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The ppose of this review is to dntify exemplary practices in presenting and
analyzing economic and financial data on the public enterprse (PB) sector. Rather
than suggesng a normative design of a PE reform program, it is a descriptive review
of examples of pardcularly illuminating tables and indientns with regard to the
structure and performance of the PE sector. It is meant to be a reference for task
managers in country departments in the region.

This review is divided into two parts. The first part provides examples of
analyses and presentations of data on public enterprise fnancial performance and the
impact of PEs on country economis. The second part provides examples of analyses
that assess the impact of PE reform.

The two parts ofthe review contain a total of 19,~opics of exemplary
practices. Within each topical section is a brief overview of the issue, a description
of the approach used in the examples, and the reason why the examples were
determined to be noteworthy. Tables, charts, and sample text are excerpted from the
Bank reports and included in the nain body of this review.

The topics chosen for review reect the major objectives of public enterprise
sector adjustment opertions. Since the overarching objective of PE reform is to
improve the efficiency and financial perfornance of economic activity, exemplary
practices in analyzing the efficiency and finances of the PE sector are highlighted.

Public enterprises play a signie~nt role in the economics of Sub-Saharan
Africa. As sector adjuame-t policies are implemented, it is expected that the scope
and form of public enterprise involvement will change. Analyses and approaches to
the presentaon of data on the impact of the public enterprise sector on country
economics are therefore included in this review.

The components of sector adjustinent operations are refieted in the analysis
and illustrations incorporited in this review. Reducing the FE financial burden on
government expenditures is a key feature of adjustment Innovative and thoughtful
approaches to analyzing the aggregate FE fanancial burden and fiscal flows between
government and PEs, as a means to obtain baseline data, observe trends, and measure
progress, are noted. Liewise, labor policies aimed at reducing excess staffing are an
important feature of adjustment operations, and methodologies to estimate the cost of
employee retrenchment are inelnded.

With regard to analyses of the impat of public enterprise reform, the Bank's
empirical work is limited because of the relatively short duration over which reforms
have been implemented. Also, methodological diff~ulties exist in isolating the impact
of FE reform. The state-of-the art of evaluating the impact of FE reforms is therefore
only beginning to take shape. A few eamples of analyses in this area, however, are
n~inded in this review. In some countries, data limitations precude the kinds of

analyses and presentations Illustrated here. Exemplary practices for a particular
country may not therefore be applicable to other countries.



Rather than being an chive rendedig of all possible 1mplary practices,
this document reprebents a firat step towards idendfying and dist~ing examples of
exemplary pracdces in the are of PE analysis. As noted above, the examples are of
positive rather than normatve analyses. To the cxtent that d~and indicates and
resouces permit, thm may be future editons that widen the scope to normative

In any event, the Chief Econedlst's Office of the Africa Region would be
pleased to receive additional comments and suggestions as to how future editions may
be improved and made mor useful. Please direct your comments and suggestions to
Mr. Robert Armstrong, Bt. 34584.

Bank documents reviewed in the preparation of this report include mainly
Cotutry Economic Memoranda (CEMs), Public Enterprise Sector Reports, Technical
Reports, Bank Discussion Papers, Worldng P5pers, Issu Papers, Staff Appraisal
Reports, and President's Reports. The coveuage was =nt confined to documents
concerning Sub-Saharan Africa, although emphass was just upon examples from
countries with data bases and economic structures most similar to those found in
Africa.

The bibliography at the end of this report includes references cited in this
review as well as other documenta that may be useful resources.

The author of this document, Mr. Janardan Prasad Singh, is a consultant to the
World Bank. A draft of this document was reviewed by a panel of peer reviewers
with experience and expertise in PE analysis The document was designed and
produced under the overa direction of Robert Armstrong, Economic Adviser in the
Office of the Chief 2conomist.
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1. Data on the bize of the Pub tse~ N Seetor

Data on the aumber of public nterpriss in the sector is one Indicaton of the scope of
PE involvement in the econDmy. In the case of Tanzania which bas 425 parastatals, the scop
of PE involvement in the economy is significant solely on the basis of numerical indicaors.

be report on 1 l a MM (Rport No. 7100-
TA, 1988), incorporats a comprehensive dscription of Tannia's PE sector. The Tanz,aia
report includes an extensive table with descriptions of PE ministry affilation, holding
companies, PE size as defined as pald up capital and employment, the percent of private
participation, and whether any management contract is in force. Likewse, the Ugada
report, hwl l dm ~ £i~lii an PlanninS prepared for the Ministry of
Finance, includes a succnct presentation of data hghlighting the number of flrms and extent
of government ownership.

Public e~terprise reform efforts need to start with an accounting of the scope of
parastatal involvement in the economy, and the Tanania and Uganda reports document the
range of activy. With such a diverse and broad scope of involvement in virtually every
subsector in the case of Tanzania in particular, a thor=ugh dcræption of the range of public
enterprise actiy is a necessary precursor to establishng a basis for the designaton of reform
priorities.

The att~ed appnd~ i (ables 1.1 aud 1.2) includs excerpts from the Tanzania and
Uganda reports that iusrate the approach used to descrIbe the breadth of the paratatal sector
"ad the eant of goveren t ownership. The comprehensive and conise approach could

serve as a model for rqlication if comparable data are ava~able in other con eris.

The Kenya Country Econom c Memorandum (CEM), Re-Inesting nStiization and
M ~j b 5 A(Report No. 9998-KE, 1992), includes a graphic

flustration excerpted bolow in the appendi that summadzes the scope and extent of
government ownershp in the sector (rable 1.3). It disaggregatA enterprises with direct aud
indirect central government equity, and majority and minority goverunent ownershp. Ihe
utility of the ilustration is its concse'presentatin of the strucure and,composition of the
sector.
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Go~nriMnt O~tabip OF PES
Table 1. 2

-p*vemmm* D!Mg Mgjøft Holcing IPØ^ G Pacte 1
Mnisny of-

Norim oF Ente~ Finanen or O*Mr
Parent Co.

r=n T~e "lk Ltd. 51.00 49.00

Agip (Uganda) Lid. 50.00 50.00
Blenden (Uganda) Ltd. 100.00

CW~ Lid. 51.00 49.00
100.00

ýøk APPlionm Ltd. 56.00 ".00

Føods and Bevereges Ud and wbskliariøs 100.00

Frøsh Foads Ltd. 100=
w"ýft (U) Ud. 100.00

b~ OF Puwk Adinirdø~ IW.00
ln%møi&W Tv sola IW.00

jubaoe kø & " w" ud. 100.00

Kakka Sugar Warb Ltd. 51.00 49.00

~ Rico CoAtd. M.00

IWIM Sa*'"& & MYwood IFoewy Ltd. 100.00

inyom Sugar W" ud. na. n.a.

