping countries.

In developing countries, officially designated as "centrally plenned
economies Asia, which include Peonle's Republic of China, The Korean
Democratic Peorle's Republic, Laos, Democratic Xamruchea, Ifongolia and
Vietnam, the public sector identifies itsel? almost entirelvy with national
industry. Thus in Mongolia, the pubiic sector accounts for 97.L ver cent
of total ranufacturing output, the talance originating in ihe small scale
co-overative sector. The public sector nlays a vredominant role in Svria,
Irag, Egvpt, Bangladesh, Somalia and Pakisten eccountingz for =ore than

two thirds of total manufacturihg investment. In Dboth Syria and Irac,

[2a]
~—

manufacturing investment is almost entirely in the vubliic sector (Table

Publiz industrial enterorises play 2n intermediate role in Mexico,
Algeria, India, Venezuela, Yemen Arab Revublic, Sri Lanka, Tunisia, Ze- -,
Turkey, El Salvador and Morccco. The share of the public sector in ¢
manufacturing investment in these develoving countries lies tetween one-

third and two-thirds.

A limited role is assigned to public industries in Feru, Brazil.
Ivory Coast, Higeria, Panama, Thailand, and the Thilinvines, listed in
descendinz order of public sector imvortance. In these develoring
ccuntries the nubtlic sectcr accounted for less than one-third of

manufacturing investment.
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The public manufacturing sector vlays a tredominant role in a greater
number of develoving countries in South and South-east Asis, West Asia,
and Africa than in Latin America It is also noteworthy that the nublic
sector seems to play a relatively important role in oil-producing
developing countries. This holds true for some develoving countries like
Iraq, Mexico, Algeria and Venezuela, tut to a lesser extent for Yigeria,
Indonesia and a number of other oil vroducing developing countries,

esvecially West Asia.

b) Dynamic role of vublic industrial sector

Public ownership in industry is a relatively new ohenomeznon in the
develoving world. In Turkey and Mexico public industries were established
in the 1930s: ir China during the 19L0s; in Bolivia, Indonesis and Egzytt
in the 1950s, and in most other develoving countries during the 19€0s and
1970c. In meny of these develoving coun*tries, esvecially in Africa,

industry itself is of recent origin.

In the course of this relatively short period, the role and function
of the public industrial sector has been subject to significant change.
In countries where investment figures were available for more than ¢ne yvear,
mainly from 1970 onwards the analysis inh Annex II reveals that the role
of vublic industry has been increasing in oil-orcducing develoving countries
like Iraa, Mexico, Venezuela, nossibly in Algeria and also in Pakistan.
In contrast, the importance of public industry has been decreasing in
3angladesh, Egyot and Yemen Arab Republic, all develoning countries
where the provortion of public sector in total manufacturing Invesiment
nreviously exceeded 20 per cent. In other develoving countries such as

Syria. Tunizia and Sri Lanka the role o¢ the nublic manufacturing sector
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has been fluctuating with nc clear trend. For examvle, in Sri Lenka the
strategic role assigned to the public manufacturing sector has changed

practically with every new government elected over the last decade.

The relationship between the role of the nublic industrial sector
and the stage of develomment mav be illustrated by using as indicators
the share of public sector in total manufacturing investment and GDP
ver 2apita. TFor non-cil prodveing develoving countries, there seems
to be an inverse relatioﬁship bYetween the share of the nublic sector in
total manufacturing investment and 5DP ver capita. Thus, avart frea
oil-oroducing developing countries, the role of the nublic industrial
sector is oredominant ir countries with low prer caniia GDP and the role
is genera ly lower in countries with higher ver canita CDP, figure TI.
(excent i: the case of Syria).

Significance of public industrial entersorises in different branches
of industrv

a) Capital goods industries

Table II provides information on the significance of the public
sector in various tranches of industry in selected develoning countries.
Information is provided on manufacturing value added, outout, investment,
employment as well as size structure, covering consumer, intermediate

and carital gZoocds indusiries.

[ d)

The imnortance 72f£ the opublic sector in canital goods industries is
pronounced in most develoning countries. In Algeria and Egvrt, the
share of rublic sector in *total manufacturings cutnut Iin carital gzocds

industries was 72.7 ver cent and 30 ner zent resrvectivelv. The rublic

sector plavs a relatively imrortant role in iron and steel industries.
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and a moderate role in various machineiry industries. There is thus some
evidence that emphasis upon capital goods industrializaticon based uron
backward linkages to the mining sector usually entails an emphasis uron
publiec sector, but that its role generally decreases with higher stazes

of industrial processing.

b) Intermediate guods industries

As a result of deliberate governmment roliey public industrial
enterprises tend to be concentrated in intermediate gocds industries
rarticularly petrcleum refineries, petroleum nroducts and chemical industries.
For example, netroleum industries were all state ownedi in countries where
such information was available (Table II). In Egyot, 79 ver cent of total
value added in intermediate goods industries originated in the rublic
sector. This tends to point towards the fact that resource based
industrialization usually entails an exranded role cf the public sector
both in terms of domestic demend and export oriented industrialization.
This is most clearly evidenced by the crucial role which the pnblic
sector plays in the oil-producing developing countries. Further, as the
Korean experience indicates, the publie industrial entervrise typically

exhibit high forward and high backward linkages with other industries.

c) Consumer goods industries

In general, the public sector does not seem to play a similar role
in the production of industrial consumer goods apart from certain food
nroducts (sugar, salt,etc.) tobacco, beverages (alcohol), textiles and
others. For examnle, in Zgypt the public sector nroduced around half

>

of the total manufacturing value added in the consumer goods sectcr. In
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Algeria, the share was higrer. However, in Pakistan, Sri Lanka, Syria
and Venezuela the role of public industry in consumer goods is moderate.
Thus, it appears that in most developing countries included in the
sample the consumer goods industries is primarily the domaine of vrivate
or co-overative industry, varticularly small and medium scale industry.
Concern with the ovrovision of basic needs for industrial goods has not
led to any major expansion of public industry. Rather, it seems that
these have been established for the purpose of extracting government

revenue in monopoly industries.

Review of public sector's contridbuticn to
irdustrial investment, value added and employment

The available data do not permit an elaborste analysis of
capital/output and labour productivity coefficients. The Aata dresented
in Table I seer: to indicate that public industries generallv con:ritute
more to manufacturing investment than to maaufacturing value added
(except Algeria and Pakistan)/ to manufacturing outrut (excert Somalia
and Algeria)/ to manufacturing empvloyment (no excentions). The
difference is striking in the case »f Irag, where the contribution of
the public sector to manufacturing investment was 26.7 rer cent while
its contribution to manufacturing value added was limited tc L1.5 ner cent;
in the case of Pakistan its contribution ¢o investment was T0.7 ner -=nt es
aga.nst a contribution of 22.0 per cent to total manufecturing emplovment.

Judging from the figures, the oublic sector would seem to have mede

a rodest contribution to employment creation in industry.

The data ccnfirm that a high degree of canital intensit:, i.e.

hish capital/output raio, exist in the rublic industrial sector. This
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capital output vattern has bteen observed in a number of _eveloving

countries including i.a. Bolivia, Brazil, Colombia, T“hana, India, Indonesia,
Cakistan, Bangladesh and Sri Lanka. In the Rernublic of Xcrea the cavital

intensity in dublic manufacturing enterprises is more than doutle that

of Korean manufacturing as a whole. The vraradigm is epitomized in India

and Brazil to the extent thatl/ "it is almost as if industries were :

divided between vubliec and private entervrises according to their capital

intensity".

The tendency towards capital intensive bias in oublic industries
be attributed primarily to the circumstance that a significant orovortion
of investment in public industry is concentrated in industrial sectors
which would tend to be capital-intensive in any case regardless of
ownership. Secondly, public industries tend to ovnerate more in mononclistie
and oligovolistic markets (than their private counterrarts), where
oressures for cosi minimization is wesker than under comretitive market
forms. Thirdly, there may be a built-in inclination for rublic officials
and managers to favour capital-intensive vrojects vartly cdue to the
conditions whereby foreign aid is channelied into industry. Moreover,
the attractiveness of capital intensive investments in oublic industrv
is given added weight, due to the prefarential treatment they receive,
eéspecially in countries where the finance sector is dominated hy ruhlic

asasemae

#inancial institutions.

Table II shows that most enterorises fall within the categcry of
large scale enterorises. The public industrial sector ccnsis%s exclusively
of large scale entervrises (more than 50 employees) in Pakistan, Sri lanka

and Zgypt. In Venezuela and Vicaragua there is a small vronortion of

1/ Jenn 3. Thean "Tublic Internrise ir Develgrins “ounewies” in 7 7 Tharherd
ad. Purlic anter?*1se:¢conom1c Analrsis 8% Thecrvr and Dﬂactlcn
‘Lexiarson tecks, 1077, ~are 201
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goods industry sector. In Algeria, the situation is somewhat zifferent
with more medium sized industries than large scale industries and a
limited number of small scale industries operating primarily in consumer

goods industries.

Role of manufacturing within the ovublic sector

The role of manufacturing in relation to other nublic sector activities
ir the fields of finance, transport, electricity, trade etc. is illustrated
in Annex ITII, A steady increase in the importance of the manufacturing
sector within the public sector has been observed in India, Reoublic of
Korea, Pﬁkistan and Sri Lanka while fluctuations occurred in Bangladesh
and an actual decline occurred in both Repral and Thailand. In some
countries the public manufacturing sector has become a dominant force
witnin the public sector, notably in 3angladesh and the Revnublic of Xorea
with more than 46 per cent of all public secter activities and also
Sri Lanka with 34.4 per cent. In other countries, the share lies between
14.9 per cent ana 22.4 ver cent. In Bangladesh, the Revublic of Korea
and Sri Lanka, manufacturing is the most important public se “or activity;
in India it ranks second; in Thailand and Nepal third; and in Pakistan

fourth after transport, electricity zind inance.




IV. PUBLIC IZDUSTRIAL SECTOR AS INSTRUMENT
Q' INDUSTRIAL PCLICY AND STRATEGY

International develooment strategies fcr tublic industrial sector

In recent years various intergovermmentel fora at the glcbal level,
industry secter level and regional levels have increasinglv heen concerned
with the role that different ownershin forms play in national develorment
of developing countries, following the widespread attention devoted to
transnational corvorations, private foreign investment, and joint ventures
in the 1970's. The recommendations emanating from these internationail
bodies have implications for national policies and strategies for vromotion

of public industries.

