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Public - Private ownership in perspective

The role of the state in economic and industrial development 

enlarged considerably in boch developed and developing countries during 

the nineteen - seventies. In the developed market economies active 

state intervention has resulted from a combination of factors: monetary 

instability, inflation, rapid technological developments, adjustments 

in prices of energy, shifts ir. comparative advantages, growing unemployment 

and resistence or slow pace of required structural changes. Not only 

has the state assisted the private sector in a positive manner in 

research and development, but it has also taken "defensive" and "offensive” 

measures to prop up inefficient private enterprises through protectionism 

quotas, non-tariff barriers and cartelization In the developing countries, 

on the other hand, while the role of the state has continued to expand 

during the 197Cs for well-known political, economical and social reasons, 

viz. need for maximum investments in infrastructure, need for control over 

basic and strategic industries ( in the context of insufficient private 

entrepreneurship and capital), need for access by the poor and disadvantaged 

to resources for industrialization, etc., there has been in many 

countries a perceptible attempt to move towards efficiency, define more 

adequately the respective roles of the private and public sector and 

wherever an entreorenuerial class has developed, to enĉ -. rnire positively 

private ownership and management. Thus in some developing countries the 

role of the public industrial sector has remained limited and confined to 

certain specific areas of industrial activities.

The varying use of public industries as a policy instrument has resulted



in greater interplay of public and private forces and blending of the ro.i e 

and function of public, semi-public and private manufacturing enterprises.

This trend may no doubt be attributed to the fact that cublic manufacturing 

enterprises гиге inter-locked in a network of relationships that are both 

complementary and competitive to private industry. At one extreme nublic 

manufacturing enterprises merge entirely into government, both in terms of 

ownership and operations. At the other extreme they merge imperceptibly 

into private industries in the form of mixed ownership, where Government 

may hold majority or minority shareholding either directly through government 

acquisition and investment; or indirectly through investment or credit by 

public financial institutions. In some cases Governments ma:̂  exercise 

effective control of an enterprises with minority shareholding or with 

no equity at all. Moreover on the demand side private industrial 

enterprises may exclusively serve public demand under monopsony market 

conditions where the government is the solo buyer, a market form which

exists in certain market ecc ni«s. Thus the demarcation of boundaries between 

public and private industrial enterprises is not always clear rather their 

roles and functions are blended in a variety of ownership structures, 

operational patterns, and interlinkages.

Public industrial enterprise: definition, function, characteristics

In this survey the nublic industrial sector is viewed as comrosed of 

enterprises that are predominantly owned or controlled by the state 

(including partial ownership if this is sufficient to give effective control' 

and that orocuce and market manufactured goods. ''Jherever reference is 

made to national data or trends however, the national definition of the



public manufacturing sectcr/ent erp'"'ŝ > ’■’as been used for pragmatic reasons. 

Public industrial enterprises are commonly characterised by larve sice, 

technologically ccmpledx operations, large investments, long gestation 

periods and economies of scale. They often operate in natural resource 

based industries, mostly in imperfect markets of monopoly or oligopoly. 

Moreover they usually enjoy a certain degree of protection from domestic 

and international competition and have generally preferential access to 

government services and finance.

Aim and Scone of Survey

The aim of this survey is to provide a synoptic overview of the 

emerging role and function of the public manufacturing sector in 

industrialization of developing countries and to highlight key aspects 

of their motivations: strategies and policies; their contribution to 

industrial growth development, and to national goals. An attempt is made 

to analyse the public industrial sector as an integral part of -.he economy 

with extensive linkages and interrelationships with other 'productive 

agents" of industrialization.

The undertaking of a comparative inter-country survey of this nature 

is severely hampered by scarcity and inadequacy of statistical data, 

information and documentation, 'ihere data and information do exist, it 

is seldom in a form that allows international comparisons on a consistent 

and uniform basis, let alone generalizations valid fer oublie industries in 

developing countries. Yet an attempt has been made to collect statistical 

data and information from a number of develoning countries, partly through 

questionnaire syrveys of selected coi iries, and partly through secondary

sources. These limitations warrant a cautious interpretation of the survey, 
^.ere is undoubtedly a need to improve the information base for analysing

the role of the nubile industrial sector.
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II. MOTIVES FOR ESTABLISHMENT OF 
PUBLIC INDUSTRIAL ENTERPRISES

Taxor.оду of Motives

An assessment of the role of public industries in development 

requires an understanding of the circumstances surrounding their birth.

Such an analysis facilitates understanding of their objectives, behaviour, 

policies and performance. The genesis of public industrial enterprises 

has been from a combination of historical, economic, social and 

political motivations. The original motivates nay assume changing 

relevance and importance in the process of development as objectives 

are being fulfilled, introducing a dynamic perspective into their operations.

For the purpose of this survey, the motives are analyzed and 

illustrated by selected country experience within the following framework, 

the ranking not being intended to indicate relative importance: i) private 

sector inadequacies ii) monopoly, government revenue, price stabilization 

iii) savings mobilization, foreign exchange and aid iv) commanding height, 

natural resource, self-reliance v) specific socio-political model of 

development and vi' employment, income distribution and regional development.

Private sector inadequacies

Many industrial investment projects in developing countries, 

especially large-scale, capital intensive, resource based projects in the 

fields of petrochemicals, iron and steel, fertilizers etc., reouire 

investment, technology, management and entrepreneurship beyond the 
capability or willingness of existing national private industrialists.
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Private entrepreneurs often refrain from investing in such industrial projects due 

to the magnitude-of the investment reouired, the extent of risk involved, the 

long gestation period and the impossibility of ouick returns private encrenre- 

neurshin is also chary of possible nationalization of anti-mononoly measures 

Moreover, in many aeveloping countries the domestic canital market is 

inadequately developed to provide the capital required, at any rate 

without government guarantee. If for some reason foreign investment is 

excluded or assigned lov priority in the national development strategy, 

the state emerges as the sole entrepreneur capable of mobilizing the 

resources required and willing to assume the risk associated with 

largeness. The emergence of public industrial enterprises due to 

entrepreneurial, managerial or financial inadequacies in the private 

sector has been a common aoti-ve in most developing countries including i.a. 

Bangladesh, Bolivia, Brazil, Egypt, India, Panama, Sri Lanka and Sudan.

In other cases the state has taken over ailing, sick, troubled, bankrupt, 

indebted, or even abandoned industries, (Bangladesh. India) in an effort 

to preserve employment and mitigate social consecuences of closing down 

large industrial units.

Monopoly, government revenue, price stabilization

One of the most common reasons for public ownership in industry is that 

of "natural" and"fiscai" monopoly. Where economies of scale are important, 

due to the size of the market and technological conditions, a situation 

may exist where only one enterprise can operate efficiently. Since profit 

maximization policy under monopoly implies restriction of output and/or 

high product pricing, there is Justification for Public ownership to 

maximize output and charge a reasonable price, while ensuring 

normal levels of return on capital invested. This argument is ~iver.



- o -

added weight where commercial costs and benefits diverge from social costs 

and benefits, due to external linkages within the economy. Thus, if 

marginal costs are lower than average costs, notably in industries with 

high capital costs or if external effects are present, a monopoly thus 

created is best owned by the public. The Korean fertilizer industry is 

one example of natural monopoly owned by the government where the Planning 

Board determines both the distribution price to the farmers and the 

transfer price from producer to distributor as part of over-all 

agricultural development 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 oligopoly profits in 

private hands, many governments find it convenient to operate "fiscal" 

monopolies in fields of inelastic consumer goods such as tobacco, alcohol, 

salt, sugar, etc. The alternative would be private monopoly or oligopoly 

regulated through taxation. There is thus a clear revenue motive for 

operating government enterprises. For example, in Thailand, a state 

monopoly operates in cigarette and alcoholic beverages production.

A related motive is that government, through the price policy of 

state monopolies, may stabilize prices in an effort to contain inflation 

with associated implications for income distribution and purchasing power. 

For example, throughout the industrial and developing world, many 

governments used their state industries to damoen inflation by restricting 

their prices.— ^

1/ The Economist, 30 December 1973, page 39-
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SavT.nK mobilization. foreign exchange and aid

In many developing countries public industrial enterprises have been 

established in the hope that they would make a contribution to mobilization 

of domestic savings, generation of surpluses- for reinvestment and 

transfer of funds as public savings, generation of foreign exchange 
earnings through exports of procesed natural resources, and attracting 

foreign investment. Moreover, in many of these countries the tax 

administrative system may not have been in a position to mobilize the 

financial resources required for industrialization through taxation or 

investment incentives. A case in point is Sri Lanka where public industries 

were created i.a. to generate resources for achieving the goal of national 

economic d( velopment. In Bangladesh public enterprises were viewed as a 

potent tool for generating surplus and for mobilizing resources for sociO' 

economic development.

A related motive has been suggested by Malcolm Cillis^ viz., "Lending 

activities of major donors 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 

regional multilateral, development banks (the A.sian, African and Latin 

American Development 3anks) have preferred to channel large portions of 

their resources through state owned enterprises rather than through ordinary, 

government agencies or private enterprises. The World Bank began tc fund 

public industries in a major way in 19^7 primarily because governments were 

reluctant to guarantee loans to private enterprises and the Bank insisted 

on such guarantees". It is also to be noted that a substantial proportion

1/ The Role of State Enterprises in Economic Development, By Malcolm Ciilis, 
Social Research, Cummer 1939, Rage &
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of UNIDO's technical assistance activities to developing countries is 

being provided to the public sector either directly or indirectly^ 

Moreover, bilateral assistance, particularly from socialist developed 

countries, has also been a contributory factor to the development of 

public industrial enterprises. Thus, for example, in Nepal and also to 

some extent in Sri T-anlra many public industries vere created with 

assistance of foreign aid programmes.

Commanding heights, natural resources, self-reliance

Certain branches of industries, especially those connected with the 

processing of natural resources play a crucial role in national development 

and are of strategic importance. Many governments prefer to gain and 

exercise direct control of these key industrial sectors in order to use 

them for directing the economic and social development of the society 

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 Zambia 

through nationalization of foreign interests.

The quest for enhancement of national self-reliance following 

decolonization and independence in the late 1950s and 1960s motivated many 

developing countries to nationalize foreign interests. Since private 

domestic capital and skills seldom existed, the government became the sole 

entrepreneur prepared to take over or undertake large industrial investment.

1/ UTTIDO, Industrial Development Board; The Public Sector and the Industrial 
Development of the Developing Countries, Report by the Executive Director, 
ID/3/238, 23 February 1930, para 23.
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Indonesia (1957), Egypt (1957/1961), Algeria, Brazil, Ghana and others.