kgkø K~ Sak CoIftL M W

Vi~ uftrlg COAld. 80.W 20.00

tý j 
IW.00Dowlommrå Ca~

Lk* ~fing Bocad MW
korer@ unimuhy M W

M~ soord MW
I Couneg oF 5~ M OD

I Cufficukm ý- Devolo~ C~ M.00
N~] En»~ Cm~ 100.W
N~i ~nq and Con*~ Corp. and wb~ 100.00

Houång Rna~ Co. of U~ Ltd. 50.00 50.00

Uganda Ckrp Ltd. 75.00 25.00

Gabon (Uganda) Ltd. 75.00 25.00

Nafianal kw~~ Corp. and W~
Uganda Kre Nrå~ " . na. no.

Fund 100.00

Nofianal Waw and S~tage CoqL 100.00

VI~ 100.00

Nge Bmwom* Ud. 100.00

Nik HOMI Ltd. 100.00

TroWing Co~ M 00

ManJ=~n Ud. 11 W.00

NOTE: Då~ ar

Source: Public Sector Administrative Reform »d plan~ Study» Ugandaý

. ~lstry of F~eie, preparad by Mm, November 1990.



14 Appendix 1
Page 12 of 14

Government Direct Majority Holding Percentage) W-Pacqi 2P

.fName of Enterprise Finance or Other
. jParent Co.

s Transport Co.Ltd. 100.00
Itk (Uganda) td. 100.00

uce Marketing Board 100.00
Public ibraries Board 100.00

P & Dbe elopment Corp. 100.00
immco (Soroti AgrmplAchirery) n.o. n.c.

hell (Uganda) Ud. 50.00 50.00
ioUganda Fisheries Joint Venture Ltd. n.a. n.o.
teel Corp.of East Africa td. 51.00 49.00
ugar Corporation of Uganda Ltd. 51.00 49.00
oro and Mityano Tea Co.Ltd. 51.00 49.00
oro Development Corp. *n.o. n.o.

l (Uganda) Ltd. 50.00 50.00
ransocean (Uganda) Ltd. 51.00 49.00

anda Air Cargo Ltd. n.a. n.c.
Uganda Airlines Corp. 100.00

ando Blanket Manufacturers Ltd. 83.75 16.25
genda Dairy Corp. 100.00

anda Development Corp. 100.00
Uganda Electricity Board 100.00

ndc Fisheuies Industry Ltd. 100.00
ndo Fishnet Manufacturers Ltd. 92.00 8.00
nda Garments (1973) Ltd. 100.00

* General Merchandise Ltd. 100.00
andc Hardwares Ud. and subsidiary 100.00

. General Equipments Ltd. 100.00
ganda Industrial Machinery isd. 100.00
ando International Conference Centre 100.00

Uganda Motors Ltd. and subsidiaries 100.00
Comrade Cycle Co.(Uganda) Ltd. * 51.00 49.00

. Ecto (Uganda) Ltd 100.00
* Gombo Motors 100.00

Republic Motors 100.00
ilUgando National Examinations Board 100.00
jUgandO National Parks 100.00
I j ndc Pharmaceuticals Ltd. 100.00

gndo Posts & Telecommunications Corp. 100.00
jPJsando Prisons industries Ltd. 100.00
* ganda Railways Corp. 100.00

Steel Co.Ld. 51.0c 49.00
ndo Teo Authority 100.00.I

Ugando Tea Corp. n.o. n.0.
gando Tea Growers Corp. 100.00
gando Tourist Development Corp. and subsidiary 100.00
Uganda Tours and Travels * n.. n..

Transport Corp. 100.00
Vocational Training Centre 100.00

GMA Enaineerina Corp. td. 1. 49.00

NOIE Deunct or non-opeating a.g. a a Ogilable
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Table 1.3

Xenya: The Structure of the Parastatal Enterprise Sector

C~

114

Ad
Lýj

Source: Etnja, Re-lnvestlag ln Stabilization and Grovth ThroMEh Public Sector
Adjustment, Report No. 9998-KE, January 1992
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2. Impaet of the Pub Enterprise Seetr on the Eonom,

Data iUstradng the number of public eterprism higWghted in Section 1 provides
some indication of the breadth of govrnmmnt involvemen in the economy. But it does not
provide parametrs of the dopth of goverament involvement. Public enterprise contributions
to GDP, invetment, employment, credit, and external debt are useful indicators of the
importance of PEs in the economy.

Sector reports usually include data on the impact of public enterprises on at least some
of these indicators. The SengM P bic Sec R i (Report No. 774-SE, 1989),
include a text table that summari trends in GDP, invest=et, and employment over a
seven-year period (Table 2.1). The President's Report on the PE Reform Loan to Tunisia
(Report No. P-5055-TUN, 1989) includes a table highlghting the importance of PEs in the
economy according to al f1v. Mdicators (Table 2.2).

Mor* extensive treatment is Included in the Kaya Country Economic Memorandum
(CEM), In ization ad Ihrougb Public S= Adutm (Report
No. 9998-KE, 1992). It includes extensive national data on the parastatal sector derived from
local periodic censusm and surveys. Among the indicators ilustrated are public enterprise
GDP in currmnt and constant prics, employment by sector, and grass fixed capital formation
in constant and current prices (Table 2.3). The Kenya CEM also Includes an Illustration
depicting the contribution of public enterprise to modern sector employment in comparison to
the rest of the economy (Tabe 2.4).

For the Sub-Saharan region a a whole, a Bank Technical Paper, Africa's ubi
Ente5rpise r and Evidence of Re No. 95, 1989), is the most inclusive. It preent
a table lustrating the importance of the aggregate PE sector in 31 Sub-Saharan countries with
averages for each of the five indicators from 19806. Subsequent tabes provide annual data
for each indicator for all 31 countri (Table 2.5).