At the global level, the Intermational Develorment Strategv for the
Third United Nations Development Decadeif emphasized that "due account
should te taken of the positive role of the public sector in mctilizing
internal resources, formulating and implementing overall national develotment

planc and establishing national priorities”.

At the industry sector level, the Lima Declaration and Plan of Action
e
on Industrial Develomment and Co-operation=/ recognized inter alia the
importance of ensuring an adecuate role for the public s_>tor in the exmansion

of industrial development of develoning countries. The General Assemhbly

1/ CFesolution 35/35 adopted by the Jeneral Assemblv, 5 December 19721,
(rara. 21)

2/ Adovted by the Second General Conference of UNIDO, 12-2f March 107S
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of the United YNations recommended™ %o take into sccount inter alia,

the role of the vublic sector in inmvlementing the long-term strategy

of industrialization. The Industrial Tevelortment 3oard of (NTIDC adcrted

i

resolution L(XII}= on the role of the public sector in oromoting *he

. . ~

industrializatic

4]
)

ijaveloning countries. Subsecuerntly <the lew Telhi

Neclaraticn =2n? Zlan of f%ecticn on Industrialization of Tevelorins Tountries
. . A . 2/

and International Co-~gcreratizn for their Industrial Nevelorment= referred

o +the significance of the rutlic sector in the rederlorment o industries

from develoned to develoning countries {para. £2). The Declaraticn and

Plan of Action also referred to the right to nationelization in accordance

with national legislation (rara. 1LT).

At the regional level the Asian and Pacific Regionel Develorment
Strategy for the 1920's adopted by the thirty-fifth session of the

/ /\t

Teonomic and Social Commission for Asia ard the Pacific— (l‘arch 1083)

stated inter alia. that the relative role of the state sectcr, the rrivate
sector and various reorle’s orgenizaticns in each country would naturaily
vary according to the politicc-socic economic svsiem followed (para. 17).
tate enterorises had multiplied and diversified within the region and

their role in development would continue to grow. The Commission recormended
that substantial autonomy for such entermrises was necessarv and feasible

anc stressed the need for them to have an adeauate and efficient cadre of

nighly qualified managers (para 19).

In Africa, the Lagos Plan of Action srecified the reguirements for

+he achievement of industrial develorment. The Plan of Action emvhasized

o
i

Resolution 32/179 on the role of the rublic sector in rromotings the
econonic develonment of develoring ccuntries, 17 Decenoer 1777,

2/ Adopted by the Industrial Develorment Board a% its twelfth session,
2€ May 1373,

hdor.ed ov the Third General Conference of UNIDO{21 Januarv=9 Tebruarv 192C).

<7 W
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Rerort .17 larch, 1537%-27 'aren 1097 Iconcmic and
“ecords l"'“ Surrlement lc.f.United Yations. ‘iew Vnr

ific: Anrnal
Teeial Counsil. V9ficial
v 1A% mfrA0Ay T

D
s
A
- PET SOV A PP A

e e T T ——



- 2L -

that industrial develooment in each African country will demend on
deternination of the role of private, semi-public as well as public

. . . : . Y/
enterorises as instruments for the implementation of the Plan=. In
implementing the Lagos Plan of Action the role of the putlic industrial
sector is primarily viewed as intervreter and a manager of socio-economic

. 2/
change: as a planner, as an entrevreneur: and as a negotiator—.

Qutline of national strategies, policies and objectives
related to the public industrial sector and other
"productive agents"” of industrialization

a) GCeneral characteristics of national strategies, rolicies and objectives.

There is a great diversity and multiplicity of strategies, trolicies
and objectives for development of public industry in develoning countries.,
Ideally the objectives should be defined at the national level cormmensurate
with national strategies and vlans: et the sectoral level to ensure
harmonization, and at the enterprise level +o guide maragement decisicns.
However often they are vaguely defined with weak relationshin to the motives
for their establishment. The problem of multinle, diverse and vaguely
defined objectives is compounded by the complexitv involved in choosing
between them within the context of the national policy framework. Fowever
as long as objectives are ranked and weighed to facilitate reconciliation
of commercial and socio- political objectives, munagement theory orovides

gufficient tools to pursue multiple goals with managerial efficiencyv.

1/ Plan of Action for the Imvlementation cf the onrovia stratesvy for
the Economic Develovment of Africa: Crranizatior of African Uritr,
ECM/ECO-9 (XIV) Rev. I, April 1980, nape 2%.

2/ Economic Commission for Africa: The Public Sector =nd the Imrlemen*atinn

of the Lagss Plan of Action, April 1091, IZ/Cr-1L/°97. =/c.ikde/TPm7 11 /7%,
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Policies nursued bv governments for acqtuiring rutlic industri

f

enterorises include trans®er of ownershiz throuch naticnalization and direct
carital investrent leading to full, majority or minority ownershin.
Goyernments of many developing countries have alsc accuired indirect ownershis
r nultiple indirect ownershic through investzent L¥ one or several vuhli
financial institutions or tublic industries. Further, sovernments have
axercised effective control over entermrises even with minoritr shareholdine
or with no equity at all, throush influencing the decision makinz orocess,
either by factors intermal to the firm, cr by the external econaric
environment in which the firm overates. Thus due to the existence of a
variety of mixed public-private enterrrise forms and linkages it is difficult

to gauge the r:'1l involvement of government in the industrial sector.

The indirect governmernt ownershin form in industry may »e cuite
significant. Indeed in many develoring countries, gZovernmenis have a.quired
substantial interest in financial institutions. For examnle the share of
public enterprises in the finance sector (measured in terms of mronortion
of value added in GDP) was as aigh as 94L.5 ver cent in Sri Lanka (107h):
35.9 ver cent in Bangladesh (197h); £7.5 ver cent in Pakistan (177k):

48.7 per cent in Xorea(1975); 25.4t per cent in India(1972) and 1L.2 rer cent

1 . . . . . . .
)‘{ Since financial institutions m;ay have substantial

in Thailand (1273
shareholdings or rendered significant credit to private or semi-nrivate
industrial entersrises, the real involvement of government In overall
industry may be very substantial. For example, in Trinidad and Tobago the
Government owned 33 commercial enterprises: 13 majority owned enterrrises

5 . . 3 . > q2/ - 1 .
and 13 minority interest comnanies in 19%1=) In Malavsia the covernment owned

32 public industrial enterrrises with €5 wholly-owned subsidiaries and 135

Joint wventures.

Il Sekong: Macro-economic Asvects of Public Enternrises in Asia,
Comvarative Study. Yorea Develortrent Institute, 1073, n. L7-30.
Includes hotn industrial and non-industriel ~ommercial enter=rises.

o
~
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There sre important areas of convergance in the objectives and
orerational patterns of rtublic, private and foreign enterrrises, which are
all interlocked in a network of interrelationshirs that are both complementary
and competitive. The delineation of industrial strategies and nclicies
between public, private and foreign enterorises has been a crucial comvonent
of industrial develomment strategies of a few develoring countries. Annex 7
exhitits an indicative list of various industrial tranches “reserved’
for the public sector and other "productive agents” of industrialization
(orivate domestic, foreign, cooperatives, joint-ventures) in Bangladesh,

Pakistan, Sri Lanka and Venezuela.

There is significant evidence that changing eccnomic, secial and
political facters have led to modifications in develornment strategias
and policies and substantially affected the role, function and orrsarnizational
structure of public industrial entervrise develotment and their relationship
to other "prcductive agents" of industrialization. This changing
strategic role and function of the public industrial sector may be
illustrated by the experience of Bangladesh, where the role previously
assigned to the public industr. .l sector in 1974 was almost entirely

reversed ir favour of the private sector in 197€. (Annex V).

™he following synoptic review of selected countrv exsterience attemrts
..t ffy the varving roles assigned to the obublic industrial sector
in “zninnal develorment strategies of developing countries with different
sceio-economic background. For this purnose the countries have teen
classified into countries that are rredominantly oputlic sector oriented;
mixed rubtlic-private sector oriented and predominantly »rivate sector

oriented, referring to countries resnectivelv with a share of rublic secter
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in total zanufacturing investment of more than two-thirds, between one-
+nird and two-thirds 2nd less than one-third. This is a somewhat artitrary
but convenient criterium. Ho?ever, it should be noted that i menufacturing
value added was used as criterium ins;ead of investment, more ccuntries
would fall into the latiter country groups. The investment criterium has
teen chosen simply because it is available for a greater number of countries.
A summary review of major objectives and strategies for the public sector

for selected countries is vresented in Table III.

b) Develoring countries with vredcminantly public industry environment

This group c¢f develoving countries encomrasses i.a. Syria, Irac,
Egypt, 3angladesh, Pakistan and Tanzania. A common feature is that
the emergence of public industry was primarily based uron non-economic
motives with a view to promoting a socialist pattern of develooment. The
function of the putlic industrial sector is orimarilv In the neture cof
entrepreneurial and managerial substitution. The enterprises were msinly
acquired by means of natiornelization of domesti:s and/or foreign enterdrise.
The cooperative and small scale industry sector remained immortant in
terms of value added and especially employment but not in regard to
investment. In countries where public industries have come of age, it
appears that policies and strategies are graduallv being enunciated in a
more specific manner to take account of the potential role of nrivate

industry, domestic as well as foreign.

In Syria the manufacturing sectcr was largely dominated by the nrivate
sector until 196L. In accordance with the new socialist nclicy the major
means of production in the country were nationalized in 19€L/AS, As the

oublic industrial sector grew, Its organization a.so chanred. In an attempt




Tadle III. Syzomtic review of oblectives and strategies for tudlic industrial sector - selected countries
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+tc restore confidence by the private sector, having been largely shaken

by nationalization in the :id-196Cs and to encourage rrivate investments,

an indicative list was issued in 1971 by the Government, identifing the
particular branches in which the public, orivate and mixed sectors were

to operate. Industries which are exclusively restricted to the onerations
of the public sector included those which i) rely on mineral resources,

ii) require large scale vroduction facilities, and where the products are
largely standardized in rature,iii)oroduce tasic goods for local consumoption
and those which produce strategic oroducts. Furthermore the indicative

list specified 110 industrial commodities which the vrivate sector car

engage in manufacturing.