More recently, some developing countries (Peru, Mexico) have nationalized 

foreign interests to gain more control over natural resource exploitation.

Specific socio-oolitical model of development

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 developing countries. Yet 

in most of these developing countries, industrial cooperatives, 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 varying 

importance at different periods derending urion the social nhilosonhy of 

the prevailing government . At periods the enthusiasm for public industry 

was gradually substituted by pragmatism, and public industries inherited from 

a previous regime were at times divested.

In other countries the birth of public industries bears little or no 

relationship to ideological 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, 

especially economic, and pragmatism have contributed to the establishment of 

public industries. This point may conveniently be 'illustrated by comraring 

the official ideologies of the Republic of Korea and India, which, assign 

diametrically oooosing roles to public ownership and control.

- 9 -
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Leroy Jones—  states that "In Korea, public ownership is viewed as a 

necessary evil: a role attributed to private enterprises in India. The

public enterprise share in non-agricultural GDP is quite similar, if not
2/identical, in the two comtries''. It is further stated that—  the Korean 

public enterprise sector has been shown to be surprisingly large considering 

the government's ideological orientation. The histórica’ mtecedent 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 ownership and 

control in overcoming various forms of private market imperfection.

■employment, income distribution, regional development

Many governments of developing countries have regarded employment

objectives as a major motive for establishing public industries with a

view to creating new employment opportunities commensurate with economic

growth or to preserving employment by means of taking over ailing private

industries. In Sri Lanka, for'example, public industries have been expected

to generate greater and better employment and training opportunities

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 m  Bolivia-:

1/ Leroy Jones: Public Enterprises and Economic Development, 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-agricultural 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/ Go. cit., page 139.
3/ Malcolm Gillis, Op. cit. oa^e 26l.



Many developing countries have also entrusted oublic industries vith 

special responsibilities in terns of contributing to improved income 

distribution in an effort to rectify Unbalances between regions of a 

country or between social groups. This motive has been relevant in both 

Malaysia and Indonesia. In Bangladesh public ownership was considered 

a means of reducing inter-regii nal ineauality of inccr.5 and interpersonal 

inequality as well as promoting growth 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 policies which consciously 

subordinate growth to egalitarian objectives.

-11 -
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III. REVIEW OF CONTRIBUTION OF PUBLIC INDUSTRIAL 
SECTOR TO INDUSTRIAL DEVELOPMENT

Comparative cross-country analysis of relative 
importance of nubile industrial sector

a) Importance of public industry in different developing countries.

In developing countries, officially designated as "centrally planned 

economies Asia',’ which include People's Republic of China, The Korean 

Democratic People's Republic, Laos, Democratic Kampuchea, Mongolia and 

Vietnam, the public sector identifies itself almost entirely with national 

industry. Thus in Mongolia, the public sector accounts for 97.k rer cent 

of total manufacturing output, the balance originating in the small scale 

co-operative sector. The public sector plays a predominant role in Syria, 

Iraq, Egypt, Bangladesh, Somalia and Pakistan accounting for sore than 

two thirds of total manufacturing investment. In both Syria and Iraq, 

manufacturing investment is almost entirely in the public sector (Table I) .

Public industrial enterprises play an intermediate role in Mexico, 

Algeria, India, Venezuela, Yemen Arab Republic, Sri Lanka, Tunisia. Za- a, 

Turkey, El Salvador and Morocco. The share of the public sector in t 

manufacturing investment in these developing countries lies between one- 

third and two-thirds.

A limited role is assigned to public industries in Peru, Brazil..

Ivory Coast, Nigeria, Panama, Thailand, and the Philippines, listed in 

descending order of public sector importance. In these developing 

countries the public sector accounted for less than one-third of

manufacturing investment.
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The public manufacturing sector plays a predominant role in a greater 

number of developing countries in South and South-east Asia, West Asia, 

and Africa than in Latin America It is also noteworthy that the public 

sector seems to play a relatively important role in oil-producing 

developing countries. This holds true for some developing countries like 

Iraq, Mexico, Algeria and Venezuela, tut to a lesser extent for Nigeria, 

Indonesia and a number of other oil producing developing countries, 

especially West Asia.

b) Dynamic role of public industrial sector

Public ownership in industry is a relatively new phenomenon in the 

developing world. In Turkey and Mexico public industries were established 

in the 1930s; in China during the 19k0s; in Bolivia, Indonesia and Egypt 

in the 1950s, and in most other developing countries during the 1960s and 

1970c. In many of these developing countries, especially 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 one year, 

mainly from 1970 onwards the analysis in Annex II reveals that the role 

of public industry has been increasing in oil-producing developing countries 

like Iraq, Mexico, Venezuela, possibly in Algeria and also in Pakistan.

In contrast, the importance of public industry has been decreasing in 

Bangladesh, Egypt and Yemen Arab Republic, all developing countries 

where the proportion of public sector in total manufacturing investment 

previously exceeded 90 per cent. In other developing countries such as 

Syria, Tunisia and Sri Lanka, the role of the public manufacturing sector
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has been fluctuating with nc clear trend. For example, in Sri Lanka 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 public industrial sector 

and the stage of development may be illustrated by using as indicators 

the share of public sector in total manufacturing investment and GD? 

per capita. For non-oil producing developing countries, there seems 

to be an inverse relationship between the share of the nublic sector in 

total manufacturing investment and GDP per capita. Thus, anart from 

oil-producing developing countries, the role of the nublic industrial 

sector is nredominant in countries with low per capita GDP and the role 

is generally lower in countries with higher ner cauita GDP, figure I. 

(except i.i the case of Syria).

Significance of nublic industrial enterprises in different branches
of industry

a) Capital goods industries

Table II provides information on the significance of the public 

sector in various branches of industry in selected developing countries. 

Information is provided on manufacturing value added, output, investment, 

employment as well as size structure, cohering consumer, intermediate 

and capital goods industries.

The importance of the public sector in capital goods industries is 

pronounced in most developing countries. In Algeria and Egynt, the 

share of public sector in total manufacturing cutout in car.ital ?oc<is 

industries was 92.7 per cent and 30 per cent resrectively. The nublic 

sector plays a relatively important role in iron and steel industries.
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and a noderate role in various machineiy industries. There is thus some 

evidence that emphasis upon capital goods industrialization based uron 

backward linkages to the mining sector usually entails an emphasis upon 

public sector, but that its role generally decreases with higher stages 

of industrial processing.

b) Intermediate goods industries

As a result of deliberate government policy public industrial 

enterprises tend to be concentrated in intermediate goods industries 

particularly petroleum refineries, petroleum products and chemical industries. 

For example, petroleum industries were all state owned in countries where 

such information was available (Table II). In Egypt, T9 ner cent of total 

value added in intermediate goods industries originated in the public 

sector. This tends to point towards the fact that resource based 

industrialization usually entails an expanded role of the public sector 

both in terms of domestic demand and export oriented industrialization.

This is most clearly evidenced by the crucial role which the public 

sector plays in the oil-producing developing countries. Further, as the 

Korean experience indicates, the public industrial enterprise 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 

products (sugar, salt,etc.) tobacco, beverages (alcohol), textiles and 

others. For example, in Egypt the public sector produced around half 

of the total manufacturing value added in the consumer goods sector. In
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Algeria, tile share vas higher. However, in Pakistan, Sri Lanka, Syria 

and Venezuela the role of public industry in consumer goods is noderate. 

Thus, it appears that in most developing countries included in the 

sample the consumer goods industries is primarily the domaine of orivate 

or co-operative industry, particularly small and medium scale industry. 

Concern with the provision 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 contribution to
industrial investment, value added and employment

The available data do not permit am elaborate analysis of 

capital/output and labour productivity coefficients. The data presented 

in Table I seem to indicate that public industries generally contribute 

more to manufacturing investment than to manufacturing value added 

(except Algeria and Pakistan)/ to manufacturing outout (except Somalia 

and Algeria)/ to manufacturing employment (no exceptions). The 

difference is striking in the case of Iraq, where the contribution of 

the public sector to manufacturing investment was ?6.7 rer cent while 

its contribution to manufacturing value added was limited to ^1.5 cent; 

in the case of Pakistan its contribution to investment vas TO.7 rer -ont as 

against a contribution of 22.0 per cent to total manufacturing employment. 

Judging from the figures, the oublie sector would seem to have made 

a modest contribution to employment creation in industry.

The data confirm that a high degree of capital intensity, i.e. 

high capital/output raio, exist in the public industrial sector. This
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capital output pattern has been observed in a number of developing 

countries including i.a. Bolivia, Brazil, Colombia, C-hana, India, Indonesia, 

Pakistan, Bangladesh and Sri Lanka. In the Republic of Korea the capital 

intensity in public manufacturing enterprises is more than double that 

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

and Brazil to the extent that—  ̂ "it is almost as if industries were 

divided between public and private enterprises according to their capital 

intensity".

The tendency towards capital intensive bias in nublic industries 

be attributed primarily to the circumstance that a significant proportion 

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 operate more in monopolistic 

and oligopolistic markets (than their private counterparts), where 

pressures for cost minimization is weaker than under competitive market 

forms. Thirdly, there may be a built-in inclination for public officials 

and managers to favour capital-intensive projects partly due to the 

conditions whereby foreign aid is channelled into industry. Moreover, 

the attractiveness of capital intensive investments in nublic industry 

is given added weight, due to the nreferential treatment they receive, 

especially in countries where the finance sector is dominated by ruhlic 

financial institutions.

Table II shows that most enterprises fall within the catevery of 

large scale enterprises. The public industrial sector consists exclusively 

of large scale enterprises (more than 50 employees) in Pakistan, Sri Lanka 

and Egypt. In Venezuela and Nicaragua there is a small Proportion of

1/ -.Tohr. 3 oean -lolle .".nteroris«» i- - oeve] "in" '’our.tries=d. ?iblie Enterprise : Economic Analysis öf Thecrv and Practice
.ezm; r.ec ns 1 07'''.