The example cited hee provide concise prentatinn of data that ilustrate the
relativ importance of public enterpriss In the economy. The table& from the Senegal,
Tunisia, and Kenya reports and the Bank Technical paper are included below.
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Table 2.1 Senega': The Economi: Role of Public Enterprises

(CFAF Billion)

.1981 1986 1987 11

i. 0o. of Ps 2l 70 81 85

2. a. Gross-Value-Added of Ptt 65.6 97. 97.4
b. GDP at market prices 669.8 125.3 1421.3
e. Share of P* (a<)I<b) 9.8 7.5 6.9

3. a. zagpoyuMat in Ps (tin 000') 30.6 30.8 30.2
b. moder.sector emp1. (in 000's) 178.0 N.A. .A.
c. SUare of P.s (a)/(b) 2 17.2 NA. .A.

4. . ZIs fixed lnvestaant 41.6 44.9 58.0
b. Zavestmnt In the economy 102.4 183.0 197.6
e. Share of PEs (a)I(b) 2 40.6 24.3 29.4

I1 stinated.

. Includes only eaterprises in. Whch the Governmnt has direct
participation.

Source: The Senegal Parabublic Sector Review
Report no. 7774 - SE, 1989, p. 2
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Table 2.3 Selected Indicators of P£ lnvolvcm#nt
In the Kenyan feon=Y

GROSS DOM= C P96DU CT sy oiu<>IN AT =MRENT MCES
hwORrry - OWNM PARAnATAL ENTERPESES

(b MM~ of )c~

1986, -1 198.

am ~ 8 93.7 104.1 109.1 107.0 111.7 1213
34.7 35.9 37.0 40.1 47.3 571

hmels 96.9 111.0 114.0 115.7 147.0 167.3
Truspor4 Omp Gom 201.2 213.7 255.5 272.0 355.8 407.8
F~ & bug~ 51.3 54.1 66.1 81.0 98.1 107.2
Odat 8~ 1.9 2.0 2.4 2.6 2.4 4.4
lm~ bok m~ -0.2 -49.0 -55.9 -0.0 -79.8 -0.0

.............

11 prov~

some. c~ 80~ at Y~

Table 1b: GROSS DOMEMC PRODUCT By OIUGIN AT CURJMNT PRICES
MWORMY - OWNED PARASTATAL ENTERPRISES

(ja Milliom of Kmya

90.9 109.0 112.0 128.0 144.2 167.8
TMa. n=== &2 11.2 13.2 171 15.7 20.1
Tä~ & b~~ am~ 13.4 153 11.4 53 11.6 12.5
lm~ bank =via -10.7 -11.8 -GA -2.1 -7.8 -2.3

Täble år- GROSS DMMMC MODUCT BY OJUGIN AT CURRENT PRICES
TOTIAL PARASTATAL ENTERPRISES

or Kmya

Usm

u&~ fod 184.6 213.7 =1.0 235.0 255.9 2».1
34.7 35.9 37.0 40.1 473 573

me, nmw~ bmäs 193.0 1= =2 In.2 16V 1873
rfl:Måpor4 ~ * c~ 201.2 218.7 255.5 MO 355.8 407.8
F==* & bua~ aemces 64.7 69.4 77.5 96.4 109.7 119.7
0~ germa 1.9 2.0 2.4 2.6 2.4 4,4
b~ hank w~ -0.9 -61.6 -a6 -0.1 -97.6 -67.3

Source: Kenya, Re-Investing in Stabiligation and Grovth TIýrou&h Public Sector
Adjustlaent, Report no. 9998-KE, January 1992.
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GROSS DOMESTIC PRODtUCT gy ORIGIN AT CONSTANT 1982 PRICES
MAIOITY • OWNED PARASTATAL ENTERPRIS ,

. la Millisas of KCen Pouands)

D4DUSTRY .·938 1986 1987 -1988 1989 19901

Manufacaring ad miing 73.8 74.2 74.7 72.9 70.2 70.4
Electciy 18.2 19.5 20.7 24.0 24.5 25.6
Trade, uesauahu & hotlh 65.9 62.3 79.9 102.9 113.6 93.3
Transpot, smorage & coum. 156.7 164.0 174.5 170.7 209.8 224.3
Finaace & business servi 35.3 36.9 44.9 52.8 58.6 57.7
Othr srvics 1.5 1.4 1.9 1.6 1.2 2.0
Imputed bak sric charg- 34.6 -33.9 -37.8 -40.7 -47.3 -34.4

ÅLoiá& _ M 35 ftXä43ë8? ~""39.0

1/ Pasvsiam

soes: C~al Bse of sa

TabWe 2b: 0ROS8 DOMESI=C PRODUCT JY ORJIN AT CONSTANT 1982 PRICES
MINORiTY - OWNED PARASTATAL ENTERP&IEE

(I Milims of Kenya Poud)

DIDUTET or19854 1986 1t9S7 89886 :1989' 19901>

Mnmnauscmg 68.5 6.3 6.2 6.1 68.6 68.6
Trade, reawuraus ihats 2.7 5.4 6.2 8.0 6.0 7.3

Fi&ans bus. u~ses 9.8 9.5 6.9 2.5 4.4 5.0

Imp1~ bonk m~ vc~ ha -7.8 -7.3 -4.1 -1.0 -3.0 -0.9

s mises: Cs.ug Denis et ar8-=.

Tab 2c: ORMSS DOMESTIC PRODUCT UY ORIM AT CONSTANT 1982 PRICES
TOTAL PARASTATAL ENTERPRISES

(Ja MNio st fEasya lis.nds)

DIDS115T *÷»M#er?« U195'm 19%04&< 957 '""5988 .' 9893 1990

Muucas uiag and miain9 142.3 143.4 143.9 142.0 138.8 139.0
EiS ity I8.2 19.5 20.7 24.0 24.5 25.6

tade,s =aaskhols 68.6 67.7 86.1 .110.9 119.6 100.6
Trapt or & Gam156.7 164.0 174. 170.7 209.8 224.3

F~ & bu~ 45.2 464 51.8 55.3 62.9 62.7
O r1.5 1.4 1.9 1.6 1.2 2.0

u ok rck2. -41.2 -41.9 -41.6 -50.3 -35.3

39 1vro~M4m i./' 40Ar48EW4tA 69 d50F *5.
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EMPLOYMENT BY SECrOR
MAJORITY - OWNED PÅPASTÅTAL ENTERP1~

Manuftemång and MUdng 33,010 33.549 32.M 33,836 34.067 34,880

Em~ ty 5.918 6.576 7,315 8,137 8.127 7,780
Distribudon 9.100 9M 9,777 9,740 10,239 12,520

Tn~ 26,021 24,843 25,599 29,682 30,087 27,799
F~ 7,657 7,985 8,358 8,631 10,017 10,497
otur So~ 1,895 1,895 1,895 1,959 1,944 1,904

AW W w

C~ Bmw d s~.