In Irag government ownership in manufacturing was rather small until
1964 and mainly confined to 9il refineries ard a few large establishments.
The far reaching nationalization measures ir 106L claced 2l)! larce
manufecturing entervsrises under government control. Public cownershio
becenme a dominant feature of the Irazal economy. The trivate sector remained
active in small establishrments and small workshons. Changes have revortedly
occurred in the governments attitude over the last two years nmore

i/

favourable to the private sector.=

v+

:

n Zgvot the public sector emerged through nationalization in 1357

-

and dominated the nmanufacturing s2ctor until the mid-seventies. The
introduction of the "onen-door” nolicy in the late 1570s was a2imed at
rationa_izing the market oricing svstem and the enhancement of the roles
6f the orivate and foreizn sectors. The rutlil? sector is craduallr teins
reorzanized to enable it to functicn on 2 cormersial nasis. Its role will

graduallr be cenfined to those activities which would not he attrective

U

Ay
cemerare )
- Larraer
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to private and foreign investors. Main emphasis will be placed on enhancing
the efficiency of the vublic sector. Thus the malor comronent of the

volicy and strategy of the industrial orogramme 1930-S4 is to restrict

the particivation of the public sector, and to strengthen and deevnern

the rolicy of an "oven-door” economy. This implies concentrating mainly

on the expansion of joint vrolects with foreign rartners which is considered
the best means of renovating industry and for reducing the deficit in the

balance of payments.

In Bangladesh the establishment of a socialist rconomy implied that
public enterovrises were to perform an entrerreneurial function vreviously
assumed by the private sector. The nublic sector became the dominant
sector in industry after nationalization in 1972. A limit was set on the
size o2 individual unic¢s in the private sector, which was not allowed to
collaborate with foreign private enterorises. Later the ceiling on nrivate
sector units was increased and collaboration with foreign nrivate sector
allowed. The areas of investment reserved for the oublic industirial sector
was originally set at 18 sectors but later reduced to % sectors, while other
sectors were opened for joint ventures between private and nublic sectors.
Under the influence of private interest grouvs and political factors, the

evious policy has been further modified by allowing private enterorises
majority holding in Joint ventures and lifting the ceilinzs orn nrivate

industry units on a case by case hasis.

In Pakistan the manufacturing sector wes rredominantlv orivate until
1971. With mass nationalization in 1972 for reasons of distributive justice
and socialism the manufacturing sector came to be dominated bv nutlic

industries. The emphasis cn the rublic industrial sector was reversed




in 1977 when measures were taken to decentralize and return nublic industries
to private ownership. At the same time major efforts were made to invigorate
the private sector as an instrument of industrialization and sconomice
progress. This new policy 1s reflected in the Fifth Five Year Develooment
Plan 1978-33 which seeks to achieve inter-alia restriction of oublic
investment to ongoing prolects and a substantially increased role of the
orivate sector in industrial develomment. In the current Plan the role of
public sector industry will generally be confined to modermization and
balancing of capacity. Notwithstanding the new sentiment in favour of
private industry, the public industrial sector has retained its role as a

najor vehicle of industrial development.

In Tanzania, the Arusha Declaration of 19€7 emphasized socialism and
self-reliance and placed increased resmonsibility on the vublic sector to
engage in productive investment in industry. Industrial develomment was
to be based on four ownership patterns: i) industries which were %0 be
wholly owned by the government including strategic industries: Ii)industries
which were to be controlled by the government ty having more than 50 rer ceni

© the voting shares (mainly narastatals); iii) industries which were to
operate on partnership or joint venture basis where the govermment was not
necessarily to have majority share and iv) oven industries, which were to
deal with small and medium scale economic activities; undertaken by local,
foreign and government institutions. A National Develovment Corvoration
was established as a government investor to consolidate the institutional
foundation for socialistic develovment. A number of firms ir the industrial
sector were nationalized or majority shares acauired comrulsorilv with
comrensation. Yet the lational Uevelorment Cornoration has encouraged

rartnershir with nrivate firms both loecal and foreign, of ur to SC ne
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Since 1363 the states sector ir 3urma was intended to Yecome the
dominant furce in manufacturing: orivate industry has been allowed only
under various limitations and controls. The public sector is overwhelminglv
represented in the heavy industry and capital goods sector and is %herefcre
able to control the pattern of accumulation and the vrovision of iaruts to
the orivate sector. Basically the oublic sector is reserved for industries
using imported raw materials while crrivate entercrises operate in industries

using local inputs.

c) Developing countries with mixed public and private industry environment

These countr.es include i.a. Sri Lanka, India, Xorea and Mexico. The
salient feature of policies and strategies is that the recles of vublic,
orivate and foreign industry are usually enunciated with greater clarity
than in other countries, and that greater emphasis is given to viability

and efficiency of the public industrial enterrrises.

Sri Lanka is perhans unique among developing countries. In that the role
of the public industrial sector has undergone significant fluctuations
with every change of government siuce 1956. By the mid-seventies every
important facet of the economy came to be dominated by the publiec sector
vhile the private sector was asgsigned an ever diminishing role except for
small and medium industries. In 1977 the government oronounded a ranid
expansion and a dominant role for the orivate sector and a drastic curtailment
of the vublic sector. A rapid privatization of the nublic sector was

expected,

According to the national economic develovment olan, the public

industrial enternrise is expected to show an adequate return on canital
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invested in order to make a contribution to the exchequer. The develorment
strategy also emphasised improved rescurce utilization, managerial efficiency
aad to this end encouraged foreign collaboration agreements. According

to the plan public industrial enterprises will not be exvected to cover

any new arees,

distorically the public industrial enterprise in Sri Lanka evolved
by suverseding the governmental institutions in order to ensure much
needed commercial flexibility to conduet certain industrial activities
where the private sector could not come in. However, rigorous centrols
were being imposed cn public industries leading to irraticnal interference
in pricing, production and employment npolicies. This led to :th
deterioration of the efficiency of the public industrial enterrrise. To
remedy the Qituation government introduced certain major reforms in late
1977. All public industries were instructed to amend their operational
methods so that they carried certain levels of financial viability and

ceesed to be a drain »n the exchequer.

Public industrial entervrises were also required to comnete or equal
and non-discriminatory terms with the private sector and monoroly power
of publiec industrial entervrises was dismantled. Thev were also made to
face a fair degree of inport competition. Thus rublic sector efficiency
was sought to be enhanced by ~reating competitive conditions =2nd not bv

effecting bureaucratic controls.

Dublic industries in Sri Lanka were 2lsc encourazed to encace the
services of nrotessional manacers., insterd of Aenendins on rersons with

limited ¢r 1o cormercial exrerience, To hring about nore harmeonious
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labour relations. worker recvresentation in the Boards of '‘zrnagesment was
brought about by appointing worker Directors in most enterprises. The
vroblems related to inadeguacy of skilled personnel were nartly exnected
o be reduced through emvhasis an training asvects in collaboration

agreements between public and foreign entervorises.

Finally the verformance of enterorises incurring recurrer.c lousses
are being closely examined with & view to improving their effiziencr and
financial viability. The Covernment nas decided on a rolicy to close down

those industries that are continuing to be a burden on the excheguer.

In India, the adoption of a socialistic pattern of society in 108k
further enlarged the role of the rublic sector in the mixed economy
framework. Commensurate with industrial progress, the role of the vutlic
industrial sector has increased continuouslv. The Industrial Poliey
Pesolution of 1956 classified industries in three categories: 1) Industries
which would be the exclusive responsitility of the Siate (17): 2) Industries
which would bte progressively state owned *ut in which private industries
would be «vected to surplement the efforts of the public sector (12): and
3) other industries. Emphasis has been nlaced on complementarity of the
public and privete industrial sectors on the assumption that the nrivate
sector accents the broad vrincivles impliea in the national develovment nlans.
An important emphasis is given to the inter-relationshiv between small-scale
ard large-scale enterprises. The new Industrial Policy Resolution adonted

in December 1977 refers to the role of the publie industrial sector as “ollows:

"The public sector in India hac today come ¢f age. Anart ‘ron;
socialising the means of production in strategic areas, nublic sector
vrovides a countervailing nower to the growth of larce houses and

large enternrises in the nrivate sector. There will be an exnanding




role for the public sector in several fieids. Yot only will it be
rroducer of inmportant and strategic goods of tasic nature but it will
also be used effectively as a stabilizing force for maintaining
essential supplies for the consumer. The vublic sector will be charged
with the responsibility of encouraging and develoning of a wide range
of ancillary industries, and contribute to the growth of decentralized
production by making available its expertise in technology anéd
management to small-scale and coitage indusiries sectors. It will

also be the endeavour of Government tc overate nublic sector enterorises
on profitable and efficient lines in order to ensure that investment

in these industries rvay an adequate return to society”.

This is a statement of policy adonted after public sector urndertakings
have come of age. It sigr fies & reorientation ¢f its rcle after the role
earlier assigned to the public industrial sector has been more or less
fulfilled.

. . 1/ .
A paradox in develorment of the Republic of Korea—/ is thet

notwithstanding a volicy cormitment to private entercrise develorment,

public sector has been used to a degree that parallels that of many develoning
countri~s advocating a socialist pattern of develorment. This would tend

to point to the eccnomic Justification of public industrial enternrises.

In fact, during the veriod of rapid economic growth, nutlic entervrises
constituted a "leading sector” in the sense that they grew substentiallvy

more rapidly than the economy as a whole and indentifiable linkages existed
whereby grcwtl. was transmitted to other sectors. Public enternrises are
characterised by output market concentration, high forward lirkages, high
capital incensity, large scale oneratinns and nroduction ‘or imnort
substitution rather than exvorts. The rise and arowty ¢© the ruiblic sector

in the Revublic of Xores is exnlainable in terms of the Zovernment's srowth

1/ This review is based umnon: Government, Business and Zntrenreneu
in Zconomic Develoonment: The Xorean Case b7 Leroy Jores and I

Ee YRl

. A
Canbridge 1733, n. 207-20%.
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oriented tTragmatic arvrosch to overcoming some of the market imrerfections
in the ccurse of develooment. Public enternrise is viewed a3 a tcol “or
deeling with these rroblems and is generally considered more efficient
than its counterpart in otker develcping countries albeit less efficient

than its porivate countervart in the Republic of Xorea.

In Mexico, the industrialization strategy is bar ° upon the lcng-term
goal of shared develorment among public, crivate and labour secters and
vitalization of the mixed economy system. The oublic industrial sector Is
strong in some strategic ‘ranches. Mexico is a good example of a develoning
country seeking a resource based industrialization whiech is in the crocess
of switching from a domestic demand tased to an export oriented develorment
strategy. The publie industrial cector co-ordinates its activities with
the private sector which has a major role in nationel industrial oroduction.
The present strategy of shared develoovment Is to establish a new set of

relaticns and ways of co-oreration between rrivate and oublic sectors.