’V a v V
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goods industry sector. In Algeria, the situation is somewhat different 

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 rrublic sector

The role of manufacturing in relation to other rniblic sector activities 

in the fields of finance, transport, electricity, trade etc. is illustrated 

in Annex III. A steady increase in the importance of the manufacturing 

sector within the public sector has been observed in India, Republic of 

Korea, Pakistan and Sri Lanka while fluctuations occurred in Bangladesh 

and an actual decline occurred in both Nepal and Thailand. In some 

countries the public manufacturing sector has become a dominant force 

within the public sector, notably in Bangladesh and the Reoublic of Korea 

with more than h6 per cent of all public sector activities and also 

Sri Tanka with 3^.^ per cent. In other countries, the share lies between 

lU.9 per cent «na 22.U per cent. In Bangladesh, the Reoublic of Korea 

and Sri Lanka, manufacturing is the most important public sc tor activity; 

in India it ranks second; in Thailand and Nepal third; and in Pakistan 

fourth after transport, electricity c.r.1 finance.



rv. PUBLIC INDUSTRIAL SECTOR AS INSTRUMENT 
OF INDUSTRIAL POLICY AND STRATEGY

International development strategies fcr oublie industrial sector

In recent years various intergovernment?! fora at the global level, 

industry sector level and regional levels have increasingly been concerned 

with the role that different ownership forms play in national development 

of developing countries, following the widespread attention devoted to 

transnational corporations, private foreign investment, and joint ventures 

in the 1970's. The recommendations emanating from these international 

bodies have implications for national policies and strategies for promotion 

of public industries.

At the global level, the International Development Strategy for the 

Third United Nations Development Decade^ emphasized that "due account 

should be taken of the positive role of the public sector in mobilizing 

internal resources, formulating and implementing overall n?tional development 

plan^ and establishing national priorities".

At the industry sector level, the Lima Declaration and Plan of Action
2/on Industrial Development and Co-operation—  recognized inter alia the 

importance of ensuring an adequate role for the public s^tor in the expansion 

of industrial development of developing countries. The General Assembly

If Resolution 35/3'S adopted by the General Assembly, 5 December lOtO,
(para. 31)

2j Adopted by the Second General Conference of UNIDO, \2-2̂ . March 1°75
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of the United 'rations recommended—  to take into account inter alia, 

the role of the public sector in implementing the long-term strategy 

of industrialization. The Industrial Development Board of ITTXDC adcrted 

resolution kR(XII)—' on the role of the public sector in nronotine the 

industrialization of developing countries. Subsecuently the Xev Delhi 

Declaration and Plan of Action on Industrialization of Develo ring Countries
Vand International Co-oneration for their Industrial Development— referred 

to the significance of the rublic sector in the redeployment o' industries 

from developed to develoning countries (para. 62). The Declaration and 

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

with national legislation (para. IU7 ).

At the regional level the Asian and Pacific Regional Develoriment

Strategy for the 1930’s adopted by the thirty-fifth session of the
k/ , . .Economic and Social Commission for Asia and the Pacific—  (’'arch 

stated inter alia, that the relative role of the state sector, the private 

sector and various people's organizations in each country vcuid naturally 

vary according to the politicc-socio economic system followed (para. I”). 

Stane enterprises had multiplied and diversified vithin the region and 

their role in development would continue to grow. The Commission recommended 

that substantial autonomy for such enterprises was necessary and feasible 

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

highly qualified managers (para 19).

In Africa, the Lagos Plan of Action specified the requirements for 

the achievement of industrial development. The Plan of Action emphasized

1/ Resolution 32/179 on the role of the rublic sector in rror.otinp- the 
economic development of developing countries, 1? Decemoer l'"1’7?.

2/ Adopted by the Industrial Development Board at its twelfth session,
2C May 1573.

3/ Adorued by the Third General Conference of UNID0(21 January-9 February 1930).
Economie and Social Commission for Asia and the ^aci^c" 
Rerort.17 "arch, 1979-29 Uarch Economie and Social
Records I/ÔO .3ur.rler.ent Je .C ,United "lapions, "iev York l"1"

Coure 
' -» -/ -

il. Official
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that industrial development in each African country will denend on 

determination of the role of private, serai-public as well as public 

enterprises as instruments for the iraplenentation of the Plan— ( In 

implementing the Lagos Plan of Action the role of the public industrial

sector is primarily viewed as interpreter and a manager of socio-economic
2/change: as a planner, as an entrepreneur: and as a negotiatoi— .

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

a) General characteristics of national strategies, policies and objectives.

There is a great diversity and multiplicity of strategies, colicies 

and objectives for development of public industry in developing countries. 

Ideally the objectives should be defined at the national level commensurate 

with national strategies and plans: at the sectoral level to ensure 

harmonization, and at che enterprise level to guide management decisions. 

However often they are vaguely defined with weak relationship to the motives 

for their establishment. The problem of multiple, diverse and vaguely 

defined objectives is compounded by the complexity involved in choosing 

between them within the context of the national policy framework. However 

as long as objectives are ranked and weighed to facilitate reconciliation 

of commercial and socio- political objectives, management theory orovides 

sufficient tools to pursue multiple goals with managerial efficiency.

1/ Plan of Action for the Implementation of the Monrovia strategy for 
the Economic Development of Africa: Organization of African Unity, 
ECM/ECO-9 (XIV) Hev. I, April 19*0. nage 2<c.

2/ Economic Commission for Africa: The Public Sector and the Iranieraentati-ir. 
of the Lagos Plan of Action, April 19°1, T/C,T-l!i/°0T : ?/C!.lMs/Tr,'T.7.ii/'-'



Policies pursued bv governments for acquiring public industrial 

enterprises include transfer of ownership throuch nationalisation and direct 

carital investment leading to full, majority or minority ownership.

Governments of many developing countries have also accuired indirect ownership 

or multiple indirect ownership through investment by one or several Public 

financial institutions or public industries. Further, governments have 

exercised effective control over enterprises even with minority shareholding 

or with no equity at all, through influencing the decision making process, 

either by factors internal to the firm, cr by the external economic 

environment in which the firm operates. Thus due to the existence of a 

variety of mixed public-private enterprise forms and linkages it is difficult 

to gauge the n '1 involvement of government in the industrial sector.

The indirect government ownership form in industry may be cuite 

significant. Indeed in many developing countries, governments have acquired 

substantial interest in financial institutions. For example the share of 

public enterprises in the finance sector (measured in terms of proportion 

of value added in GDP) was as high as 9^.5 per cent in Sri Lanka (l^T^)'.

35.9 per cent in Bangladesh (197*0; 67.5 per cent in Pakistan (19?U);

1*3.7 per cent in Korea(l975); 25.  ̂per cent in India(l972) and 1**.2 per cent 

in Thailand (1973)~{ Since financial institutions may have substantial 

shareholdings or rendered significant credit to private or semi-private 

industrial enterprises, 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 enterprises
2 /and 13 minority interest companies in 1931— ; In Malavsia the government owned 

32 public industrial enterprises with 65 wholly-owned subsidiaries and J.35 

Joint ventures.

1/ II Sakong: Macro-economic Aspects of Public Enterprises in Asia,
Comparative Study. Morea Development Institute, 1°C3, n. Ii7-5G- 

?./ Includes both industrial and non-industrial commercial enterprises.
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There are important areas of convergance in the objectives and 

operational patterns of public, private and foreign enterprises, which are 

all interlocked in a network of interrelationships that are both complementary 

and competitive. The delineation of industrial strategies and Policies 

between public, private and foreign enterprises has been a crucial component 

of industrial development strategies of a fev developing countries. Annex 7 

exhibits an indicative list of various industrial branches "reserved” 

for the public sedtor and other "productive agents” of industrialization 

(private domestic, foreign, cooperatives, joint-ventures) in Bangladesh, 

Pakistan, Sri Lanka and Venezuela.

There is significant evidence that changing economic, social and 

political factors have led to modifications in development strategies 

and policies and substantially affected the role, function and organizational 

structure of public industrial enterprise development and their relationship 

to other "productive 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. ¿1 sector in 197^ was almost entirely 

reversed in favour of the private sector in 1976. (Annex V).

The following synoptic review of selected country experience attempts 

. _ r 'fy the varying roles assigned to the public industrial sector 

in ional development strategies of developing countries with different 

socio-economic background. For this purpose the countries have teen 

classified into countries that are predominantly public sector oriented; 

mixed public-private sector oriented and predominantly private sector 

oriented, referring to countries respectively with a share of public sector
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in total manufacturing investment of more than tvo-thirds, hetveen one- 

third and tvo-thirds and less than one-third. This is a somewhat arbitrary 

hut convenient criteriun. However, it should he noted that if manufacturing 

value added was used as criterium instead of investment, more countries 

would fall into the latter country groups. The investment criterium has 

been 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 presented in Table III.

b) Developing countries with predominantly public industry environment

This group cf developing countries encomnasses i.a. Syria, Irac,

Egypt, Bangladesh, Pakistan and Tanzania. A common feature is that 

the emergence of public industry was primarily based upon non-economic 

motives with a view to promoting a socialist pattern of develoDnent. The 

function of the public industrial sector is orimarilv tr-e nature of 

entrepreneurial and managerial substitution. The enterprises were mainly 

acquired by means of nationalization of domestic and/or foreign enterprise. 

The cooperative and small scale industry sector remained im'iortant 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 gradually being enunciated in a 

more specific manner to take account of the potential role of private 

industry, domestic as well as foreign.

In Syria the manufacturing sector was largely dominated by the private 

sector until 196U. In accordance with the new socialist nclicy the major 

means of production in the country were nationalized in 19£V^5. As the 

oublie industrial sector grew, its organization also changed. In an attempt
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tc restore confidence "by the private sector, having "been largely shaken 

by nationalization in the mid-1960s and to encourage private investments, 

an indicative list was issued in 1971 by the Government, identifing the 

particular branches in which the public, private 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 production facilities, and where the products are 

largely standardized in nature,iii)produce basic goods for local consumption 

and those which produce strategic products. Furthermore the indicative 

list specified 110 industrial commodities which the private sector can 

engage in manufacturing.

In Iraq government ownership in manufacturing was rather small until 

196h and mainly confined to oil refineries and a few large establishments. 

The far reaching nationalization measures in 196U placed all larve 

manufacturing enterprises under government control. Public ownership 

became a dominant feature of the Iraqi economy. The private sector remained 

active in small establishments and small workshops. Changes have renortedly 

occurred in the governments attitude over the last two years more 

favourable to the private sector.— ^

- 31 -

In Fgyot the public sector emerged through nationalization in 1957 

and dominated the manufacturing sector until the mid-seventies. The 

introduction of the "open-door" policy in the late 1970s was aimed at 

rationa_izing the market pricing system and the enhancement of the roles 

of the private and foreign sectors. The public sector is ^raduali^ beir.e 

reorganized to enable it to function on a commercial basis. Its role will 

gradually be confined to those activities which would not be attractive

The Iconc: •or 2.  ̂•° 'tIf
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to private and foreign investors. Main enphasis will be placed on enhancing 

the efficiency of the public sector. Thus the major conponent of the 

policy and strategy of the industrial programme 1930-5U is to restrict 

the participation of the public sector, and to strengthen and deener. 

the policy of an "open-door’’ economy. This implies concentrating mainly 

on the expansion of joint projects with foreign partners 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 economy implied that 

public enterprises were to perform an entrepreneurial function ureviously 

assumed by the private sector. The public sector became the dominant 

sector in industry after nationalization in 1972. A limit was set on the 

size of individual units in the private sector, which was not allowed to 

collaborate with foreign private enterprises. Later the ceiling on private 

sector units was increased and collaboration with foreign private sector 

allowed. The areas of investment reserved for the public industrial sector 

was originally set at 18 sectors but later reduced to 3 sectors, while other 

sectors were opened for Joint ventures between private and public sectors. 