Table 4b: EMPLOYMEW BY SECTOR
MINORITY - OWNED PARASTATAL ENTERP~

-mab, 88~ 98výämä/

~ ~ 8 and Minåg 21.9V 22,814 22.329 23.246 22,460 22,747
Diudbudoö 2,096 2,190 2.809 2,961 2.794 2ý711

1,123 1,335 1,105 1,024 997 1.023

1/ prov~

s~ Cc~ Som of

Table 4c: EMPLOYMEM BY SECTOR
TOTAL PARASTATAL ENTERPRUMS

54.997 56,363 55.151 57,092 56,527 57,627
Em~ ty 5.918 6,576 7,315 8.137 8.127 7.780
IDisn~ 11.196 11,446 12,586 12.701 1343 15.231

Tmffm 27.142 26.:78 26,704 30,706 31,084 28.922
7,657 Inks "st 8,631 10,017 10,497

Oåtr 56~ 1,895 1,895 1.895 1,959 1,9m 1,904

.10805 lom



24 Appendix 2

2 Page 7 of 10

NUMBER OF FIRMS
MAJORITY -OWNED PARASTATAL ENTERPRISES

Manuacturing and Mining 32 32 32 32 32 32
* Electricity 1 1 1 1 1 1

Disributio 17 21 21 20 22 21
Tanport 7 7 7 7 8 8
Fi~nce 14 14 14 14 14 14
Other Servc 4 4 4 4 4 4

&sMOs: C=dtal ~uvus ofdaits.

Table Sb: NUMBER OF FIRMS
MINORITY - OWNED PARASTATAL ENTERPRISES

* .. - .'< 'v: 4 1985 AF1986% r987 19884:1989 19901v:3

Manufactuing and Minig 74 77 78 77 76 76
Distribtion 12 11 11 12 11 11
Pima 13 13 13 13 13 13

osCus C m es of $M

Tabe Se: NUMBER OF PRMS
TOTAL PARASTATAL ENTERPRISES

ManufacuiaandMini 106 lø 110 109 108 108
Ebecriciy 1 1 i 1 1 1
Distribtio 29 32 32 32 33 32
Tranport 7 7 7 7 8 8

, Fanme 27 27 27 27 27 27
O T Svis 4 4 4 4 4 4
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Table 2.4 Public Enterprise Employment in Kenya
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Source: Kenya. Re-Investja ta Stabilization and Growth Th-tough Public Ser-tor
ffiustment, Report No- 9998-XE, January 1992
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3. EmbIG 0920ft QMI AS A Mam of JgW QMd

The output of public enterprises as a share of country GDP provides a very usdW
Indicator of the imporamce of public enterprises in the economy. The Ngdd DmWOnMW
R". 1998 provides a concise graph excerptad below illustrating the share of value added
as a portion of total ouW by stat"wned-aterprises in selected developing countrus Crable

7be PrealdeWs. K= sm jils Sd LmWm bUic Emodse AdImsment CW Oteporti--
No. gS14Mt, 1990) includes a table excerpted below which highlights public Lug
enterprise OuVa as a percent of total ouqft for nine SubseaOrs such as food and beverages,
paper, and metals. A unique feat:ure of this table is that: it also includes dam on public
entapdse. exports as a portion of total subsector exports and total industrial exports (Table

3.2).
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Table 3.1: Nunfinancial SOE shares of valuc added and invstment

*value added * Inwamwn: '

0 1 40 80 to

2Zibesa 1%)

Surma s>ee

Ven1a s. 1%8

CuvanastesaS

Tunawas

.Wlinaccu, 1<0>

Cune, a 153

Chule. Nwas

Sanmiad,ut 9u4gn

feruta e l4i

Prydes imes

Source: World Developwset Report
1988, p. 169
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Tbc fh~ pwkwm~ of public enterprms a~ of the ummy
"udigg govermut cqm~* do~ ~ markets, ad c=mal dcbt. Net 11:~
1^ ca remält in bo~ trusfas b= the c~ Sovec=cm, r~ dW~ ad
tu revemes ftom public a~=, ud b~ bon~ and dcbt s~ ~cm~
Malyds of the f~ perfbromme of pubik ca~ is *e~ an importut clement
in PE ~ olamin -

no T~ ~4
No. nwTA, 1988)9 lad~ a ou~ table cz=ptöd in the ~ed q~ whU
Mpgaw tt* ft~ perktrume of pu~ åwiq a ~yar p~ (Table 4. 1).
mm mu i co lp i eh~ go~ of data on på~ fu~ perfonm= in Ta~ me
6»~ *8 T~ AUIL Cor~on - Ma du dow=trate a decl~

in ä~ perftmuc 03 average mong pw~. The =mes to the Tam=
~ indude du on individual fims and fl= by W,« wbU allows for v~= in
puf=ance ~ k= to be obumeL

the 98~ !~ patt== of pm~ ca bo mu in
Mon ing the ~ of ma - - m adjwm~, au& as In-, -~ in b~ tatm,
reductiom in v*sidi 9, and eltm~ of ~ =rols. Mm aw~ du it =st

fi - ýý ý i i i * -- when ju~ to «=-~ and fimmepeffic d= ** m be used w
demmine om p~y die ~ of ad~ maures. Also, the, aggruate fl~

fmm~ dua ffim mu bxli~ of the ~ ad weahmes of the a= as a
whole and im fl~ ~. Bu ag~ profit and lm stum= my m reftect
~ flows betwm gr~== and pm~ må as så~ ad =~. Hencc,
they am om of meral bsumem dm m bo und to mm *9 ~ of pam~.
~~ men= db~ in ra~ m~ of då ~ ~lement du on

Tik ~ A~ ~ 11W dm ~2 n~ ~== Ula "m
No. 9739-UG, 1991) b~ a w~ table c~ below du higtä~ g= profit and
lm for a ~* of ~ on~ (TOM 4.2). Ej* fim la ~ ~y by »=,
ad totals kw emå a= wo ~. Mm a~ of the pas~= of ftaftcial
performamc dua In då way is *9 is ~ a quick s=mary of dm fk~ a= of the
a~ ådd~ dm~ data ~ in de am =~ f== b inchilded In dm
häk 0 = ~g MX U~ ~ by BUD for
the M~ of F~ Nom~ IM). ~ the du b~ (ud m~ bdow)
wc m Wes ad nu ~ m m , i ratios. 1~ ~ ad n~ ~ and
dqnw~ (T&Mcs 439 4.4l,4.59 4.6).
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Public Enterprise Pinancial Performance

Table 4.1

*TaIZultAs PWScUiAL PUMANcS is PARA8TATAL8 MStt SY TnSZAxNa £Uti

Pp"fit me¶We rfe eoe e rf6Bfr

R L.-MLLIjj1281. UM .. Is~. s ._.ih. u,,ien

Perssste eta 38k- 8,8Ns4 828 ,.u. aSS 8,su.4
Peetil.