Develoving countries with vredominantlvy vrivate industrial onvironment

Included in this group are developing countries like Indonesia, YNenal,
Thailand, Saudi Arabia,and the Philippines. The salient feature of strategic
framework is the devotion to the system of free market economv and inherent
ineclination to limit the rolie of the public industrial sector. Howvever,
the 2xistance of public industries in most of these countries noints to
the economic justification for public sector involvement due to free market
imrerfections. Public industries iu these countries are vrimarilv established
due to private sectcr inadecuacies, due to strategic considerations. and
as a neans of extracting surrlus government revenue in moncrolwv industries.

A5 will be discussed later there is a2 tendency towards denationalization
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and divestiture of public industries to the rrivate sector. The strategic
framework for the role of the dublic sector is commonly vague, and usually
governed by the rule of exceotion. The role of the vutlic industrial sector
is mainly of an entrepreneurial supportive nature rather than that of

entrepreneurial or managerial substitution.

In Iandonesia, the Government enunciated its policy towards the cublie
industrial sector in the Third Five-Year Plan, 1979-1084, (Repelita III).
The Plan stipulates that nublic resources will e used to assist the
implementation of programmes enphasizing the objective equity, covering
industries which are labour intensive and fulfill basic human needs
(textiles, buildings materials for low-cost housing consiruction,
pharmaceuticals, paper, small-scale, village and home industries). On the
other hand, programmes emphasising growth objectives which are in gZeneral
capital intensive (chemical, steel, transport equivment etc.) will have %o
rely on private domestic and foreign sources. For this purnose state
entervrises are now encouraged to form joint-venture entervrises with

foreign partners in the expansion and further develcoment of their enternrises.

In Nepal, the Fifth Plan (1975-1980) stipulated the rolicy towards the
rublic sector which was expected %o play a predominant role to accelerate
production while the private sector was made complementarv to the outlic
sector. The driving forece behind the establishment of zublic industries
has been bilateral aid for turn-key projects. The Govermment has vartlv
niayed an entrepreneirial suonort role to crivate sector (tea nrccessing),
vartly an entrepreneurial substitution role (nharmaceutical industrv), while
in others {Jute and cement) the motive was to sain ccn4rol in order to
cenerate greater social welfare. In the Sixth Plan (1G77-°5) <he main
emrnasis of the industrial stratecy nas shifted towards the develorment of

sottage z2nd small) industries,




In Thailand, the Jovernment Tolicr srecifies certain industries which
are rreferred for overaticn under government ownershir or enuitv marticiration.
These include inter-alia: i} industries related to national security, orice
stability, anti-mononcly or natural resource preservation: ii) certain

ccmpetitive industries which may be 2 means of implementirg zovernment

1S ]
(5

olicies; iii) industries whick have a significant impact uron the econcmy
(e.2. petroleun, and iv) industries which renuire srecific %technologv,

inow-how and large capital invesiment teyond the capabilitv of Aomestic

vrivate enternrises.

In Saudi Aratia, it is the tolicy of the Zoverament to establish

public industrial enterprises, when the privete sector is unwilling or
incapable of investing in certain enterrrises. It is the declared volicy
of the Government to sell to the public shares it owns in industries other
than those relating to national security. In all cases the fGovernment
conducts its policies in a manner *that establishes its ocsition as 2

vartner rather than a competitor to troducers in the nrivate sector.

The Philipvines economy is mostly in private hands. State direct
involvement has traditionally been very limited not onlv in the industrial
sector but also in sectors which are usually mostly public such as

infrastructure and utilities.

Co-gperation among tublic and vrivate indusirial enterrrises

There has been significant growth in co-overation between nublic and
nrivate industrial enterrrises at the national or international level in
the form of loint ventures towards the achievement of national and

commercial objectives in a number of imvortant industrial zreas. This new




[

developnent underlines the growing inter-olay of public and orivate
industrial entervrises which are becoming increasingly interc :nendant

y
The reasons for this increasing interest are fourfold=

a) Governmental varticivation through subscrivtions to eauity cavital
is intended to activate local entretrreneurship, by creating confidence
among the investors in the orosvects for success of the entervrises

concerned;

b) the Government wishes to invite private investment in public
enterprises in order to acquire the management skills characteristic
of private enterrrices. In this way, public purrose, as revresented

by governmental investmenis, can be combired with private

managerial initiative;

¢) the GCovernment may desire to svread its limited invesiment resources
over a large number of entermrises by subscribing to their ecuity

on a partial basis instead of owning them in fuli:

d) where an enterprise has to be svonsored in the national interest
but is not likely to stay in the public sector over a long period
of time, the Government may wish to invite nrivate investment on a
Joint basis, so that, in the course of time, full transfer of

governmental share capital may be effected in 2 smooth manner.

This new breed of public industrial enterctrises reflects a new pattern
of relationship between the State, domestic nrivate indus<ryv, foreign

investors and transnational cornorations. Due to disenchantmen*t in earlier

-

1/ 3Survey of Changes and Trends in Public Administration and Tinance ‘or
Develorment, 1775-77, United Hations 1777 (E.77.IL.7.7), n. 7
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years with loint ventures bLetween foreign and Jomestic vrivate enterrrises
and in an effort tc counter the influerce of iransnational corvorations,
sovernments of nmeny develoring ccuntries increasingly favour new “cr=s of
cc-otveration whereby the state itsel? beccmes an active rartner in industrial
activities. This new form of oublic enterrrise has emerged in a2 number

of develoring countries such as 3razil, Zgyvrt, Thana, Indonesia, Yuwaii,
Mexico, Jigeria, Senegal, Sudan, Tanzania, Thailand, Venezuela, ard

several Arab countries. The mechanism rrovides significant tenefi:s to

.

government in terms of access to foreign technology, capital, -manacement
skill, export markets, without relinquising managerent in‘luence. It is
a way of vrotecting natiomal interests from notential damaze by cormercially
oriented foreign investors. From the roint of view of the transnational
corroration or foreign investor this form of co-operation is attractive
since it involves partnership with a pvartner who influences the econcrmic
climate in which the entertrise overates (:axes, import cuctas, comretition,

-

etc.) and which is pverceived as a means of reducing the volitical r

b

sk
of orerating in a foreign cocuntry. The increasing trend towards fcint-
ventures has been reflected ir national policies and strategies ané nay

be illustrated by the exverience 0f selected develoring couniries.

The pet-ochemical industry in 3razil is illustrative of a svecial
Joint venture form where the State entered as an entrevreneur with
sufficient rescurces to co-operate as an effective rartner with domestic
vrivate industry and transnational corporations in vromoting an indusiry
that required larze canital rescurces and advanced technology. The
industrv is characterized by a uniaue trilogr of state carital, domestic
crivate capital and transnational cornoraticns that are hound tozether to
form a single interdeveandent corrorate svstem. The tutlic sector initially

entered “he industrv in the 17€0s5 no%t tecause i* was anxious to *ake cver
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the petrochexmical industry but because oprivate industry was anxious to gain
its particiration. The preferred investment formula has teen one third
zovernaent, one third local carital, and one third foreizn investiient.

In several cases, howvever, the inadility of local ovrivate vartners to xeet
expansion needs has led to the emergence of the government in a majority

role.

In Mexico, the Administration formulated a strategy of shared
development which defines responsibilities and gives confidence and security
to private sector investments. The Alliance for Production Programﬁé is
a planning effort where the Govermment has endeavoured to establish a new

set of relaticans and ways of co-operation between vprivate and public sectors.

In Egrpt, the open door prolicy introduced in the 1970s increased the
autonomy of public indusiries and led a significant number of pubiic sector
companies to stri%e for negotiating Joint venture sgreements. In fact
Joint venture projects have heen given rarticular oriority in the irdustrial
vrograzme of the Ministry of Industry and Mines and represents a sizeable
rortion of the total capital investmenv of the Ministry's industrial

programme for 1980-198k.

A similar trend has been observed in Tanzania where joint ventures
between Tanzania public sector industry and private foreign investment
is regarded as being of particular value in facilitating the transfer of

technology and in training Tanzanian personnel.

Another version of the Joint-venture apvroach is co-oneration between
2 public industrial entervrise of one develoning country with its counter-

part(s) in another (cthers) within the framework of regional co-overation.




Under this form the public industrisl enterprise itself wourld hecome
transnational in nature. The role of public industrial entervrise in the
context of ASEAN regional industrial co-overation scheme is a case in
peint. The governments of various ASEAN countries have cormitted themselves
to a programme of industrial co-operation among its member countries. A
first set of joint venture projects were negotiated at the 3ali Surmit in
1976. Subsequently other projects have been identified. The prolects
were envisaged to be s3t up 2s nublic entervrises in view of their scale
of operation, capital intensity and high risk element., As far as the
2irst round of joint ventures is converned, two countries, Malavsie and
Indonesia have decided to proceed with their regional orolects, - toth
ures fertilizer nrojects as vublic enterprises. While +these industrial
vrojects are expected to provide an important impetus in the long-term,

it is envisaged that the greater portion of the ASFAY Industrial Progrerme

would bhe implemented hy the direct efforts of the wrivate sector in the

Divestiture of public industrial enterrvrises

A number of develoving countries including Argentina, 2angladesh, 3razil
Bolivia, Chile, Ghana, !falaysia, Nepal, the Reoublic of Xorea, Saudi Arabia
Senegal, Singavore, Sri Lanka,and Thailand have nursued a volicy or
expressed desire to sell public industrial enterrrises to the nrrivate sector
once the rioneering role of the government has been discharzed. This
volicy enables the government to use its limited financial, manarerial and
other resources to pioneer new ventures or pursue other zovernment nriorities

in the economy, infrastructure or social services.

1/ AEEAN Co-orveration in the Field of Industrv - A 3ackeround Ctudr nn
Past and Present Activiiies,UllIZN/2IS 204 & Tebruarwy, 1791, race 21,

1/

member countries through the ASFAN Tndustrial Comvlementation Prograrme(AIC).

,
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Tn Thailand, »ublic industries are teing divested tecause thev have
fared soorly. The Covernmment has reveatedly indicated its intention ¢z
close down or sell state industries which were originally established to
introduce a new industry as well as those now onerating Inefficiently.
In Malaysia, the eventual sale of vublic industrial en ~rorises is a
foregone conclusion since they are being held in “trust” for the alays
until such a time as they are able to buy them from the State.l/ In
Pakistan, measures were taken to divest public industries to the vrivate
sector in 1977. Under the"Transfer of Management Establishment Crder
1978" powers were vested in government to decentralize and return public

industrial enterprise taken over by the previous regime to their original

private owners. A similar volicy has been adovted in Trinidad and Tobago,

where the Government, in an effort to hasten "localization” -has stated
"that it considers its shareholdings as a trust held on behalf of the
people and that it would release these holdings to the national nublic as
circumstances permit”. In Bolivia, the Government has expressed intention
to sell off viable operations to the private sector and in Chile the
Government began to sell its companies and to return nationalized
industries. In Sri Lanka a drastic curtailment of the public sector was
propounded in 1977 and it was expected that rapid privatization would take
place. However, the public sector has not diminished drasticelly. The
textile industry which was dominated by the public sector was handed over
to trivate comvanies to manage; but this was more in the nature of a

management contract rather than privatization.