Under the influence of private interest groups and political factors, the 

previous policy has been further modified by allowing private enterurises 

majority holding in Joint ventures and lifting the ceilings or. Private 

industry units on a case by case basis.

In Pakistan the manufacturing sector was predominantly private until 

1971. With mass nationalization in 1972 for reasons of distributive Justice 

and socialism the manufacturing sector came to be dominated bv nublic 

industries. The emphasis on the public industrial sector was reversed



in 1977 when measures were taken to decentralize and return oublie industries 

to private ownership. At the sane tine major efforts were made to invigorate 

the private sector as an instrument of industrialization and economic 

progress. This new policy is reflected in the Fifth Five Year development 

Plan 1973-33 which seeks to achieve inter-alia restriction of public 

investment to ongoing projects and a substantially increased role of the 

private sector in industrial development. In the current Plan the role of 

public sector industry will generally be confined to modernization and 

balancing of capacity. Notwithstanding the new sentiment in favour of 

private industry, the public industrial sector has retained its role as a 

major vehicle of industrial development.

In Tanzania, the Arusha Declaration of 19^7 emphasized socialism and 

self-reliance and placed increased responsibility on the public sector to 

engage in productive investment in industry. Industrial development was 

to be based on four ownership patterns: i) industries which were to be 

wholly owned by the government including strategic industries: ii)industries 

which were to be controlled by the government by having more than 50 rer cent 

of the voting shares (mainly parastatals); iii) industries which were to 

operate on partnership or Joint venture basis where the government was not 

necessarily to have majority share and iv) open industries, which were to 

deal with small and medium scale economic activities; undertaken by local, 

foreign and government institutions. A National Development Corporation 

was established as a government investor to consolidate the institutional 

foundation for socialistic development. A number of firms in the industrial 

sector were nationalized or majority shares acquired conrulsorilv with 

compensation. Yet the National Development Corporation has encouraged 

partnership with private firms both local and foreign, of ur to 5C ter cent 

of equity.

- 3̂  -
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Since 1963 the state sector ir 3urr.a vas intended to become the 

dominant force in manufacturing: private industry has been alloved only 

under various limitations and controls. The public sector is overwhelmingly 

represented in the heavy industry and capital goods sector and is therefore 

able to control the pattern of accumulation and the provision of innuts to 

the private sector. Basically the nublic sector is reserved for industries 

using imported raw materials while private enterprises operate in industries 

using local inputs.

c ) Developing countries with mixed public and private industry environment

These countries include i.a. Sri Lanka, India, Korea and Mexico. The 

salient feature of policies and strategies is that the roles of public, 

private 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 enterprises.

Sri Lanka is perhaps unique among developing countries. In that the role 

of the nublic industrial sector has undergone significant fluctuations 

with every change of government since 1956. By the mid-seventies every 

important facet of the economy came to be dominated by the public sector 

while the private sector was assigned an ever diminishing role except for 

small and medium industries. In 1977 the government nronounded a ranid 

expansion and a dominant role for the private sector and a drastic curtailment 

of the public sector. A rapid privatization of the public sector vas 

expected.

According to the national economic development plan, the nublic 

industrial enterprise is expected to show an adequate return on capital
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invested in order to make a contribution to the exchequer. The development 

strategy also emphasised improved resource utilization, managerial efficiency 

and to this end encouraged foreign collaboration agreements. According 

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

any new areas.

Historically the public industrial enterprise in Sri Lanka evolved 

by superseding the governmental institutions in order to ensure much 

needed commercial flexibility to conduct certain industrial activities 

where the private sector could not come in. However, rigorous controls 

were being imposed on public industries leading to irrational interference 

in pricing, production and employment policies. This led to the 

deterioration of the efficiency of the public industrial enterprise. To 

remedy the situation 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 

ceased to be a drain on the exchequer.

Public industrial enterprises were also required to compete on equal 

and non-discriminatory terms with the private sector and monopoly power 

of public industrial enterprises was dismantled. They were also made to 

face a fair degree of import competition. Thus public sector efficiency 

was sought to be enhanced by creating competitive conditions and not by 

effecting bureaucratic controls.

Public industries in Pri Lanka were also encouraged to encrape the 

services of professional managers, instead of denendir.r on "arsons with 

limited or no commercial experience. To hr in-3, about more harmonious



labour relations, worker representation in the Boards of ’ianaffenent vas 

brought about by appointing worker Directors in most enterprises. The 

problems related to inadequacy of skilled personnel were partly expected 

to be reduced through emphasis on training aspects in collaboration 

agreements between public and foreign enterprises.

Finally the performance of enterprises incurring recurrer.c losses 

are being closely examined with a view to improving their efficiency and 

financial viability. The Government has decided on a policy to close down 

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

In India, the adoption of a socialistic pattern of society in 195^ 

further enlarged the role of the public sector in the mixed economy 

framework. Commensurate with industrial progress, the role of the public 

industrial sector has increased continuously. The Industrial Policy 

Resolution of 1956 classified industries in three categories: l) Industries 

which would be the exclusive responsibility of the State (IT): 2) Industries 

which would be progressively state owned but in which private industries 

would be xpected to supplement the efforts of the public sector (12): and 

3) other industries. Emphasis has been placed on complementarity of the 

public and private industrial sectors on the assumption that the private 

sector accepts the broad princinles implied in the national development plans. 

An important emphasis is given to the inter-relationship between small-scale 

and large-scale enterprises. The new Industrial Policy Resolution adopted 

in December 1977 refers to the role of the public industrial sector as follows

"The public sector in India has today come of age. Apart from 

socialising the means of production in strategic areas, public sector 

provides a countervailing power to the growth of larce houses and 

large enterprises in the private sector. There will he an expanding



role for the public sector in several fields. Not only will it he 

producer of important and strategic goods of basic nature but it will 

also be used effectively as a stabilizing force for maintaining 

essential supplies for the consumer. The public sector will be charged 

with the responsibility of encouraging and developing of a wide range 

of ancillary industries, and contribute to the growth of decentralized 

production by making available its expertise in technology and 

management to small-scale and cottage industries sectors. It will 

also be the endeavour of Government to operate public sector enterprises 

on profitable and efficient lines in order to ensure that investment 

in these industries pay an adequate return to society".

This is a statement of policy adopted after public sector undertakings 

have come of age. It sigr’fies a reorientation of its role after the role 

earlier assigned to the public industrial sector has been more or less 

fulfilled.

A paradox in development of the Republic of Korea—  ̂ is that 

notwithstanding a policy commitment to private enterprise development, 

public sector has been used to a degree that parallels that of many developing 

countries advocating a socialist pattern of development. This would tend 

to point to the economic Justification of public industrial enterprises.

In fact, during the period of rapid economic growth, public enterprises 

constituted a "leading sector" in the sense that they grew substantially 

more rapidly than the economy as a whole and inder.tifiable linkages existed 

whereby growth was transmitted to other sectors. Dublic enterprises are 

characterised by output market concentration, high forward linkages, high 

capital intensity, large scale operations and production for import 

substitution rather than exports. The rise and crowth of the public sector 

in the Republic of Korea is explainable in terms of the Government's ^rovth

i_/ This review is based upon: Government, Business and Entrepreneurship 
in Economic Development: The Korean Case by Leroy Jor.es and II C.akon~, 
Cambridge 0. p. 297-2?s.
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oriented pragmatic approach to overconing some of the market imperfections 

in the course of development. Public enterprise is viewed as a tool 'or 

dealing with these problems and is generally considered more efficient 

than its counterpart in other developing countries albeit less efficient 

than its private counterpart in the Republic of Korea.

In Mexico, the industrialization strategy is bar J upon the long-term 

goal of shared development among public, private and labour sectors and 

vitalization of the mixed economy system. The public industrial sector is 

strong in some strategic branches. Mexico is a good example of a developing 

country seeking a resource based industrialization which is in the process 

of switching from a domestic demand based to an export oriented development 

strategy. The public industrial sector co-ordinates its activities with 

the private sector which has a major role in national industrial production. 

The present strategy of shared development is to establish a new set of 

relations and ways of co-operation between private and public sectors.

Developing countries with predominantly private industrial environment

Included in this group are developing countries like Indonesia, 1'eoal, 

Thailand, Saudi Arabia,and the Philippines. The salient feature of strategic 

framework is the devotion to the system of free market economy and inherent 

inclination to limit the role of the public industrial sector. However, 

the axistance of public industries in most of these countries points to 

the economic Justification for public sector involvement due to free market 

imperfections. Public industries in these countries are primarily established 

due to private sector inadequacies, due to strategic considerations, and 

as a means of extracting surplus government revenue in monopoly industries.

As will be discussed later there is a tendency towards denationalization
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and divestiture of public industries to the private sector. The strategic 

framework for the role of the oublie sector is commonly vague, and usually 

governed by the rule of exception. The role of the oublie industrial sector 

is mainly of an entrepreneurial supportive nature rather than that of 

entrepreneurial or managerial substitution.

In Indonesia, the Government enunciated its policy towards the oublie 

industrial sector in the Third Five-Year Plan, 1979-195U, (Repelita III).

The Plan stipulates that public resources will be used to assist the 

implementation of programmes emphasizing the objective equity, covering 

industries which are labour intensive and fulfill basic human needs 

(textiles, buildings materials for low-cost housing construction, 

pharmaceuticals, paper, small-scale, village and home industries). On the 

other hand, programmes emphasising growth objectives which are in general 

capital intensive (chemical, steel, transport equioment etc.) will have to 

rely on private domestic and foreign sources. For this purpose state 

enterprises are now encouraged to form Joint-venture enterprises with 

foreign partners in the expansion and further develonment of their entemrises.