P~elesale sa ses t(sI.) a71 Gesse4) 288 (I,as.>

Nse PP.ftI lSe 3ess.8 884 (es.s) se4 5ssa.4

git auaes*ae Audiu Gerh65. Aassi Repett

soURCE. Report on Parastatals In Tan ania Toarda a ,Ufera Program,
Report No. 7100-TA 1988, p. 17
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S. bblig ZotMdse EffidgMia

The main objective of public enterprise reform Is to improve the efficiency with which
public resources are allocated through divestiture, liquidation, or restructuring of those firms
that remain under public ownership. Atialysis of the. efficiency of public enterprises is
therefore an important ingredient for planning sector reforms and assessing subsequent
performance.

Partial indicators of public enterpdse efficiency such as labor productivity and
IncremenW capital-output ratios provide a glimpse of the efficiency of the public enterprise
sector. The Tanzania Report, EUjSMWs in Ta=ia. TAwuds a Rdgrm Pro&=, (Report
No. 7100-TA, 1988), Includes partial indicators of efficiency for public and private firms In
the industrial. sectot from 1975-1979. As, noted in the. table excerpted below, selected .
indicators of labor productivity are consistently lower fbr the public sector vis a vis the
private sector (Table S. 1).

The approach provided in the Tanzania report can be usefid in identifying redundant
labor in the parastatal sector and formulating plans for labor restrucwbg. The planning
process could be facilitated by the labor productivity data that is disaggregated by sector in
the annexes of that report.

The Kenya Country Economic Memorandum, Rt:kv_gjting in-Stabilization and
Growth 3kMgb Public Sl= Adjustm= (Report No. 9999-KE, 1992), provides data on
total factor productivity of the parastatal sector during a five-year period (Table 5.2). It also
incorporates a bar chart illumting parastatal incremental capital output ratios. The
illustr2tions are particularly useful for their comparison of the performance of the pamstatal
and private sectors (Table 5.3).

The Review of gle EJ=ces gf thg DecenwAized Public Sector, E (Report No.
6421-EGT, 19M identifies aggregate indicators of PE productivity including the incremental
capital output ratio, marginal productivity of capital. average labor productivity. and marginal
labor productivity (Table 5.4). The report also cites a more sophisticated indicator of
productivity derived from an analysis of total factor productivity. In addition to including
aggregate indicators for the PE sector as a whole, the report derives total factor productivity
for individual PE subsectors such as coke and sted within the context of case studies on each
subsector (Table 5.5).

A Bank rqM TjMWa. & AgMda for InduAMW R==, includes an analysis of
value added and economic efficiency in the Tanzania IndusWW parastatals, and is limited to
dam for 1984. The report identifies the percew of PEs in the industrW sector that provide
negative value added when all Inputs an valued at world market prices. The table excerpted
below highlights the study findings that 54 pment of all pmstatals, in the industrial sector
produce negative value added, as compared to only I I percent in the private sector (Table
5.6).

7be advantage of this report's approach is do it pwvides a more comprehensive
measure of industrial efficiency than Indicators such as labor productivity. 7be uniqueness of
the Tanzania analysis is that it Includes data on private sector value added which provides a
point of comparison for parastatal perfomance.
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The Industrial Sector Review for Ethiopia, Strategies and Policies for Improved
Performance (Report No. 7831-ET, 1989), includes a technical annex that incorporates a
methodology for calculating Indicators of economic efficiency in selected parastatal
manufacturing enterprises: nominal protection coefficient (NPC), the effective protection
coefficient (EPC), and domestic resource cost (DRC). These Indicators are estimated based
on the structure of protection and the actual operations of public enterprises for a given year.
The following appendix includes excerpts describing the methodology.

Although these Indicators are only two of many efficiency indicators, the utility of the
methodology is that in countries where access to foreign exchange is a constraint on further
expansion, these Indicators provide input into government investment decision making. The
analysis suggests which public enterprises are most likely to generate or save the most foreign
currency for the least use of domestic resources. -
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Table 5.1 Average Indicators of Performance: Public and Private Industries
1975-79, Tanzania

Public Private

Mashours pe 0ployee 2,160.2 3,009.0

Labor Cost pe h mployee 13,490.0 8,355.8

Labor "est per Manhours 5.7 2.9

output-Labor Ratio 41,944.4 90,467.0

Output-Manhour Ratio 19.0 31.2

Labor Cost/Total Cost () 32.8 13.9

Capital-Labor Ratio 2.8 23.8

Capacity utilization (S) 56.2 50.2

output-Capital Ratio 1.4 1.4

Size of Fm * ploye per Vat * 972.4 81.4

Capital per Unit (at 1000 per unit) 25.782.0 16,248.1

Sources Seaboja, oy.-cit.

Source: Report on Parastatals in Tanzania, Towards a Reform Progras,
Report No. 7100 - TAO 1988, p. 19
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Table 5.2

TFP of the Parastatal and Private Sectors 1986-90 (percentages)

1986 1987 1918 1919 1990 1986.90

Chae in TPP a

Priva Somr 6.9 1.1 7.8 6.0 3.3 5.4
. Parsuals -4.$ 2.0 -.5 1.9 -4.8 -1.7

Mariy-asd Enerpr*iseS- 4.6 1.8 .4.7 *1.8 -7.2 -3.0
MinoyOu d Eu~rpime 33 1.6 -0.9 -2.7 4.7 1.2

Ckowb Rate of Vau.Added b

Privata Segoe ol 10.2 10.2 10.2 10.2 10.2 10.2
Pan~aul. 2.9 9.0 $.9 9.4 2.$ 5.9

Majariy.Ow.d nteprdsus 2.: 10.6 7.1 12.0 2.0 6.8
Miauray-owm.dEaMpersu s .o 1.9 0.5 -3.4 5.2 1.8