1/ Public Enterprise in the Zast and South-Zast Asian Region - A comnarative
study by R. Thillainathan. ZSCAP Second Meeting of the South-Fast and
Past Asia Group of Consultants in connection with imnlementation of
ESCAP Resolution 180(CC(IV): Strategies “or the 1987%s, 16-21 April 1081,
pDP/ETR(2)/3, ». 2L-23.
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Public industries in cthe Republic of Xorea are being sold off %o

(44
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rrivate sector because of the underlring commitment of the Covernment to
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free enterzrise. H U1il indusiries fiusi Te viewed
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against a situation firstly where these entervrises have nerformed
remarkably well bty international standards and secondly where divestiture
includes socme of the most successful entervrises. The Renublic of Yores

is the only develoving country in Asia which has zone some distance in
divesting nublic industries, both entervrises directly owned “v the
Sovernment as well as enterprises indirectly cwned, for instance, by the
Korea Devezliopment Bank. Its divestiture orogremme has been carried out Tty
three methods: firstly open market operstions by listfnz the shares of rublie
irdustries 2t the stock exchange (Xoree Fertilizer Comrany); secondly
competitive bidding for the shares of the enterprise (Sea ar 'otor Comranv):
and tkirdly through negotiation with potential buyers for the shares of ihe

enterrrise as a vhole.

The process of divestiture is asscciated with cextain historical and
bureaucratic inertia. Since bureaucratic power is often irreversitle and
vublic sector self-interest tends to predominate there is a certain
complexity asscziaied with the political and economic transaction costs

. . . 1/ "as .
of divestiture. In this context Leroy Jones observes~ that "divestiture,
and also nationalization, involves real economic costs as a resul*t of the
disruction which accompanies any change in status. The magnitude cf these
costs varies with the organizational form of the enterprise: e.z. Jerartmental
enternrise staffed by civil servants would be far more a®fected bv a shifi to
rrivate ownership than a joint stock comrany directed by indenendent manasers.
Political costs are also incurred. Divestiture means a shifs o nower and
status away from bureaucrats, who may be exvected to oblect vneiferousl”.
Thus in congidering the question of divestiture it would te useful to evaluate
the benefits of imnroved efficiency against the social and economic cost of

divestiture.

1/ 0p. cit. =. 131
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V. 3RIEF ASSESSMENT OF CONTRIBUTICN CF PUZLIC
IYDUSTRIAL SECTCR TO SELECTED JATTIONAL GOALS-
SOME TENTATIVE EVIDENCE

Score of assessment

Much attenticn has been devoted to the Justification arnd motivation
for establishment of public industrial entervrises and their oblectives
in develoving countries by policv makers, administrators, researchers
and others. Limited concern however has teen focussed upon their
guantitative and qualitative impact uven national develorment and on
performance constraints. This is no doubt duz to their recent arvearance
at the development scene: to the inadequacies of underlving data tase;
and to methodological problems associated with complex gosl structures.
The purpose of this assessment is merely to review ard highlight major
firndings of the scarce literature which exist on the sublect, rather than
attemrt a separate study, which has been undertaken elsevhere;/. Generally
speaking the few systematic studies that have been :ndertaken on the impact
of public industries upon develorment are either partial in nature,
deseriptive in charactef and carrv an element of speculation. Thev seldom
focus exclusively on the manufacturing sector but, rether deal with the
public enternrise sector as a vholegl A common feature is that thev tend
to view the public sector in isolation, detached from the rverformance of the
private sector; the implication being that no valid conclusions may te

inferred as to the relative merit of each sector.

1/ Comparative Study of Imvact of Public and Private !lanufacturing Tectors
in Selected Develoring Countries by Javed Ansarri, UNIDO ID/YG 2L3/19,
12 Zeptember 1321.

2/ Part of the analysis in this chanter refers to nublic enterrrices in general

wherever noscsitle however an attemnt has been made to focus exclusivelw
cn rublic manufacturing entermrises.
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General achievements

Public industrial entervorises have demonstrated significant achievements
in a number of crucial areas. Some of these do not easily lend themselves
to being avalusted in traditional economic terms. In many develoning
countries the emergence of rublic industries occurred in resnonse *o
pressures often of a non-economic nature which no govermment could seriously
afford to overlook. This is particularl:; true in regard to enhancement
of self-reliance and "indigenization” following indevendence in the 1950's
and 1960's in many developing countries, especially in Africa. The quest
for controlling naticnal destiny, directing and zuiding the nattern of
national development was sought to be fulfilled through the estatlishment
of public industries. They have made substantial achievements in
discharging responsibilities towards exploitation of natural resources,
basic and strategic industries. In many developing countries larce scale

S

industrial projects heve been established ty the public sector,which were
beyond both the capability and/or willingness of the nrivate sector. Their
oresense has been a counterweight to excessive concentration of vrivate
ecocnomic power and transnational corporations. They have made a nivotal
contribution in some countries to the establishmen%t of domestic capital

goods industries and a professional cadre of industrial managers, for

example, in India . They have also plaved a key role in the develovment

of internationally competitive fertilizer, iron and steel industries in

the Republic of Kbrea.l/ Further, public managers in industry have often proved
more "devalopment concious” than their vrivate countervarts in negotiations

involving joint-ventures with foreign firms and transfer of technology

esvecially in vetroleum processing and non-fuel minerals. Thus, their role

1/ See World Develonment Revort 1979, World 3ank, "ashington, 11787 ,nage Al




as a vehicle for negotiating the opurchase and import of technologsy have

been quite important. While all these achievements are considered
ignificant, the associated costs have rarely been assessed in the context

of naticnal, financial, humna and other resources: moreover their imract

upon investment in the private sector is unknown.

The following review reveals that the contritution of public industrial
enterorises to employment; income distribution and anti--overty goals:
savings motilization government revenue and macro-economic stability;
agriculture; small-scale industry; iniustrial decentralization: and basic
needs ,has been rather mixed, in a few cases significant, but in most cases
wveak. This does not imply that they have been detrimental to society

or infericr to private sector. In fact, there is very little scientific

basis for genmeralizations in this regard.

Droloyment, income distritution and anti-ovovertv zoals

The establishment of public industries has often been motivated by
a desire to create employment oprortunities or to vreserve jobs in ailing
orivate industries. The comparison of employment and investment co-
efficients analyzed in Chapter III suggests that the contributicn of public
industries to employment creation has been limited due to the marked carital
intensive nature of investment in branches where they ouerate. There
appears to be widespread consensus on this noint. Lerovy Jones and I1 Salong
conclude£/ that the public enternrise sector is "a most inefficient means

a7

of employment creation'. Malcolm Gillis ohbserves™ that "whatever the

intention, state owned enternrises hzve not had 2 remarkable success in

creating new Jobs in the rast decade or so. Their rerformance seems 2ll

1/ Cr. Ci%., rage 15k

2/ On. Cit., rage 27k




the nore rternlexinz in the light of the rervasive tendency towardis

overstaffing of labour in state industries”.

YMaleolm Gillis further observes that nublic industries mav have had

a more significent imract in vreserving industrial emvrlovment by taking

over terminally ill private industries. by means of zovernment subsidies,

P

but usually at a substantial cost to the excheauer in the form 2 sutsidies
. .1/ .
to keep enterprises going.~ Very few governments - and nct only In
developing countries - allow orivate indus.ries tc vass awary due “o genuine
concern over the social implications of unemnlovment Iin the wake of
bankruvcie. in the rrivate sector. Ailing rrivate firms are then usually
absorbed into the sthere of the putlic sector. Cases in roint are cenent
vlants in 3olivia and much of the Indian textile industrr. In other cases
government has been reluctant to let their equity or credit in ailing

firms vanish entirely. Such cases have teen observed in Turker, Argentirna,

Indonesia, Tanzania and lleral. Further, under Bolivian law and tradition

P

t 1s virtually impossible to go cut of tusiness. ‘'falcolm Gillis notes that

a result perhaps half of the over 50 firms cwned by the Beclivian state

0w
n

belongs to the "sinkine sands” category, as do the majority of Indian

state owned textiles industries.g/

In regard to income distribution the experience of Singarore and the
PRepublic of Korea shows that to grow rapidly is a safe way to rejuce income
inequalities. An examinationgj of the impact of increased state narticiwation
in the economy on the distribution of income in Brazil and Peru indicated
that there is consideravle evidence that behaviour of state enternrises

tas not contriouted to gzenerate equality in the distribution of income =nd

1/ ©Oon. Cit.. page 230

2/ Op. Cit., page 251

3/ The Impact of increased Ztate Particiration_in the Zcopomr on the
2istribution of income: 3Some Reflections Zased sn_the Cases of 2razil and
“ery, by Yerner 3aer and Adolfo Fizuerna rrenared for the Seccnd TADTS
Conference sn Publlic Znternrises in 'ixed Zconomv LDC'sz, Arril 3-S5, 17927
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might even, as some evidence suggests have contributed to an increase in
the concentration of income. In the case of Brazil, the principal reason
is that the administrative hierarchies of state enterprises are cvrimarily
concerned with the efficient functioning and rapid growtn of their entities
which usually works counter to egalitarian distributive goals of the
central government. In the case of Peru the inefficiency of state
iadustries caused large deficits funded mainly by the state which had a
regressive impact on the distribution of income: state resources could

have beea used for projects with much greater social imnmact.