In lepal, the Fifth Plan (1975-1980) stipulated the policy towards the 

public sector which was expected to play a predominant role to accelerate 

production while the private sector was made complementary to the public 

sector. The driving force behind the establishment of public industries 

has been bilateral aid for turn-key projects. The Government has partly 

pjayed an entrepreneurial supnort role to private sector (tea orccessing), 

partly an entrepreneurial substitution role (pharmaceutical industry), while 

in others (jute and cement) the motive was to sain control in order to 

generate greater social welfare. In the Sixth Plan ( ) the main

emphasis of the industrial strategy has shifted towards the development of

cottage and small industries.
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In Thailand, the Government policy specifies certain industries vhich 

are preferred for operation under government ownership or ecuit^ narticitation. 

These include inter-alia: i) industries related to national security, nrice 

stability, anti-monopoly or natural resource preservation: ii) certain 

competitive industries vhich may be a means of implementing government 

policies; iii) industries vhich have a significant impact unon the economy 

(e.g. petroleum; and iv) industries vhich require specific technology, 

know-how and large capital investment beyond the capability of domestic 

private enterprises.

In Saudi Arabia, it is the policy of the Government to establish 

public industrial enterprises, when the private sector is unwilling or 

incapable of investing in certain enterprises. It is the declared policy 

of the Government to sell to the public shares it owns in industries other 

than those relating to national security. In all cases the Government 

conducts its policies in a manner that establishes its position as a 

partner rather than a competitor to producers in the private sector.

The Philippines economy is mostly in private hands. State direct 

involvement has traditionally been very limited not only in the industrial 

sector but also in sectors which are usually mostly public such as 

infrastructure and utilities.

Co-oneration among public and private industrial enterprises

There has been significant growth in co-oneration between public and 

private industrial enterprises at the national or international level in 

the form of .Joint ventures towards the achievement of national and 

commercial objectives in a number of important industrial areas. This new



development underlines the growing inter-play of public and nrivate

industrial enterprises which are becoming increasingly innerc 5n»ndant
1/The reasons for this increasing interest are fourfold—

a) Governmental participation through subscrintions to enuity canital

is intended to activate local entrepreneurship, by creating confidence 

among the investors in the orospects for success of the enternrises 

concerned;

b) the Government wishes to invite private investment in public 

enterprises in order to acquire the management skills characteristic 

of private enterprises. In this way, public purpose, as represented 

by governmental investments, can be combined with private 

managerial initiative;

c) the Government may desire to spread its limited investment resources 

over a large number of enterprises by subscribing to their eauity 

on a partial basis instead of owning them in full:

d) where an enterprise has to be sponsored 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 a smooth manner.

Phis new breed of public industrial enternrises reflects a new pattern 

of relationship between the State, domestic nrivate industry, foreign 

investors and transnational corporations. Due to disenchantment in earlier

1/ Survey of Changes and Trends in Public Administration and lir.ance for 
Development, 1973-77, "cited Nations 1^73 (E.7" .II.7.7 ) , n. ¿7



years with ‘oint ventures between foreign and domestic private enterprises 

and in an effort to counter the influence of transnational corporations, 

governments of many developing countries increasingly favour new forms of 
cc-operation whereby the state itself becomes an active partner in industrial 

activities. This new form of public enterprise has emerged in a number 

of developing countries such as Brazil, Egypt, 1-hana, Indonesia, Kuwait, 

Mexico, Nigeria, Senegal, Sudan, Tanzania, Thailand, Venezuela, and 

several Arab countries. The mechanism provides significant benefits to 

government in terms of access to foreign technology, capital, management 

skill, export markets, without relinquising management influence. It is 

a way of protecting national interests from potential damage by commercial!;' 

oriented foreign investors. From the point of view of the transnational 

corporation or foreign investor this form of co-operation is attractive 

since it involves partnership with a partner who influences the economic 

climate in which the enterprise operates (taxes, import quotas, competition, 

etc.) and which is perceived as a means of reducing the political risk 

of operating in a foreign country. The increasing trend towards Joint- 

ventures has been reflected in national policies and strategies and may 

be illustrated by the experience of selected developing countries.

The petrochemical industry in Brazil is illustrative of a special 

Joint venture form where the State entered as an entrepreneur with 

sufficient resources to co-operate as an effective partner with domestic 

private industry and transnational corporations in promoting an industry 

that required large capital resources and advanced technolog:/. The 

industry is characterized by a unique trilog'.'’ of state capital, domestic 

private capital and transnational corporations that are bound together to 

form a single interdependent corporate system. The oublie sector initially 

entered the industry in the i?60s not because it was anxious to take ever
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the petrochemical industry but because private industry vas anxious to gain 

its participation. The preferred investment formula has been one third 

government, one third local capital, and one third foreign investment.

In several cases, hovever, the inability of local orivate nartners to meet 

exnansion 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 Programme is 

a planning effort where the Government has endeavoured to establish a new 

set of relations and ways of co-operation between private and public sectors.

In Egypt, the open door policy introduced in the 1970s increased the 

autonomy of public industries and led a significant number of public sector 

companies to strive for negotiating Joint venture agreements. In fact 

Joint venture projects have been given particular priority in the industrial 

programme of the Ministry of Industry and Mines and represents a sizeable 

portion of the total capital investmenp of the Ministry's industrial 

programme for 1980-198U.

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 approach is co-operation between 

a public industrial enterprise of one developing country with its counter- 

part(s) in another fethers) within the framework of regional co-operation.



Under this fora the public industrial enterprise itself would become 

transnational in nature. The role of public industrial enterprise in the 

context of ASEAN regional industrial co-operation scheme is a case in 

point. The governments of various ASEAN countries have committed themselves 

to a programme of industrial co-operation among its member countries. A 

first set of joint venture projects were negotiated at the 3ali Summit in 

1976. Subsequently other projects have been identified. The projects 

were envisaged to be sst up as public enterprises in view of their scale 

of operation, capital intensity and high risk element. As far as the 

first round of Joint ventures is concerned, two countries, Malaysia and 

Indonesia have decided to proceed with their regional nrojects, - both 

urea fertilizer projects as public enterprises. While these industrial 

projects are expected to provide an important impetus in the long-term, 

it is envisaged that the greater portion of he ASEAN Industrial Programme 

would be implemented by the direct efforts of the nrivate sector in the 

member countries through the ASEAN Industrial Complementation Programme(AIC).

Divestiture of public industrial enterprises

A number of developing countries including Argentina, Bangladesh, Brazil 

3olivia, Chile, Ghana, lialaysia, Nepal, the Republic of Korea, Saudi Arabia 

Senegal, Singapore, Sri Lanka,and Thailand have pursued a ooiicy or 

expressed desire to sell public industrial enterprises to the private sector 

once the pioneering role of the government has been discharged. This 

policy enables the government to use its limited financial, managerial and 

other resources to pioneer new ventures or pursue other government Priorities 

in the economy, infrastructure or social services.

1/ ASEAN Co-operation in the Field of Industry 
Past and Present Activities ,'JEIDC/DIS 20U c

A. Background Study on 
ebruary, 1^1, nave 21.



In Thailand, public industries are being divested because they have
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close down or sell state industries vhich were originally established to 

introduce a nev industry as veil as those now operating inefficiently.

In Malaysia, the eventual sale of nublic industrial en "rprises is a 

foregone conclusion since they are being held in ’’trust" for the Malays 

until such a time as they are able to buy them from the State.—  ̂ In 

Pakistan, measures were taken to divest public industries to the private 

sector in 1977- Under the"Transfer of Management Establishment Order 

1973" 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 policy has been adopted 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 public 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 drastically. The 

textile industry which was dominated by the public sector was handed over 

to private companies to manage; but this was more in the nature of a 

management contract rather than privatization.

1/ Public Enterprise in the East and South-East Asian Region - A comnarative 
study by R. Thillainathan. ESCA? Second Meeting of the South-East and 
East Asia Group of Consultants in connection with imlementation of 
ESCA? Resolution lSO(miV): Strategies for the 1930s, 16-21 ADril 1931, 
D?/STR(2)/3, p. 2U-25-



Public industries in che Republic of Korea are being sold off to the 

private sector because of the underlying commitment of the Government to
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against a situation firstly where chese enterprises have performed 

remarkably well by international standards and secondly where divestiture 

includes some of the most successful enterprises. The Republic of Korea 

is the only developing country in Asia which has gone some distance in 

divesting public industries, both enterprises directly owned by the 

Government as well as enterprises indirectly owned, for instance, by the 

Korea Development 3ank. Its divestiture programme has been carried out by 

three methods: firstly open market operations by listing the shares of public 

industries at the stock exchange (Korea Fertilizer Comnany); secondly 

competitive bidding for the shares of the enterprise (Sea Han Motor Germany): 

and thirdly through negotiation with potential buyers for the shares of the 

enterprise as a whole.

The process of divestiture is associated with certain historical ana

bureaucratic inertia. Since bureaucratic power is often irreversible and

public sector self-interest tends to predominate there is a certain

complexity associated with the political and economic transaction costs
1/of divestiture. In this context Leroy Jones observes— that "divestiture, 

and also nationalization, involves real economic costs as a result of the 

disruption which accompanies any change in status. The magnitude cf these 

costs varies with the organizational form of the enterprise: e.g. a departmental 

enterprise staffed by civil servants would be far more affected by a shift to 

private ownership than a Joint stock company directed by independent managers. 

Political costs are also incurred. Divestiture means a shift of rower and 

status away from bureaucrats, who may be expected to object vociferously".

Thus in considering the question of divestiture it would be useful to evaluate 

the benefits of imnroved efficiency against the social and economic cost of

divestiture.
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V. 3RIEF ASSESSMENT OF CONTRIBUTION OF PUBLIC 
INDUSTRIAL SECTOR TO SELECTED NATIONAL OOALS- 
SOME TENTATIVE EVIDENCE

Scone of assessment

Much attention has been devoted to the justification and motivation

for establishment of public industrial enterprises and their objectives

in developing countries by policy makers, administrators, researchers

and others. Limited concern however has been focussed upon their

quantitative and qualitative imnact uoon national development and on

performance constraints. This is no doubt due to their recent appearance

at the development scene; to the inadequacies of underlying data base;

and to methodological problems associated with complex goal structures.

The purpose of this assessment is merely to review and highlight major

findings of the scarce literature which exist on the subject, rather than
1/attempt a separate study, which has been undertaken elsewhere- . Generally

speaking the few systematic studies that have been undertaken on the impact

of public industries upon development are either partial in nature,

descriptive in character and carry an element of speculation. They seldom

focus exclusively on the manufacturing sector but, rpther deal with the
2 /public enterprise sector as a whole— . A common feature is that they tend 

to view the public sector in isolation, detached from the performance of the 

private sector; the implication being that no valid conclusions may be 

inferred as to the relative merit of each sector.