Growth Ratm of Lubmr lapius di

Privasector 5.0 5.4 4.3 1.0 4.2 4.0
Pm ~tiah . 1.5 3.4 6.4 1.3 0.9 23

MPjoiy-O~usdEeprise 0.6 2.0 7.3 2.7 1.0 2.7
MWiey-Ownd Enerprime 4.5 .0.4 3.8 -3.6 0.9 1.0

GOwth Rateof Cphelupmus dl el

Privt r 2.3 11.7 1.2 6. 5.4 5.4
Panaatals / 11.4 11.4 11.4 11.4 114 11.4

M~ ~riy.Owmed!Etepriu 15.3 15.3 15.3 153 153 153
Minkry.O.ue Uaeurdsu 0.5 OJ O. 0.5 OJ 0.5

al haho in TF in aelsulatd as the dams bml u ab. h of growth of ¥dau an
fastr inpfl (labor ad ea0iaa0 weigbid by their inoe. shames

b A~ ~r.at.
a1 Pf id avag.
di Wwigtd by h im.e=. aeam.

Source: Kenya, Re-Investing in Stabilization and Groth Through Public Sector
Adjustuent, Report No. 9998-KE, 1992
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Table 5.3
Kenya

PasW and Emny*We ICORs COpad
1ue

3.

24-
.- Mmr.odsp

1A9 Restamy

14*-Oalony
j 12-
( 10 -

S.U
6*

yorn

Source: Kenya, Re-InvestMn in Stabilization and Growth Through Public Sector
Adjustment, Report No. 9998-CE, 1992
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Table 5.4
Egypt

Ac:RATs nøM)CC20R$ FMR ~a LC oaum

Indicators 1973-1983f84 1973-1979 1979-1983

Zncremtal Capital-4katput
lates (ICoi) 9.1 6.7 19.0

Iargial roduactivity of
C~ptal (2) 11.0 15.0 5.0

Average Labo Prodetivity .- . . - . - -- -
--- -(WB1973-pie).--- -- - --- 1071973 ~~1614°979-l25-(193/4) -

Maginal Labor ?roduetivity
(1/1973 Pri~c- 3086 433

SOURCE: Report Na. 6421-EGT
Egypt: Review of the F~nances of The -Decentralized Publie Sector
barch 1987.

.....
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Table 5.5
Egypt

- 1.= FAC?T PROUCTIVZr ANALYSIS F.. .
PUBLIC COMEANIES 1973-1983/84

(in Percmtages)

1973-1979 1979-1983/84 1973-1983/8

Crovtn Rate of
- Value-added 11.7 1.2 6.6

- Labor Input 3.6 4.2 3.8

- Capital input * 6.7 7.0 6.6

Total factor productivity chadge 6.5. (-)4.43 1.37

Contribution to Value-added Zrowth by:
- Labor input 15.0 171.1 28.1

- Capital input 29.2 297.5 51.0
- Total factor productivity change 55.7 (-)369.1 20.0

Source: Egypt: Review of the Finances of The Decentralise- Public Sector
March 1987, Report No. 6421-EGT.
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Table 5.6
Tanzania

perenlt of .Seetor.

Domestie Resource Cost la
Less Greter than Zafinity

Seer than One ...... at tne Lb .fe. value added) Total

Puble 22 24 54 100
Private 38 61 11 100

total 23 27 50 200

La hort-rm ~etic esoure Costa cost et d=estic factor
(abr and espitul assed at onk cost, sbadow pried) for
generating ne nit of world priced value added calculated at
actual Ievi of capacity util~sation. Calculations ma at
cspacty rates attalnable if foreign exchange for rneurre~t
iputs mere not a constrat»t are mot significatly different.

Ib Zsludis WnfAitv.

Source: Report on Parastatals in Tan=a~a, Tovards Å Reform Program
cited from Tanzanfa: An Aenda for Industrial Recovery.
Volume II. Table 13, p. 136.
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NOmin41 cOcffic£cnts Of PrOtection can *be measured for specific

comodities or groups of co=odities. Groups o! co=aditiet may be a

particular &ctzviäty vlthin an : enterprise. cr all of the putput of an

enterprise. Using app:opriate welShts:, N?Cs can algo be caiculated !o=

group& of enterprises via-hin a corporation. for industries ar for a

broad sector such as manufacturing.

1*..e NE40 is a gross measufre of to a producer ar

Rovever, production Involves the processing of Inputs. The east of

4nputs may also be Inflated by tarifSå a=d azter fo-=s of asststance to

the suppliers of the 1-.ipuök-.s. The activity may also recelve assist&nce

which does =ab» ch.ange the demestie/world price ratio, e& subsidies.

What is nceded £s a net measure cf assistance which takes into account

the effrects of ass-,sta-.ice to outputs. assistance to Inputs an-d W:7

ass--*sý.3.ce to -Wm-'ue

The ef!ect.-*ve coefficient, of protection (nC) £s a measure of the net

a38Ittance to an act£vIty's outputs and Input*. It £s defined as:

Value added at doýnestlc juices VAD?

Value added at world prices ,W.?

Vnere

WC? COU:Pu% a: J=esztc PrUös at dc=est_:: ;Z4:es

and

Cuz;-----s at WQ=ld P--Jccs - ý."puts at V*=Id P=Ices.

az a c t -* i t tt. * c - 3 t c t- : ur r et t z t 3 s z zZ r

energv. a=d *ther utlälties, spa=c parts a-~, =&_4=te_azce.

;ZISIb:C tz =1122:xte 2.. Z
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commodity, because of the difficulty in identifying the inputs and value

added for that commodity. They are usually estimated at the enterprise

or more aggregate level.

The NPC and the EPC are related. Usually the EPC is higher than the NPC

* because typically assistance levels increase with each stage of

processing so that assistance to inputs is less than assistance to

outputs. If the assistance to inputs and outputs is equal, and there is

no assistance to value adding factors, then the N?C and the VDC are the

same. The relationship also depends on the share of value added in the

value of output. If" the' va-lue added share is high then the EPC

approaches the NPC. They are the same if the value added share is

one. As the value added share approaches zero, the E?C can become very

high, since all of the assistance to outputs is allocated to a very

small value added.