In examining public entervrises as an instrumeit of volicy ia anti-
poverty strategies in South Asia, Rehman Sobhanif concludes that thev
have not been conspicously successful as an ani{i-poverty instrument; they
have had some success in achieving an element of regional disnersal of
public investment in backward areas and to a limited extent benefitted
some elements of the working class. They nave to some extent Increased
the earnings of the farm sector. The investment strategy of oublic
enterprises has not made any significant contribution to emplovment and
meeting the basic needs of the poor. The particular choice of sectors
under public enterprise has tended to be both aid intensive and capital-
intensive and concentrated on capital and intermedizte goods. However,
these investments have had an important secondary impact or both emvployment
and meeting of basic needs which have contributed both to growth and
improvement in conditions of life: Rehman Sobhan further concludes that

public enternrise as an instrument designed to reduce the role of the

1/ Public Entervrise as an Instrument of Policv in Anti-vovertv Straztegies
South Asia, by Rehman Sobhan. Economic and Social Counclil .ot AsSiad &Lnad
Bacific; Second ileeting of the South Asia froup of Consultants in connexion

with the imnlementation of ESCAP resolution 150 (XOX(IX): Str.tegies for

the 10RA1g, This study refers to industrial and non-industrial zubiic
b M2
enterprises.




rrivate sector has met with mixed results. ‘foreover the South Asian
experience appears to confirm the view that the nature of the state iIs a2
critical factor in determining the growth of public enterorise, the interes:

it will serve, its viability and its distributive regime. -

Savings mobilization, government revenue, macro-econoric stability

Public entervrises heve often been established in the exvectation
that they would contribute to resource mobilization, goverrment revenue
and price stability. The previous analysis revealed that public industries
require large capital resources for their establishment and expansion
and that their share of investment in each country is usually higher than
their share of value added, output and emrloyment. The questicn is whether
they generate sufficient savings to finance their own capital recuirements

and contribute to capital requirements of other sectors as well.

The experience of some Asian Countries has shown that public irndustries
in general (including non-manufacturing public entervrises) perform a
relatively more important function as investment agents than as rescurce
mobilizers.éf Public enterprises in general do not mobilize sufficient
resources for their own develovment needs and require extermal financial
rescurces. The absolute surplus generated bty these enterprises (including
retaiied earnings, taxes and dividends) has grown into a sizeauvls magnitude
mainly in the form of taxes. Since the bulk of these goverrment revenues
has been spent on current consumption rather than investnment, it would .
appear that in South Asia public entervrise has not realized its votential

as a source of growth for the economy or as an instrument for distributineg

1/ Il Sakong: Macro-economic Asvects of Public Zntervrrises in Asia: A

Contarative Stuly, Xorea Develomment Institute, 17792, . 72
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income towards the poorl{ In other zountries such as Argentina, EZgvot,

Guyana, ilicaragua and Panama the net savings of the consolidated state
. R . 2

enterprise sector wes typically negative (l9TO-T3)~{ In Ghana most of

3/

the public enterprisec made either big losses or meagre orofits™. '

Public entervrises in the Republic of Xorea, Singarore and Pakistan
enjoy a relatively good reoutatior fcr gemerating positive accounting
results. lMalcola Gillis observes thatE/ in the Republic of Korea, Uruguay
(1975-7€), India (1970-f2), Pakistan (1972-TL) and Indonesia (197%£-7%9)
state entervrises savings gererated as much as 10-15 per cent of gross
domestic investment. However ir each of the first three countries the
state enterrrise sector was unadle to generate enough savings to finance j
its own investment requirements. In countries like Rangladesh, Thailand,
Bolivia, Chile and Uruguay before 19732 as well 2s Somalia, Jamaica and
Colombia the savings of state enterprises (1270-72) accounted Zor less than
five rer cent o investment. TIn other countries such as 3razil, Indonesia,
Chile, Uruguay and Thailand there are more enterprises that show positive

accounting profits than losses.

In certain countries and specific periocds, public industries
persistently ran deficits that required substantial subsidies from the
government e.g. Tanzania, Ghana, Turkey, Sri Lanka and Indcnesia. AL cther
periods individual state enterprises accumulated losses and deficits

sufficiently large to thwart develorment efforts in various fields of

It
~

Committee for Development Planning: Consultants' Penort on Develorment
stratezies for the 1222's in Scuth Asia; Zxpert “rcun on Develcnment
Sriorities and Policy Jeeds of South and Fast Asia, 27-2h Cctover 1299,
3angkok, Confarence Room Paper Jo. 2, n.ik.

2/ 'Malcolm Gillis vpage 267

/
)/ Ghana, Revort on Domestic Resource lfobilization Feb 13, 1271 Uorld
Jank »ara 55

' , -
-s/ Crn. Cit., 26U—27C

9

L




Sovernment. This was the case in 3olivia {1957) Indonesia (1772-7%)

P

Y

Zaire and Zambia (197k-78). In Indonesia for examvle PZRPTAINA accumulated
losses and licuidity deficits of such a magnitude that economic develorment
rrospects and government suororted sectoral rrogramnes were texmorarilv

: jeonardized as was the balance of tayments rosition.

In Yali and Turkey the funding of losses in the public industiry sectc

as a whole ty the banking svstem has been a significant socurce of inflation
.. R U A N . .

and macro-economic instability—=. For examvle the Turkish econonv
culminated in 1979 with massive devaluation end debt rescheduling largely
due to problems of debt-ridden public industries long heavily subsidized
by the treasury. In these and other countries the cumulative lcsses
financed by the exchecauer rreempted finance or credit which could otherwise

have been put into more nroductive or social use.

The conflicting performance imvact of public industries in different
countries is epitomised by comprarison of the experience of Turkey an
the Republic of Xorea. In Turkey state entervrise has taken a dual
personality: it represents one of the most important bases for industrial
growth, yet it is at the same time by virtue of its heavy investment
requirements, non-economic objlectives and inefficient overations ore of
the principal obstacles to dynanmic growthg{ In contrast Leroy Jones and
I1 Sakong observe that Dublic entervrises in the ZTernutlic ¢f Zorea are
generally considered more cost efficient than their countervarts in other
developing countries, though less than their private counterrarts. The
relative efficiency of the rublic enternrise secztor in the Rerublic of Xorea
may be due to the circumstan~e that leadership commiwument %o grovth as

2
administered by a conpetent hierachy, orecludes majcr rrolonced inefficiency.=

1/ World Cevelorment Revort 1571, the “orld RBank, "ugust 1277 rape Fu

2/ State !'anufacturing Znterrrise in a 'fixed Econcmy, The Turkish Tase. tv
Jertil ?ﬁiLstedt, a World Bank Fesesrch Tublicztion 1730 ocare 227.

3/ 2n. Cit.. rage 297
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Contribution to ayriculture, small-scale industry,
industrial decentralization aad tasic needs

The ESCAP Meeting of ilinisters of Industrvy in Novexter 1977 considered
that nublic industrial enterprises could dlay an important »ole as a moliey !
instrument in &) strengthening of linkages between industry and agriculture
b) develovment cf small scale industries and their linkages with large-
scale and modern industries ¢) develorment of industry to satis®v the ovasie
needs of the poor and 4) dispersal and location of industry 2way “ron

metropvolitan areas,

In reviewing the experience of public industries ir Rencladesh, Indis,
s o 1/ e
€ri Lenka and Thailand it was concluded= that the contritution of putlic
enterrrises +o the four nolicy issues hed been limited. While most
governnents in the ESCAP region have well articulated the issues of small
scale industry, balanced regional develovment and ctrovisicn of basic rneeds,
the role of the tublic sector hardlvy £inds any mention in this contex-.
A . . o 2/ - s .
All the studies have indicated™ thet the erergence of rutlic sector
enterprise in the developing countries has in very few cases confcrmed to
a deliberate plan or to a strategic persvective. Cn the con:irarv the
establistment of public sector enterprises has very often heen due to
certain exigiencies and considerations of immediate exmediencv:; the decisions
relating to their product-mix, location, scale of nroduction, <echrolosv,

pricing etc. have rarely been influenced ty a national desire “o reorient

the industrial sector.

1/ ?Putlic Entervrises as an Instrument of 2clicv, 3.2. Sradhan, Z2CAD
July 1 1930, vage 47

2/ Ztrengthening the Sinews of Industrialization. ZISCA®P ‘‘eeting o° id-hoc
Groutr of !linisters of Industry 1-3 July 1291, IET/YI/AC 2/2 2 'ay 1771,
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Tre studies nave Illustratively vinvointed the vrevalence of Lackward
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sugar nills (Zangladesh) <otacco (Thailand) as well as forward linkage
industries such as fertilizers (India, 3Bangladesh, Pakistan) and tractors
(India). As a controller of the trice for many of “hese vroducts the
public indusiriel sector plays an imrcrtant role in influencing the terms
of trade tetween :ndustry and agriculture (e.g. fertilizer industrv in

the Renublic of Xorea).

All govermne.ts concerned are devoted to vromoting small scale
industry through various policy measures. The vublic indusirial enterorise
has been used as a vehicle for rormoting ancillarv small scale nroduction
irn India and 3Bangladesh. The areas of village and cottage industries,

however, have remained outside the umbrella o7 public industries.

The public industrial entervrise has been used as an instrument
for achieving disversal of industries away from metrcoolitan areas. In
Tndia however its effectiveness in creating fcei for industrialization
has been restricted. In Banglasdesh the dispersal of publiec industrial
enterprises has not been without costs and in most cases failed to create

growth poles.

The contribtution of vublic industrial enterprises in the surrly of
basic consumer goods to the vcor has been marginal and incidental excent
perhaps in the case of Sri Lanka. The production of such goods has rarely
teen pursued by the public sector with the exnress oblective of neetirz

the needs of the poor. Textile mills in India, sugar mills in Thailand

and edible oil, sugar, rice and cement in Pakistan are cases in zoint.
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Yajor oroblems and constraints in achieving
cormercial and socio-econcmic objectives

That substantial lcsses are common, meagre savings seldom and high
surplus exceptional in rublic industries can hardly he attributed to the
external economic environment which is genersly favourable to the oublice
enterprise, being concentrated in natural resource-based industries, enjoying
monopoly or oligovoly vower, and a certain degree of rrotection form
external and domestic competition. Furthermcre, public industries
generally receive government support and services including prefrential
financial terms and conditions. The reasons for unsatisfactory verformance
of the public industrial enterrrise are therefore most iikely *to be found
ir circumstarces related to the decisior meking process of the firm, which
may in many cases be highly influenced by external rressures often of a
political nature. The rarticular nroblems and constraints facing rublic
industries in achieving comercial and socio-economiz obluctives may
briefly be surmarized as follows based uvon the exverience of selected

developing countries:

a) The commitment to a variety of social objectives usually has cost
implications. At periods state industries have heen entrusted social or
strategic “unctions which ctherwise would have been undertaken by the
government. While vaguely defined and conflicting sccial ohjectives are
often advocated as explanation for nerformance results, there seems to he

1/ . . . o
g2neral consensus— that the discharge of sccizl restonsibilities should

1/ UHIDQ, ferort of the Zxpert Group !leeting on the Role of the Tubd

e
Zector in the Industrializa“ion of Cevelorins Countries, ~IID" ID/
298/15 ».2 (1977).
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not be nmade an excuse for inefficiency. In fact if enterwrises are orerated
effactivelr their ability to discharge social resmensitilities would ta

greetly enhanced.