1J Comparative Study of Imnact of Public and Private Manufacturing Sectors 
in Selected Developing Countries by Javed Ansarri, UNIDO ID/MG 2^3/10,
13 September 12^1 •

2J Part of the analysis in this chanter refers to nubile enternri^es in vener 
wherever possible however an attemnt has been made to focus exciusivelv 
on oublie manufacturing enterprises.



General achievements

Public industrial enterprises have demonstrated significant achievements 

in a number of crucial areas. Some of these do not easily lend themselves 

to being evaluated in traditional economic terms. In many developing 

countries the emergence of public industries occurred in response to 

pressures often of a non-economic nature which no government could seriously 

afford to overlook. This is particularly true in regard to enhancement 

of self-reliance and "indigenization'' following independence in the 1950's 

and 1960's in many developing countries, especially in Africa. The ouest 

for controlling national destiny, directing and guiding the pattern of 

national development was sought to be fulfilled through the establishment 

of public industries. They have made substantial achievements in 

discharging responsibilities towards exploitation of natural resources, 

basic and strategic industries. In many developing countries large scale 

industrial projects hpve been established by the public sector,which were 

beyond both the capability and/or willingness of the private sector. Their 

presense has been a counterweight to excessive concentration of private 

economic power and transnational corporations. They have made a pivotal 

contribution in some countries to the establishment of domestic capital 

goods industries and a professional cadre of industrial managers, for 

example, in India . They have also played a key role in the development 

of internationally competitive fertilizer, iron and steel industries in 

the Republic of Korea.—  ̂Further, public managers in industry have often proved 

more "development eoncious" than their private counterparts in negotiations 

involving Joint-ventures with foreign firms and transfer of technology 

especially in petroleum processing and non-fuel minerals. Thus, their role

1/ See World Development Reoort 1979, World Bank, Washington, 19^0,nage



as a vehicle for negotiating the purchase and import of technology have 

been quite important. While all these achievements are considered 

significant, the associated costs have rarely been assessed in the context 

of national, financial, humna and other resources: moreover their impact 

upon investment in the private sector is unknown.

The following review reveals that the contribution of public industrial 

enterprises to employment; income distribution and anti-poverty goals: 

savings mobilization government revenue and macro-economic stability; 

agriculture ; small-scale industry ; industrial decentralization ; and basic 

needs,has been rather mixed, in a few cases significant, but in most cases 

weak. This does not imply that they have been detrimental to society 

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

basis for generalizations in this regard.

Snnloynent, income distribution and anti-noverty goals

The establishment of public industries has often been motivated by 

a desire to create employment opportunities or to preserve jobs in ailing 

private industries. The comparison of employment and investment co­

efficients analyzed in Chapter III suggests that the contribution of public 

industries to employment creation has been limited due to the marked capital 

intensive nature of investment in branches where they onerate. There 

appears to be widespread consensus on this point. Leroy Jones and II Salong

conclude^ that the public enterprise sector is "a most inefficient means
2 /of employment creation". Malcolm Gillis observes—1' that "whatever the 

intention, state owned enterprises hs.ve not had a remarkable success in 

creating new Jobs in the past decade or so. Their rerformar.ee seems all

1/ "r. Cit. , pave



the more perplexing in the light of the pervasive tendency towards 

overstaffing of labour in state industries’'.

Malcolm Gillis further observes that public industries may have had

a more significant impact in preserving industrial employment by taking

over terminally ill private industries, by means of government subsidies,

but usually at a substantial cost to the exchequer in the form of subsidies
1/to keep enterprises going.—  Very few governments - and not only in

developing countries - allow private industries to pass away due to genuine

concern over the social implications of unemployment in the wake of

bankrupcie- in the private sector. Ailing private firms are then usually

absorbed into the sphere of the public sector. Cases in r.oint are cement

plants in 3olivia and much of the Indian textile industry. In other cases

government has been reluctant to let their equity or credit in ailing

firms vanish entirely. Such cases have been observed in Turkey, Argentina,

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

it is virtually impossible to go out of business, .'ialcolm Gillis notes that

as a result perhaps half of the over 5G firms owned by the 3clivian state

belongs to the "sinking sands" category, as do the majority of Indian
2/state owned textiles industries.—

In regard to income distribution the experience of Singapore and the 

Republic of Korea shows that to grow rapidly is a safe way to reduce income 

inequalities. An examination—  ̂of the impact of increased state participation 

in the economy on the distribution of income in Brazil and Peru indicated 

that there is considerable evidence that behaviour of state enterprises 

has not contributed to generate equality in the distribution of income and

1/

2/
3/

On. Cit.. page 2o0
Op. Cit., page 23l
The_ Impact of increased State Particirat 
2i£t£_ibytion of income: Some Reflections 
Peru. by Werner Baer and Adolfo Piyueroa 
Conference on Public Pnternrises in Fixe

ion in the Zconomv or. _thq 
Based, pn. the_ila.s_es_qf. Brasil and 
prepared for the Second BAPPG
d Bconomv LDC' Arril O C 1 r  0 ^  / y -L
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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 primarily 

concerned with the efficient functioning and rapid growth of their entities 

which usually works counter to egalitarian distributive goals of the 

central government. In the case of Peru the inefficiency of state 

industries caused large deficits funded mainly by the state which had a 

regressive impact on the distribution of income; state resources could 

have been used for projects with much greater social impact.

In examining public enterprises as an instrument of policy in anti - 

poverty strategies in South Asia, Rehman Sobhanr-^ concludes that they 

have not been conspicously successful as an anti-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 public 

enterprises has not made any significant contribution to employment 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 intermediate goods. However, 

these investments have had an important secondary impact on both emnloyment 

and meeting of basic need.*: which have contributed both to growth and 

improvement in conditions of life. Rehman Sobhan further concludes that 

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

1/ Public Enterprise as an Instrument of Policy in Anti-poverty Strategies 
South Asia, by Rehman oobhan. Economic and Social council for Asia hna 
Pacific; Second Meeting of the South Asia C-roup of Consultants in connexion
with the implementation of SSCAP resolution 160 (XXXIX): Strategies for 
the lpPVs. This study refers to industrial and non-industrial public 
enterprises.
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private sector has met with nixed results. Moreover the South Asian 

experience appears to confirm the view that the nature of the state is a 

critical factor in determining the growth of public enterprise, the interest 

it will serve, its viability and its distributive regime.

Savings mobilization, government revenue, macro-economic stability

Public enterprises have often been established in the expectation 

that they would contribute to resource mobilization, government 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 employment. The question is whether 

they generate sufficient savings to finance their own capital requirements 

and contribute to capital requirements of other sectors as well.

The experience of some Asian Countries has shown that public industries 

in general (including non-manufacturing public enterprises) perform a 

relatively more important function as investment agents than as resource 

mobilizers^ Public enterprises in general do not mobilize sufficient 

resources for their own development needs and require external financial 

resources. The absolute surplus generated by these enterprises (including 

retailed earnings, taxes and dividends) has grown into a sizeable magnitude 

mainly in the form of taxes. Since the bulk of these government revenues 

has been spent on current consumption rather than investment, it would 

appear that in South Asia public enterprise has not realized its cotential 

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

1/ II Sakong: Macro-economic Aspects of Public Enterprises in Asia: A 
Comrarative Study, Korea Development Institute, l0?0 , •7 0



- 53 -

income towards the poor^/ In other countries such as Argentina, Egypt,

Guyana, Ilicaragua and Panama the net savings of the consolidated state
2/enterprise sector was typically negative (1970-73)— . In Ghana most of

Vthe public enterprises made either big losses or meagre profits^.

Public enterprises in the Republic of Korea, Singapore and Pakistan

enjoy a relatively good reputation for generating positive accounting
U/results. Malcolm Gillis observes that—  in the Republic of Korea, Uruguay 

(1975-76), India (1970-72), Pakistan (1972-71») and Indonesia (1976-78) 

state enterprises savings generated as much as 10-15 per cent of gross 

domestic investment. However in each of the first three countries the 

state enterprise sector was unable to generate enough savings to finance 

its own investment requirements. In countries like Bangladesh, Thailand, 

3olivia, Chile and Uruguay before 1972 as veil as Somalia, Jamaica and 

Colombia the savings of state enterprises (1970-73) accounted for less than 

five per cent of investment. In 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 periods, public industries 

persistently ran deficits that required substantial subsidies from the 

government e.g. Tanzania, Ghana, Turkey, Sri Banka and Indonesia. .At ether 

oeriods individual state enterprises accumulated losses and deficits 

sufficiently large to thwart development efforts in various fields of

1/ Committee for Development Planning: Consultants' Report on Develorment 
strategies for the 1930's in South Asia; Expert 0-rcur on Develorment 
Priorities and Policy Meeds of South and East Asia, 20-2^ October 1980, 
Bangkok, Conference Room Paper Mo. 2, p.^.

2/ Malcolm Gillis page 267
3/ Ghana, Report on Domestic Resource Mobilization Peb 13, i?3i "Morld 

Bank para 55 
3/ Or. Cit. , 266-270



government. This was the case in 3olivia (l?57) Indonesia 

Zaire and Zambia (197^-73). In Indonesia for examrle ?ZPTA!!irrA accumulated 

losses and liquidity deficits of such a magnitude that economic development 

prospects and government sunported sectoral programmes were temporarily 

jeopardized as was the balance of payments position.

In Mali and Turkey the funding of losses in the public industry sector 

as a whole by the banking system has been a significant source of inflation 

and macro-economic instability^ ?or examole the Turkish economy 

culminated in 1979 with massive devaluation and debt rescheduling largely 

due to problems of debt-ridden public industries long heavily subsidized 

by the treasury. In these and other countries the cumulative losses 

financed by the exchecquer preempted finance or credit which could otherwise 

have been put into more productive or social use.

The conflicting performance impact of public industries in different

countries is epitomised by comparison of the experience of Turkey and

the Republic of Korea. In Turkey state enterprise 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 objectives and inefficient operations one of
2/the principal obstacles to dynamic growth— . In contrast Leroy Jones and 

II Sakong observe that Public enterprises in the Republic cf Korea are 

generally considered more cost efficient than their counterparts in other 

developing countries, though less than their private counterparts. The 

relative efficiency of the public enterprise sector in the Rerublic of Korea 

may be due to the circumstance that leadership commitment to gro’-th as 

administered by a competent hierachy, precludes major prolonged inefficiency.—

1/ World Zevelopnent Retort 1971. the World Bank, August l?7r' 'are C*
2/ State Manufacturing Enterprise in a Mixed Economy, The Turkish Ease, by

Bertil WaLstedt, a World Bank Research Tublication ln30 care 232- 
3/ On. Cit. . page 293
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Contribution to agriculture, small-scale industry, 
industrial decentralization and basic needs

The ESCA? Meeting of Ministers of Industry in November 19'77 considered 

that public industrial enterprises could play an important role as a rolicy 

instrument in a) strengthening of linkages ’oetveen industry and agriculture 

b) development of small scale industries and their linkages with large- 

&cale and modern industries c) development of industry to satisfy the basic 

needs of the poor and d) dispersal and location of industry away from 

metropolitan areas.