The EPC measures the extent to which the structure of incentives or

protection allows the returns to factors of production, including any

residual profits, to exceed or to fall short of the returrs achievable

if the activity had to compete without any government interve.ton.1

Ranking by their E?Cs gives a rough iidicator vf how different

activities are favoured by the structure of protection. A high EPC

ranking suggests that the activity is relatively assisted by the

protection structure and that there are gover-.nt created eco=.:

incentives for resources to move into that activity. Conversely a :o*

ZPC indicates that the activity is relatively taxed, and that the

structure of protection has reduced its potential size. Whether or not

"he differential strcture of incentives leads to the.inefficient use of

scarce factors of production can be esti:ated usizg another measure. the

domestic resource cost.

- Se-.er: tr~e.z.& :hd *Z_ave tee= f!~
rates. The' differ ri=.c#aly in their treament of nn-trade
inputs. The Carden method 4=c!..es such inputs with value t.
implying that such inputs gain some of the benefit from assist,
:: t :::y. he 2assa ath:5 i.:es them vith c:'.* in. : s
an :ries :t es:imate a pri:e dis:::ir. f:: the. a s

has *been usez 4r '-s stuy. he adva:ie :f-this is th:

the sa=e measure of vaLue added az vorld pri:e3 can be used for both
7v an=i :RW, cacu. -A tionS
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1.2.1.2 Domestic resouree costs

The domestic resource cost (DRC) is an indicator of the net foreign

exchange that resources can earn or save in a particular Activity. t

is defined as the 'ratio of domestic resources used in a activity,

appropriately valued at their opportunity cost, to the value added

measured at international prices, i.e.

D&C m v' + rk Economic cost of domestic labour and capital

VAVP Valuc added at world prices

where (v) and (r) are the opportunity costs of labour (1) and capital

(k), respectively. The difference betveen the numerator and the

denominator is the residual surplus or loss. If the DRC is less than

one, the activity is considered to be efficient because the cost of its

primary factors of production. when appropriately va*ued, is !ess than

the valuc of the foreign ex:hange that it carns or saves .d there 's a

residual surplus. Conversely the more by which the D1C exceeds one, the

more ±nefficient the activity is at generating forelgn exchange, and

consideration should be given to reallåcat.ng the resources to some

other acivIty. or to not increasing the resources for this particular

activity.

Beftre t g a a:: ., ZLowe;er, it is. esirable to rati`=al-se %ey a
DlnC kigC be . Are to mcors of productio% beig; afllocated

13e %* - -C c --

to an a::±vity which yields a lov value added at world prices, e the

oPeraticn is demonstrbly uneConeie? Is there exess lattur em;oye

er is there :*drutiisatier. tf ::p:-' Is the ze:...:..:;y ei

production appropria.? Identification of the a:tual sCur=es of t*e

ineff~:1ency may enable improveer.ts to be ade. It is possible to

recaj:-_a:e the U~. to tak. ac:ount of some of these fat:ars.

eq.;*= U :L= -Stå**t tt=.* =ay mzwtb ia-.-

a.terr.ative uses, pa=titulazly 4n a ::~try lice y.iopia wi:h a s.a'.

.rse and fev pr:z4=ers C! est goo3d. si:a* -. tal ca- te

e::nemi: 1n the sh::: r An. A shrt-run :RZ can te :='.:*:e. ; ±s

defined as the ratia of the c;;zruni:y Cost of 'atcba ::e v'.e
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added at world prices, i.e. the. value of capital is excluded from the

numerator. If the short-run DRC is greater than one it suggests that

perhaps there may be a case for immediate cessation of production, even

if the capital equipment is scrapped. More typicall7, however, the

short-run DRC is less than one, whle the long-run DRC (which includes

the oppoitunity cost of capital in the numerator) is greater than one.

This suggests that production might continue during the economic life of

the capital equipment, but serious consideration should be given to not

replacing the equipr.ent. or exa=ining whether there are other activities

where it might more economically be used.

1.2.1.3 Alternative enviro.ments

Is this study NPCs, E?Cs and long-run and short-run DRCs have been

estimated based on the structure of protection and the actual operatie.ns

of enterprises in 1955/57. "These are referred to as ber:

estimates.

Alternative estimates have also.been made to identi-fy the implicatlons

of fuller capacity utilisation by enterprises, of higher labour

productivity, and the effects of a devaluatidr. of the excha.ge rate.

There is considerable uncertainty about the estimates of the %?Cs for

some enterprises. The NUC is used to calculaze. the value added at verd

prces and so it e!ects t..e val`.ues of the *:? Z'. .e azs t:e

certain enterrises. some sensitivity anaysis for a:ternative values -I

..e .? has s ee.. .atertlke.. Of ;Arzi:=Z i=terest 4s o
=-.;s t~ t9~ *e :,.- cri.~~: -

The enterprises that were covered in this study are discussed in the

.eXt sub-section.
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1.2.2 The Surve' of Enterzrises

A survey of selected public enterprises vas carried out to obtain

estimates of effective protectior. and domestic resource costs. The

sample of 36 enterprises is listed in Table 1.1. I=tially 34

enterprisis vore selected within six of the Corporations under the

control of the Hinstry of Industry. During the main mission tvo more

enterprises were added: the Nazereth Tractor yactory. Which is part of

the Ethioplan Metal Works Corporation, and the Dire Dawa Meat Can-i-gn •

yactory, which ls part of the National Heat Corporation. controlled by

the Ministry C! Agriculture.

The Ministry of industry provided details of the quality and value of

co=odity production, domestic and export sales, inputs, and structura!

data for each enterprise for 1936-87. Some of the enter;rises also

supplied a.ditonal iformatio on employment, capaci:t. =ti4:at:. a=~

the4r usage of in-uts.' The data was revie-wed .or s . and

inconsistencies and to ensure that it had all been entered correttly

Into the vorksheets.

The sa=ple provided very high coverage' of activity In the National

Leather and Shoe Corporation and good coverage of the National :ext41es

Corporation, the National Chemicals Corporation and the z:hiotiar. Me:a

Oorks Corpcraion. About 22 per cent of activi::y in the .