b) The public sector family encomrass some ailing or “erminalliv 111
industrial units of the "sinking sands” and "lame duck"” categorv whiesh
are seldon allowed to Tass away and which would long have ceased ¢ exist
in the private sector. Incentives for cost minimization therefore are
generally weaker than in the private sector. The continous drain uron
the exchequer and the tanking system and the resultant macro-econonmic

instability, inflation, ete. call for careful evaluation.

e) The price policy of publicly vroduced goods is often determined bv

the government rather than by the enterprise. As a result nublic

industrial entervrises cften charge lower trices than their orivate
counterrarts. This is so bhecause government may not wish to exrloit
monopoly power and hecause orices are rrimarily determined ucvon maximization

of national welfare rather than enterprise profit.

a) Publie industrial enterprises are generally faced with shortages of
trained managerial personnel. The avpointment of non-professional managers
is common. They are often overstaffed at all levels and favoured targets
of labour strikes and unrest. Further the absence of an effactive
incentives system to reward verformance within the framework of salary and
wage policy has tended to discourage the retention of nrofessionallwv
competent managers or inhibit their overational effectiveness. As a resul:
public industrial enterprises often overate under conditions of low
carvacity utilization, surrly tottlenecks and other symotcms of manazerial

inefficiency.
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e) The organizational structure of public industrial entervrises and

the institutional framework established to suprort ‘heir orverations influence
the verformance of public industries. TFreguently management is Zranted
little discretion in decisions relating to investment, emvlovment, vricing,
wages and salaries, incentives and other policies, which are often

subject to external influence of a political nature. Experience has shown
that public enterprises orerating under control structures with less
government intervention/supervision have generally shown better cerformance

results than enterorises with high government control and survervision.

It would thus apvear that the contraction and eventual elimination
of the above constraints would be essential for iImrroving the rerformance

of public industrial enterscises and for increasing their azility to achieve

commercial and socio-ecoromic objectives.
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Annex 1 _Manufacturing value added, output, investment and employment, selected countries

fharn of nrivate and co- operative asector in total manufacturing
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LATIN

ANERICA

poblioc and private sector, selected countries

Annex 1 Manufsocturing value added, output, inveetment and smployment by

Annex I (Cont.)
latin Amerioa

Share o public esotor in total manufacturing

Share of private and oo-opof.ttv. sector in total manufacturing

Country Year Remarks
Value addniL Output [ Investment [ Bmployment Value added , Output ] Investment Employment
Brasil 20.0 40.0° 1974 Refer to share of sector in
asset owmership
Bl Salwvador 40.9 59.1 1973-17
Guatemala 15.9 a4.1 1976-79
Haity 10.0 90.0 1976-81 All industry
Mexico 19.4 9.8 80.6 90.2 1965
22.9 54.0 12.1 1741 46.0 87.9 1970
3. 65.0 14.4 10.2 35.0 85.6 1975
Micaragua - - 100.0 - 1970
«* - : 100.0 - 1975
.0 59.0 66.0 41.c 1960
Panama 9.8 3.4 6.2 1.3 90.2 96.6 9).8 98.7 1975
3.7 2.5 96.3 97.5 1977
Peru 5.3 4.1 197115
Yeneruela 2.1 78.3 1970
4.7 56.3 1975
59.6 40.4 1976




Annex 1 Manufacturing value added, output, invastment and employment by Public and private sector, selected countries

AFPRIC

Anrex 1 (cont.)
Africe

Snare of public sector in tota) manufacturing

Share of private and co-operative sector in total manufacturing

Country Year Remarke
Value added [ Output I Inveatment ] Buployment] Value added [mtput | Investment I Tmployment
Algeria 41.5 41.2 68.8 41.6 52.5 58.8 n.2 52.4 1969
46.6 41.0 61.4 64.0 5.4 59.0 38.6 36.0 1970
710.9 57.4 67.7 2.1 42.6 3.3 197
74.9 72.5 13.6 5.1 1.5 26.4 1978
84.9 9.1 81.0 15.1 20.9 19.0 1984
Roypt 68.1 65.2 90.6 59.7 3.3 .8 9.4 40.) 1975
64.7 60.9 81.4 70.0 35.3 39.1 18.9 30.0 1979
66.17 66.1 3.3 3.3 1981-82
Ghana 18'3 8";. :922 Including mixed mtate and
g:‘9 g;" 1370 foreign enterprisss
Ivory Coast 19.3 80.7 1971-15
Morocco 9.) 90.7 1973 Manufacturing and pronessing
19.7 80.3 1974 fndustry exoluding aonstruotion
4.1 75.9 1975 and petroleum
34.8 65.2 1976
Nigsria 17.7 82.3 1970-74 All industry excluding mining
Senagal 1.1 78.9 1974
Somalia 8s.1 19.9 65.3 14.9 20.1 3.7 1913 A1) induetry
Tansania 14.4;/ 15.5 85.6;/ 84.5 1967 Public sector refer to
?5-5./ 32.0 74.4;/ 68.0 1970 industria® parastals
39.?;/ 48.- 60.8:-; 51.8 1975 */ Manufacturing QDP
33.6-/ 47. 66.4 52.7 1578 :
Tunisia 58.4 0.6 1969-72
44.3 55.7 1973-16
53.7 46,1 1977-81 Target
Zambia t2.0 88.0 1968 INDECO enterprises only
52.03/ 38.0 8.0%/ 62.0 1972
51.0-/ 42.5 43.08/ 51.5 1971 ®/ Bhare of manufacturing GDP




Annex I Manufaoturing walue added, sutput, investmsnt and employwent bypublic and private sector, selected countries

Annex 1 Cont.

Shars of publio ssctor in total sanufacturing

Share of private and co-oprerative seotor ir total manufacturing

Country Year Remarka

Yalue added I Output l Invectment Ihplomnt Value added I Output I Inventment I Employmant

Turkey 52.7 Q.0 44.0 47.3 19.0 56.0 1963

62.9 31.8 43.0 7.1 62.2 57.0 1967

62.0 40.2 42.) 8.0 . $9.8 57.7 1968

~ 42.4 - - 57.6 - 1970

47.3 47.8 7.4 oat; 52.7 52.2 62,6(est. 1972

- - 35. 2(ont - - 64,6(est. 1973

Source of Annex It

Korea)
Turkey:

UNIDO based upon UNIDO Questionnaire surveys, country studies, country briefs and Indurtrial Developmenti Profiles exoept Korea and Turkey,
Publi> Enterprises and Economic Development; The Ku.van Cane by lLaroy Jones, Korea Davelopment Tnstitute, 1975.

State Nanufacturing Enterprises in a Nixed Eoonomy; ™e Turkey Case by Bartil Wol stedt; A World Bank Rasearch Publication, 1980,



Acnex II  Dynamic role of Public Industrial Sector
. Share of Public Industrial Sector in *otal manufacturing investment
Count~y 136¢ 1965 1970 T 72 T3 7h 75 7€ ~ 78 =0 22
Increasing role of
Publie Iadustrial - Percentage -
Sector :
ireq 15.2 48.3 9k.7 96.7
Pakistan 1. 42.6 m.7
Yexico sk.3 £5.0
Yenezuels 217 u3.7 59.5
*forocco 2.3 19.7 2k.1 3%.3
!
Teclining role af '
2uhlis Iadustrial
Cestar ;
Terot ! an.€ .y
3argladesh : an.3 01.2 90.3 37.3 .3 3.2
Termen Aral ’ . -,
Tenublis 6. 32.25-/ 51,287 5.
Tlustuatiag role
3% Publie )
ncustrial Sector |
?
Tvria ‘ 31,3 70.5 .5 35.3 7.7
Tunesia 53 .h-L Liz | 331 %) 41/
Unchanged role of
Public Tmdustrisl
Sector
India 6.7 61,02/ g0.95%/

1/ 1969-T2 2/ 1973-T6 3/ 191781 b/ 1969-T0 5/ 1972-13 _6_/ 19T4-75 1/ 1975-76 Q/ 1966-67 9/ 1970-T1 10/ 1975-76
Source: Anpex I




. .

Annex II] Relative weight of manufacturing within the overall public sector
in terms of value added : selected countries

(Percentage)
Covntry 0T 1960 1965 1970 1071 1972 1973 1974 1975
Bangladeshl/ - - - - ho.y 52.3 46,6 -
India 13.7 19.3 21.7 - 02l - - -
Korea - 30.32/ 39.2 - - Lv2.3 - hW6.6
Nepal - - - 0.0 - 30.0 - 19.0
‘Pakistan 5.8 8.2 9.0 - - 15.0 - 14.9
ri Lanka 3.83/ 12.h5/ - - - 27.h 3.0 -
Thailand - - 23.6 - - 19.9 - -

1/ Includes also mining
2/ 1963
3/ 1961
L/ 1966

Source: Dased on Il Sakong: Macro-economic Aspects of Pullic Enterprise in Asia: A Comparative Study,
January 1979, Korea Development Institute, pages S1 to 53.

III xsuny



Annex IV.

Annex IV

Demarcation of {ndnstrisl branches reserved for vubdblic and private sectors: selected countries

Country Public

Domestic :..vate

3angladesh o7z Jute industry

Cotton textiles

Sugar

Tectricity

Atomic energy

Air transnort, rsilwvay
Telephone, telegraph and
telecommunication
Defence industries:

aras and ammmition

leserved: i;
)]
)
3)
e)
)

g)

k)

Private sector wvas allowed to
invest in any sector excerting
those eight subject to the
investment ceiling

There vas 1o sectdr for collaboration with local private {avestment.

1. Arms and emmunition

2. Atomic energy

3. Jute industry (sacking,
hessian and carret
backing!

Cotton %extiles {excluding
handloom and specialized
textiles;

. Susar

Pacer and aewsuvrint

lron and steel
{exeluding re-rolling!

. Shivtuilding and heavv

1974 Reserved:

v

ergireering {including =schine 3,

%00.1 and transTort vehicles

>rivate sector vas w.llowved to irvest in
other sectors with a higher ceilinz nov
them and vitz Zoreism collaborstion, if
The sectors identified wvere as “>ilows:

all
set Tor
foun4.

Food and allied nroducts

Soecialized textiles, and handloozs

Forest vroducts and allied industries

Printing, Jublishing, raver zonverting and
Soard

_eather, ribter ani »lastiz -“roducts

Themicels, rharmasceuticals and allied Indusirias
. 7lass and ceramics

Sngineering industries i{ncluding shivbuildiag
9, Service industries

W o
. .