In reviewing the experience of public industries in Bangladesh, India,

Sri Lanka and Thailand it was concluded^ that the contribution of public

enterprises to the four policy issues had been limited. While most

governments in the ESCAP region have well articulated the issues of small

scale industry, balanced regional development and provision of basic needs,

the role of the public sector hardly finds any mention in this context.
2 /All the studies have indicated^- that the emergence of public sector 

enterprise in the developing countries has in very few cases conformed to 

a deliberate plan or to a strategic perspective. On the contrary the 

establishment of public sector enterprises has very often been due to 

certain exigiencie3 and considerations of immediate expediency; the decisions 

relating to their product-mix, location, scale of production, technology, 

pricing etc. have rarely been influenced by a national desire to reorient 

the industrial sector.

1/ Public Enterprises as an Instrument of Policy, 3.3. Pradhan, ESCAP 
July 1 1930, page 1*7

2/ Strengthening the Sinews of Industrialization. ESCA? ’'eeting of Ad-hoc 
Croup of Ministers of Industry 1-3 July 19-31, IKT/,,I/AC 0/2 3 May 1931. 
para 75-
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The studies have illustratively pinpointed the prevalence of backward 

linkage industries to agric"’ t-ire inter alia in the fields of ute and 

sugar mills (Bangladesh) tobacco (Thailand) as veil as forvard linkage 

industries such as fertilizers (India, Bangladesh, Pakistan) and tractors 

(India). As a controller of the price for many of these products the 

public industrial sector plays an important role in influencing the tens 

of trade between industry and agriculture (e.g. fertilizer industry In 

the Republic of Xorea).

All govemne-.ts concerned are devoted to promoting snail scale 

industry through various policy measures. The public industrial enterprise 

has been used as a vehicle for poraoting ancillary small scale oroduction 

in India and Bangladesh. The areas of village and cottage industries, 

however, have remained outside the umbrella of public industries.

The public industrial enterprise has been used as an instrument 

for achieving dispersal of industries away from metropolitan areas. In 

India however its effectiveness in creating fcci for industrialization 

has been restricted. In Bangladesh the dispersal of public industrial 

enterprises has not been without costs and in most cases failed to create 

growth poles.

The contribution of public industrial enterprises in the supply of 

basic consumer goods to the poor has been marginal and incidental except 

perhaps in the case of Sri Lanka. The production of such goods has rarely 

been pursued by the public sector with the express objective of meeting 

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 noint.
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Major oroblems and constraints in achieving 
commercial and socio-economic objectives

That substantial losses are common, meagre savings seldom and high 

surplus exceptional in public industries can hardly be attributed to the 

external economic environment which is generaly favourable to the nublie 

enterprise, being concentrated in natural resource-based industries, enjoying 

monopoly or oligopoly power, and a certain degree of protection form 

external and domestic competition. Furthermore, public industries 

generally receive government support and services including prefrential 

financial terns and conditions. The reasons for unsatisfactory performance 

of the public industrial enterprise are therefore most likely to be found 

in circumstances related to the decision making process of the firm, which 

may in many cases be highly influenced by external pressures often of a 

political nature. The particular problems and constraints facing public 

industries in achieving conmercial and socio-economic objectives may 

briefly be summarized as follows based unon the experience of selected 

developing countries :

a) The commitment to a variety of social objectives usually has cost 

implications. At periods state industries have been entrusted social or 

strategic functions which otherwise would have been undertaken by the 

government. While vaguely defined and conflicting social objectives are 

often advocated as explanation for performance results, there seems to be
 ̂j

general consensus— that the discharge of social responsibilities should

1/ UNIDO, Report of the Expert Group Meeting on the Role of the Tublic 
Sector in the Industrialization of Develoring Countries, U”IDr irVU'V 
293/15 P.3 (197°).
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not be nade an excuse for inefficiency. In fact if enter-crises are operated 

effectively their ability to discharge social responsibilities vould be 

greatly enhanced.

b) The public sector family encompass some ailing or terminally ill 

industrial units of the "sinking sands" and "lame duck" category vhich 

are seldom allowed to pass away and which would long have ceased tc 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 banking system and the resultant macro-economic 

instability, inflation, etc. call for careful evaluation.

c) The price policy of publicly nroduced goods is often determined by 

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

industrial enterprises often charge lower prices than their orivate 

counterparts. This is so because government may not wish to exploit 

monopoly power and because prices are primarily determined uoon maximization 

of national welfare rather than enterprise profit.

d) Public industrial enterprises are generally faced with shortages of 

trained managerial personnel. The appointment 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 effective 

incentives system to reward performance within the framework of salary and 

wage policy has tended to discourage the retention of nrofessionally 

competent managers or inhibit their operational effectiveness. A3 a result 

public industrial enterprises often operate under conditions of low 

capacity utilization, suprly bottlenecks and other symntcns of managerial 

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

the institutional framework established to supoort their operations influence 

the performance of public industries. Frequently management is granted 

little discretion in decisions relating to investment, emcloynent, pricing, 

wages and salaries, incentives and other policies, which are often 

subject to external influence of a political nature. Experience has shown 

that public enterprises operating under control structures with less 

government intervention/supervision have generally shown better performance 

results than enterprises with high government control and sucervision.

It would thus appear that the contraction and eventual elimination 

of the above constraints would be essential for improving the performance 

of public industrial enterprises and for increasing their ability to achieve 

commercial and socio-economic objectives.

o -
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(Went. Ля i r\ )Anne» I Manufacturing value added, outputr investment and employment, «elected countries
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Country
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Annex 1 C en t .

Annex I Manufacturing value added, output. investment and employment by public and private —ctor. »elected oountriee

Country
Share of publio motor in total aanufeaturing Share of private and eo-operativa motor in total ■anufaoturli.g

Tear Remarks
Value added Output Inveetaant Dkpl oyMnt Value added Output Investment Employment

Turkey 5?. 7 21.0 44.0 
62.9 37.8 4 3.0 
6 2 .0  40.2 42.3 

42.4
47.3 4 7 . 8  >7.4(«et)

35. ?(..»)

4 7 . 3  7 9 . 0  5 6 .0  
3 7 .1 « ? . 2  5 7 . 0  
3 8 .0  5 9 .8 5 7 . 7

5 7 . 6
5 2 . 7 5 2 .2  6 2.6(e»t. )

64.6(eet.)

1963
1967
1968 
1970
1972
1973

Source of Annex It UMIDO baaed upon UNIDO Qieetionnaire surveys, country studies, country briefs end Industrial Development Profiles exoept Korea and Turkey, 
•tor«« I Pubi lo Itn'arprleea and Boonoalo Dovei opewnt) Th« Ko. van C a m  by |.«roy Jon««, Korea Development Tnetttute, 1975.
Tbrk«yi State Manufacturing bitarprlms In a Mixed Boonoayi *•>« Turkey Caca by Bertil Woletedt) A World Bank Raeearoh Publication, 19 8 0.



Annex I I  Dynamic r o le  o f  Pub lic  In d u s tr ia l S ector

Share of Public Industrial Sector in total nanufacturing invest.-.ent
Country I960 1965 1970 PI 72 73 7U 75 76 Tf "po <$3

Increasing role of 
Public Industrial - Percentage -
Sector

Iraq 15.2 1*8.3 91».7 96.7
Pakistan 11 .u 1*2.6 70.7
Mexico 51».0 €5.0
Venezuela 2 1 .7 1*3.7 59-0
‘farocco 9.3 19.7 21* .1 31* -3

reclining role of 
Public Industrial 
Cector

Egypt ?0.f n.b
Bangladesh 90.3 91.0 39.3 37.3 ’0.3 =0.2
"iecen Arab

6 1.&-1“enubiic 32 c?~ , 'T~

Fluctuating role 
of Public 
Industrial Sector

">*ria ?3.0 70.5 95.9 97.’
Tunesia 53 .ui' Uu.oi' gs.’3/

Unchanged role of 
Public Industrial 
Sector

India 61.7—7 6 1 .o^/ bO.9^7

i/  W69-7Z 2/ 1973-76 y  1977-81 U/ 1969-70 y  1972-73 6/ 1971-75 J J  1975-76 8/ 1966-67 £/ 1970-71 10/ 1975-76



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

(Percentage)

_ . Year Country I 9 6 0 1 9 6 5 1 9 7 0 1971 1972 1973 197^ 1975

Bangladesh^ »10 .1» 52.3 1*6.6 _
India 1 3 . 7 1 9 . 3 2 1 . 7 - 22. It - - -
Korea - 3 0 . i-f 3 9 . 2 - - !.2.3 - U6.6

Nepal - - - 29.0 - 30.0 - 19.0
Pakistan 5 . 8 8 . 2 o!o - - 15.0 - 1»* .9
Sri Lanka 3 . a ^ 1 2 .  № - - - 27. h 3*+ .*» -
Thailand 2 3 . 6 — 19.9 *• —

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

Source: Based on II Sakong: Macro-economic Aspects of Pulilic Enterprise in Asia: A Comparative Study.
January 1979, Korea Development Institute, pages 51 to 53.

Annex III
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TT. Demarcation o f  in d u str ia l branches r e served fo r  public *ял n H n t t  sec tors : »e le c ted  count r i « «

Country Teer Public Domestic . .nte

Bangladesh 2 9-eserved: ii Jute industry
b) Cotton textiles
c) Sugar
i) Electricity
e) Atonic energy
f) Air transport, rsilwmy
g) Telephone, telegraph and 

telm 11— 111 m* cat ion
h) Defence industries: 

a n  and amnition

Private sector was allowed to 
invest in any sector excepting 
those eight subject to the 
investment ceiling

There was no sector for collaboration vith local private investaent.

19?i aeserved: 1.
2.3-
u.

5.6.

).10.
11.
12.
13.

It.
15.

l€.

15.

Arms and munition 
Atoaic energy 
Jute industry (sacking, 
hessian and carpet 
backing!

Private sector was allowed to invest in all 
other sectors with a higher ceiling now set for 
t h e  and with foreign collaboration, if found. 
The sectors identified were as follows:

1.
3.

Cotton textiles (excluding 
handlooB and specialised 
textiles!
Sugar 
Paper anC newsprint 
Iron and steel ~.
(excluding re-rolling' i.
Shipbuilding and h.eaw 
engineering (including sechine 3 . 
tool and transport vehicles o. 
and agricultural heavy nachinerv 
Heavy electrical . Q
(fining, oil and gas t.
Cement 11

Pood and allied products 
Socialised textiles, and handlooxs 
forest products and allied industries 
Printing, publishing, paper converting snd 
board
leather, rubber and clastic products 
Chemicals, Pharmaceuticals and allied industries 
Class and ceramics
Engineering industries including shipbuilding 
Service industries

Shinning and transport
Iron oroducts and steel rerolling

Petrochemicals 12.Industries not elsewhere specified
Heavy and basic chemicals and 
basic pharmaceuticals 
Air transport
Chipping (including coastal 
shipping and tankers above 
1C00 DWT!
■"elerheae. telephone calls, 
telenranh, wireless sensiex­
cluding radio receiving sets)
Ceneration and distribution 
of electricitv 
Porest extraction

1975 P.eserved : 1. Ans snd ammunition
2. Atonic energy
3. A ir trensrort 
1. E le c tr ic itv
; .  Telephone, teleeraoh 

(includ ing cables)
A. Jute (hessiec, sacking and 

carnet baching)
7. Cotton textiles 
3. Sugar

1 9 "  f  Reserved 
Sector :

As before

Joint investaent list:
P riva te  sector can invest in co llaboration  
v ith  the public sector.
1. Pc.neT and newsprint
2. Iron and Steel
3. Shipbuilding and heavy envineerir.»
. Heavy electrical.

5 . Mineral, oil and gaa 
f . Cement 
'. ’etrochemicals
3. Heavy chemicals and basic pharmaceuticals 
9. Shipping
1C. ‘'echanised forest extraction
■'a.loritv shareholding bv -cvemr.ent was reou ired. Cv 
im plication the 12 sectors mentioned 'o r  l 3"'i became 
the reserved sectors for •>?iva te  investment. The 
c e ilin g  further lib e ra liz e d .

Joint investment l i s t :

os before, but TEC nav - e m it  token investment hv the 
•ovemment, i . e .  almost vh o llv  - r iv a te lv  owned units 
were now -e m is s ih le  in these ' er. sec tors .

The 19 sectors 'o r  - r iv a te  investment re ia in  in tact.

The ceilir.p  was c.ov inoperative v ith  the “ em iss ion  
o f the government.

I

I

i

t
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Country Public Ha— t i c  Priant »

Pakistan
Iron and Steel Industries

Soiling of M.S. shoots sad plates (all Iron and Steal industries or all types and size*, 
types and tires), pl**> and corrugated, other than those specified above but including: 
block and coated. (i) rolling of section including ore-arrested

**eforsed bars; (ii) wire drawing (including high 
carbon ste#l vire drawing): (iii1 baling boons 
rerolling: (iv)aetal structures of all sorts:
{▼) voided oioes, tubes and fittinw thereof: 'vi! 
fabrication of storage tanks of all types: (vil' 
casting of cast iron and steel: 'riii) farcing of 
all trr»es; (ix) cast iron smar oices.

Basic Metal Industries

Manufacture of basic metals and* alloys All dovn-atreem metal oroduet industries including
thereof such as; f i) basic sroduetioe of (i) refining, rolling and so traction of non -
iron and steel 'pig iron, mild steel ferrous metals: (ii) tinning and galvanishisg.
etc. baaed on ore); (ii) alloy steels
spseial alloy steels (including stainless
steel), tool steel and high carbon steels
(iii) basic production of non-ferrous
metals.

Heavy Shcineering '"sefcanicali Industries

(i'High speed engines (i.e. above l600 
*Pi!) of all tyres (including automobile 
engines);(ii) cotton textile industry;
'iii(sugar rills machinery; (ir) ceaent 
machinery riant: (v( chain nulleys and 
cranes of all types: 'vi) railway rolling 
stocks: (rii; mining machinery and 
eruircent: 'riii) ship-building and 
iry-locking repair.

Heavy engineering 'mechanical) industries of all 
tyres and sites, other than those sreci'ied a^ove, 
hut ineludir.v:(i) slov and tediuR sre-d enrir.es 
(belov ranсe* of all V— es: 'ii’ "ereral
-ur-ose machine tools v.d «eui-test: (iii‘ rr*Tv»»«?its. 
marts and sub-assasblies of cotton textile, sugar 
and cement riant aachinery: (it'read construction 
machinery *n/4 eyuiraent including road rollers:
(v) stese boilers; (vi) coeronents. ’'■arts and sub- 
assemblies of minis* rtaehinerv and eaui-ment: \~rii 
barges, boats and other saallcrafts.

Heavy Zlectrical Industries

(i; Pover and distribution transformers 
above 13,130 volts (33 '<7); (ii) circuit 
breakers and isolators above 33 
.'iii, instrument transformers and 
capacities above 33 H7.

Heaver electrical industries cf all tyres and sites 
other than these specified acove but including:
( V  pover and distribution transformers urto 
33,300 volts (33 ?3T* ; (ii! circuit breakers ir.d 
isolators unto 33 HY: (iii! insti-saent transformers 
and cacacitors unto ?3 ZV, (ir) control and relay 
panels: (v’ switchgears: ‘vi’ insulated and hare 
cables andelectrie vires, stc: 'vii'. electric motors.

Assembly and Manufacturing of Motor Vehicles

Assembly and manufacturing of automobiles Industries of all tvpea and sizes, other than those 
(trucks, buses, cars, pickups, vans and specified above but including: ( i ( ass «ably and 
3eeps, etc.) manufacturing of tvo and three wheelers (motor cycles,

scooters, and auto ricksfavas): (ii) components and 
»arts of all trues of automotive vehicles (cars, 
busts, trucks, Jeeps, nickups and motor cycles 
scooters), also building of bodies for truck and buses.

Assembly anA Manufacturing of Tractors and Harm rtaehinerv

Assembly and manufacturing of tractors Industries of all tyoes and sizes, other than those
specified above but including: (i) A«s«bly and 
manufacture of rover tillers: (ii) self-nrooelled 
farm machinery and emxirment other than tractors; 
(iii) tractor-drawn agricultural implement* and other 
farm equipment; (iv) components, parts and sub­
assemblies of all tyr»es of tractors.

Heavy and Basic Chemicals

Industrie« o f  a l l  tvnes and cizes.

Petro—Themical Industries

3a»ic manufacturing o f oetro-chenicais» ( i !  Dovn-stresn industries o f a i l  tm es and s izes .
based on use o f  buildinv blocsk, secondare rroducts 
o f  -etro-cher.ieols as raw material: ' i i l T i v a t e  sector 
investment in basic manufacture o f  *'etro-chemiciis 
would be allowed only in collaboration with the Public 
s ec to r.

Ceaent Industry

A ll f.ynes and s ize s .

Policy towards foreign private investment:

?h. ro » n m i t  o f PaJtiatu h »v . consistently follow .d  .  lib.rsJ. o o liev  towards fo r ,i*n  rrivm t. invsstmsnt. A wide , r „  OT 
industrial a c tiv ity  hss always b«»n or«n to foreign private in vestor,. ?orei*n investment is particu larly  encouraged in 
indues-les which require sophisticated tachnolo<w or ire  hivhlv c a r i t i l  in tensive, "oreicn inve,tore can alac invest or 
collaborais with public lec tor agencies ror the establishment o f  heavy c a r it .il vood3 industrits.
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Country Public 3oeestic Priva te foreign v. »j- at  i » «

Venezuela Petroleum industries 
p e t r c -c h e ic a ls . iron 
and s tee l .a iim in i'^ . 
m ilita ry  products. 
shipyards

May engage in a l l  industria l 
a c t iv it ie s  excect those 
reserved for rublie sector

Pane as for dceEstic 
- r iv a te  industry with 
the reservation that 
the a ttitude is  subject 
to the a r t ic le s  o f  the 
•VVPrliv Sub-revional 
Co-oreration Scheme

A.rro-ir.dustries. *ood- 
irdu strtes . a rtisa c (sk in , 
wood чг.л ceramics' r cr*st 
based i.ndustr-.

1

.»fixed Public and °rivate: Sene as for foreign enterprise*- Howewer tie xajor activities a-e 
concentrated in intermediate industries requiring advanced technolo^r, and in these areas where 
opportunity costs are dependent uoon managerial resources, technical skills and ninixtn scale 
required for achieving objectives laid down.

“ri larin

i

Steel industry 
Sugar industry 
'on a ssall scale 
by the private 
sector also 
Salt

Sere no stnet areas hare 
been identified. But 
generally the private dcsesti 
industries dominate in the 
following areas:

large n\saber of foreign While no specific industries
industrial enterprises 
have been set-uo in 
the Investaent 
Proaction 'one under 
the Greater Colombo

have been reserved for 
this sector generally t 
are encased in the 
follow!nr industries:

Parer manufacture i. :taauf«ct-jre of cigarette. Iconomic Cocmiisioa. a. Manufacture of rubber
"ir.ufacture of b. Manufacture of soao ‘'»in investaent have article, such ,,
chemicals с. IManufacture of rubber been ic the following mattresses.
Manufacture of products, including tyre fields:
?-;Tes.'car, bus. rebuilding, oicvcle tyre X 'Making of tcir croducts
lorry, tractor' and tube manufacture hut a. laments ?. liall Jcaie textile
.'Manufacture of excluding oar and truck b. Tetter! “lov»s weavin'* units
ceramic "relicts tvres. rishing gear and i. "andicraits
'.-a-.-ite ir.d i . ’Manufacture of batteries accessories
mineral 3anis and torch cells 

e. 'Manufacture of electrical
i. tea cutting etc.

-roducts goods Joint-ventures: Here
Cement f. Idanufacture of electrical too no strict industries
manufacture oables have beer, set aside but 

three Joint stock 
eoaranies are in

•'l;~voods ?• Manufacture of three Joint stack
manufacture nharaac eut ic al companies are in
leather and products existence today iealinx
leather products i. aisss aanufacture 

i. ?la,tic oroduct,
. Vehicle body

with the following 
industries:

construction 
:<. Pood and beverages

a. Porcelain tableware for 
exports

b . Porcelain #igures 
for exocrts

c. Vail tile 
manufacture.

i