4 Ovan

and sgricultural heavy 2achinerv

Zeavy electrical
Minirg, cil and z2as
Tement.

. Zetrochemicals

. %ea7y and tasic chemicals and
basic charmaceutizals

. Air “raasror:

Zhinoiag +izcluding coastal

shirvirg and carkers sbove

1200 OWT)

"alerhcne, telerhone z2alls,

selesrark, vireless se%s(ex-

eluding radioc receiving sets)

Jegeration and distritution

of alestricityr

Porest extraction

Gk ES.

~

[l nd
A,

Aras and amounitior

. Atomic enersy

Air 4ransrort

Tectricitr

. Telechone, telerrach
includins cables)

sute (hessie~, sacking and
carnet tacking)

Cotton textiles

Sugur

1775 leserved:

.

AL SR T IV

N

-3

-]
.

1777 Jeserved
3ecrnar:

As hefore

10.3hiozing and trmanspor:
11.Zron oroducts and steel rerollins

12.7adustries not elsevhers srezifiad

Joint investmen: .is%:

Srivate sector can invest ia z2ollakorscion
with ¢ke public sector.

Prrer and newsrrint

Iron and Steel

Shintuilding and neavy enrineerine
Jeavy electrical_

P PR I Iy g

5. 'ineral, oil and Ias

¢, Tement

~. Petrochemicals

3, Yeavy chemicals and basic pharmaceuticals

>

~. Shizrinz
1C. ‘fechanizedt forest extrwcticn

‘atorisv sharetolding bv ~cvermment was reqiired, Iv
imnlication the 12 sectors ~enzioned “or 197 %ecame
the reserved sectors “nr mrivate {nvestment. The
seiling Zurther Literalized.

Joint {avestnent liat:

38 me’ore, hut TCT mav mer=it inien invegimans v che
rovarn~ent, i.e. alnost Molly ~rivatels sumed niss
4ere nov ~armissitle in these ‘en 3eztors.

e 12 sectors ‘nr ~rivate invesirmen? reiain iatact.

e ceilinc wveg nov ingmerstivve risl: she -~ermigsion

3¢ “he rovernment.




Ancex IV. {comtj.

Country Publie Domestic Privata
Pakistan

—ron and Steel Industries

Rolling of M.S. sheets snd plates (all Iron and Steel induatries or ai: Tyves and sizes.

types and sizes), plain axd corrugsted, her than those svecified above dut includine:

block and coated. t) rolline of section including cre—srressed
Aeformed bars: [ii) vire irawing [including high
carton ste:l vire irsvingl: {{ii) baling “ococs
rerolliax: (iv)metal struccures of all sorss:
{v) welded vines, “ubes and Ti{::inzs thereo’: ‘vi!
fabrication of storage %acks 2f all trpes: [rif’
casting of cast iron end steel: 'wiii! frreing 37

o}

a1l syves: /ix} zast iron srun nices. B
Basic Metal Industries
Manufsacture of basic metals snd.alloys All down-stream =etal nroduct industries Includine
thereof suck as; (i}basic oroduction of (i) prefining, rolling and wtrseticm of z0u -
iron and steel [pig iroa, =:ild steel ferrous z=etals: /ii] tionins and calvanishinzg.

etc. based opn are): {ii) alloy steels
specisl slloy steels (including stainless
teel), 200l steel and high car®on steels
(£ii) bSasic rroductizn of aor-lerrcus

setals.

Ceavy Sngineering Mechanical}! Iadustries
fi}8igh spreed engines {i.e. above 1600 Jesvy ercinesrins 'mechanizall izdustries f a1l
%) of all %vves (including automobdile ~rres and sizes. dther :tan those sneci“lied 1“ove,
ergizes);{ii) cotion textile irdustry: *ue faecludipe:{i) slov and =edimm sreed encises
‘iiilsugar mills amchinery: {iv) cement {Yelagw 15AN 7D rapze’ 12 ql] ses: I’ ~emevyl

<mczinery ~lags: (7' =shain mullews and ~yregse wachine “ools an? em

“rerrzents,

crenes 27 21l Symes: ‘7i ilvay ™iliag "arts and sub-assemblies =7 cotton textile. sugar
stzeks: (il aining sachinery and and cement ~lant aschinery: [ir)road zonstriction
eruireens: /riii} shiz-building and machizery sad eTuirwent izclidinz road rsllers:

irv-iocking rerair. {v) stesm “oilers: (7i} comroneats. ~arts and sub-

agsenbliss 57 mininz nachinerv ard egui-mens: riil
sarges, Soats and other mallcralfis.

Zeavr Tlectirizal Industries .

{i! Power ard distritution transZirmers Zeavy 2leccrical industries <7 all t7res 1nd sizes
soove 23,330 volts (22 #¥}: (ii) sircuis atiher %han <hcse srecified arave “ut izcludins:
Sreaxers and isolaters abova 22 T (i) ~ower and distribution Sransforners :To

7iii, iastrument transforzers and 32,200 volss (3% 77 (i) sireuit trearers and

Wk

1

zanpncities atove 13 V. isclators uoto 22 X¥: (iii) instrameat irans’airaers
and cacacitors =ste 7 IV, fiv) sontrzl =cd relav
canels: ‘7' swischgesars: vi’ iasulated ind are
cables andelectric wires, etc: 'vii! electri:z wotars.

Assembly and Mapufacturing of ‘‘otor Vehicles

Assenbly and manufacturing >f automobiles Industries of all tvoes and sizes, other i <hose

(eracks, Suses, cars, pickups, vans and soecif{ed above dut includiag: [i ) assembly and

leeps, etc.) sanufacturing of two and three wheelers (motor crcles,
scooters, and auto rickshvas): (ii) commonents and
narts of all t7oes of automotive vehicles ’cars,
buses, trucks, leers, nicxuns and notor cycles
scooters), also building of “odies Zor sruck and buses.

Asaembly and Yanufacturing of Tractors and Zarm ‘tachinerv

Assembly and amanufacturing of tractors Industries 5¢ all tvves and sizes, 3ther than “hose
svecified above but including: (i) Assembly and
manufacture of rover tillers: ({i) self-rrovelled
2arm sachinery and eauirment cother “har <ractors:
({{1{) tractor-drawn agricultursl imnlements and other
farm equipment: (iv) components, varts and sub-
assemblies of all tymes of tractors.

leavy and 3asic Chemicals

Znduetries of all tvmes and cizes.
Petro-"Chemical Industries

Jesic zanuraciwring 97 “etro-chemicals, {{) Down-strean industries o7 all t/mes and sizes.
Sased In use of tuildine Slocsk, 3econdar” rrducts
27 ~etro—chemicals as rav macserial: ‘ii)-rivate sector
investnent in tasis manufacture o7 tetro-chemicals
would be allowved snly in 2ollaboration -rith the ~ublic
sector.

Cement Industry
It

ALl tyres and tives.

Tolicy scwards foreimm Arivate invegement:

The 7ovarnment of Pakistan have consistently folloved s libersl vollicv towards foreisn rrivate irvestment. A vide arss
industrial ictivity has alwvays been opas 0 foreisn rrivate invastors. Toreisn investment is ~art{cularlv encouraze Ln"
industries vhich require sonhisticated echnolszy or are hishlv cani%al intensive. “armisn {avertors =an 1132 invest or
colishorate with ~ublic tector agencias Zor the astatiisrment 7 -eawv 2arital s00ds industries.




Ancex IV. (ccut).

Saunery

Comestic Private

Toreian

Fetroleun industries

TeLrs

ard steel ,aluminium,

-

=ilitary sroducts.

shirrards

Yixed Dublic and Private: Same as for Zoreign enterrtrises.

—che=icals, iron

concentrated in intermediate industries requirias advanced
oprorsunity costs are devendent upon anagerial resausces,

required ‘or achieviag shlectives laid dowm.

1.
3.

Steel iIndustry
Sugar iz

‘sa 1 3xmall scale
Ty the rrivate
3ector 1130

Zalt

Zarer tanuftctur
apu?

‘acsure of
shemizals
Canulactuze 2f
™Tes zar, hus,
larre, sretor’
Manutectire af
seranic rrcducts
rhite and
inersl 3anis
Pecrolenn
~roducts

Cazent

manulacture

Jl~rsods
Zanulecture
Zeatler and
Zeatder ~rodusst

Vay engace in all industrial
activicies excert those
reserved far cudlic sector

Here no strict areas lave
been ideatified. 3ut

Zeneral'y the -rivate domestic

industries dominate iz <he
foiloving areas:

a. ‘anufacture of :izarezles

L. Manufacture o soan

2. 'snufacture of rutber
rroducts, lacluding <iTe
rebuilding, Hicvele <vre
azd sube zanufacture Sul
excluding zar and cruck
Lres,

1. Yanufacture of yatreries
and ~orch cells

e. ‘anufacture 57 electrical
Zoods

2. Hanufacture 57 electrical
2ables

‘anufactuire 57
nharnaceutical
aroducts

3lass zanufaciure
Tlastic nroducts
Tehicle hodv
asonstiruction

<. Tood 1nd Leverages

-

Ca oy
o .

Same 33 “or 4cemsii:
~rivate iaduserr with
the reservatiscon that

%0 the arsicles 237 <he
AVDEST Sub-recional
Co—omeruticn Scheme

Auseries, “20i-

irdisevries. artisac(skin,
2004 gnd seramisg' Torest
sstisude ig sut'act based I

At

Fowever the za'or activicies a-e
techioloxy, and in %heose ireas vhere
techaical skills and zinimz scale

large auber of foreign While 20 scecific industries

indystrial entercrises
have Seen set-yo Ia
the Investaen:t

the Ireater Zolonto
Sconomic Cormissica. ..
*ain investnieat have

Yeen ir the 23lloviag
tielils:

1. Jarments

3. Zaten

:. Tishing gear wnd
sccessories

4. Jem cuzting etc.

loves

o

Zere

«hree 'sint stoek
somnanies are in

chree ‘oint stock
somnanies are in
existence “odav lealing
wvitz ~he Zoclloving
industries:

1. Jorcelain tatleware Zor
axrorts

b. ®srcelain “igures
‘cr exocrts

=. Wall tile

nanufaciure.

have been reserved for
this sector gemeriily 2R
are enpared in th
Spromotion Zore :mder 251

lovizz iadusiries:

l‘anufacture of rubber
srticies such as
mastresses.

‘aping 37 :2ir oroduets
Zra’l scals textile
wravine onits

Zandiz s