Beverales Ccr;oration was coveret, a9 ony one (e:;ar:ing: e?:Ir:rise

Seac*h of the T2iJoplan ycd --rporation and the Nat-iza. uea:

Ccrporati:n. Zs:inates of t:a. ii.is ad£?. s ~for the e=terr-is

calc.lated but they are =ot necessari:y indicative of other e:er;rises

not 1ncluded in the sample.

t z: 2:l k h.: def:- the fs=n t vas cb=sen.gu.sem Driente: ::sar~s
a * e -. '.ready p in :a .* *.wit e2e: £:e
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Un!ortunately. for =ostt in.puts anly value data vere avallabli. Th 4. a

1-.-zor=ation vas used to estimate each enterprise's valucs of traded

domestic and Imported inputs Uncluding utillties). The value o! other

inputs vas ob:alned as a resIdual by s*--bt.-act--r.g tt.e vall;Se of inputs

Idenzi!:.ed by tt.e enterprises. fram th cir values of total

inputs used. The i=pcrted Inputs =y be understated 1! the en.terprise

dId not åzport the= di:ectly. This appears to be the case for same
C.9 ,t4c&t40.. -s on*v

enterprises P:cA-cins =etal Pr3ducts. The classý._

loweie:, U: caicullting the e- 02 ex:banie :&te

=ovements an levels of assistance and DRU.

Mhese steps produced the info:=tion needed at prIvate prIces (t.he

eler:en:s kl to D in Z'1vre 1.1). The inaln. advantage cf thls

05 output$ and Inputs is tha: ls to undertilke i

^ide ranle c£ sensltývity anl:yses 05 the !::;acct 0! exzsencý.5 51=t_^:3 cn

;er_--lnce anj 74.2 :-.a.cr task..

however. -s to ob=ain the ccrrespo-..din; a: sc:4&: -r -jo=jd,

pr-,cc$.

Out=Ut$ at vexid vrices

Th.e nc.-nal rate of protection (NW) afforded to an enterprise ls a
wc-4.-.tei averase 0! %he rates for each cc_-_.odity tInat it

v&!ue, ant unIt va,Ue data were cbzalne4 £:r ea:h

by ea:t pub!i: ette:;=13e. t*rg-:

ac-ounted !c: aU er a large propert:c= cf t*re enter-r-ses*

zu::u:. 7.-e ti:I -,;,tre ::253 :*ki:jcil t3 32* z*nzt z*nc

SU;;lifz: »were tised :n

:.hese wera :epýaced by unl: va!ucs rezicet:.; a:tua! sej~*In; ;=4ces
-n --.ost cases, t'k* tt.c t-.-0 ur.:t

-2 4 r -3 c:

enter;=_-scs cn tt.e a ringe of

-Zn
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deriving estimates of world prices for each commodity, which ls by far

the hardest and most time consuming part in calculating Elms and D&Cs.

• For esch cc:odity, an estimate of the corresponding world price was

required. Most of this work was done by World Bank staff using

international price data for comparable products. This is not an easy

tack. It is difficult to ensure that the products are comparable. £ven

If the physical speciflcation appears similar there may be differences

in qua.ity. Ideally, comparisons should be made with cc=od:ies

exported by countries with similar production technologies, but often

this is not possible. Many- of the- product descriptions -supplied by the

public enterprises were very broad, which again makes it hard to derive

comparable international prices.

The price mparisons should be for the same ti:e period if possibe,

and awso refer to the sam geograph£c pcint. Ths the inter:.:.1

price should include the cost of transpor:Ins åc:ds to the sa=e arket

as supplied by the local producer. In Ethiopla the appropriate point is

Addis Ababa. Thus c.I.f. costs and inla:d freight should be included.

Duc to the cost of internal transport. Ethiopian producérs probably

derve considerable natural protection. but this may be offset sc=enat

if imported inputs are required in the producton process.

:he enterprses s e pr!es for. ther ex;ort dities.

Prices were also used for world prices of c marabe przd%:: s . c

the Ioca market. All exports incur an expert tax of 2 per cent.

* *f, c ren ex:hange. ths a;;-'es partit.r:' : .

csumer goods. f tkls were not the case, the tariff sthed.e :u.d te

sed tz detei-- the assistance avi.ab.e to thiopia. pr:er:. f

ava.able. The existence of quanti:ative import contro.s. in.ludIng

fl*- l ral ltf Zifn :In l

t e0
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la available.12 This has been done for some co=odities.

On the other hand, all prices are tightly controlled in Ethiopia so that

much of the avallable assistance may not be used by prätucers. The
existence of a thriving private market for goods suggests that some of

the benefits of the assistance regime are appropriated by distributors

rather than producera. This means that the structure of protection

cannot be cansidered in isolation from the pricing and distributicer.

systen. ".elaxation cf price contros without chaZ.ges to protectilor. =ay

Increase sgnificantly assistance levels for Ethoplan producera, while

at the same time reduv!n- tre as1ststzåce provided- to distributors. This

could weil be a desirable outccme if it changed the relative incentives

of producing and trading.

-. =Uts at vortd =rices

The .arite and Transit A...ority provioed dais of tariffs,

discrimdnatory taxes and transport costs for many imported inputs. This

information was used to calculate accounting ratios (of local to world
prices) for these inputs, and for comtparable dcmestically prodhced

inputs. The International price should include the cost of transportin •

the imported In:t to the enterprise.

Fc oter est: Pr.us pce ccmariser.s were made to aJj8s:zsz

wi= Is- -.fl ZAanåt vh :.6.t

va:..es.2 es t-h d:es o cu-pus, su c:arisn1.s are fragt. i.t

* -s.4...,...

.........- ,-. .z

-t 
tt.. ....
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consistent with what has been used in other studies. and for other

countries.

Assistance to value addin- factors

No explic'it subsidies or other assistance to value adding factors -.ere
identified. Hovever. there may be some implicit subsidies for those

enterprises which export at a loss. If these losses were tot

undervritten by the goverment the expcrts jou-d not take place.

It is-not- ecar hov this- problen shoulå be t-ackle. Cne way would be to

allocated a subs4dy equal to the lossas on export sales. This would

increase the enterprise's value added at private 'rices and hence its

!l?. It vould not, however. influence the !1 or the DRC.

'r.ere an enterrise se'.is o. both export and d-esmtic kar - a
not be possib.e to apportion losses betWeen the -t ca:e;:res e
markets. If the prodit on local sales is greater than the loss on
export sales there may be no subsidy. Rather the export sales are cross

subsidised by the profitable:local sales.

There were four enterprises which ex;oted in .1986/87 and which operated
at a loss. These wereere Dire Dawa .eat Cani.g, Addis Carment, 'v.ersa.
.eather Articles and .assava Sa.t. Sut if it is assum-ed thal:-tese
enterprIses were subsidised, *: st:.u the icsses of those e.terprlij
.h.ch ony supplied the loca. market be treated? Since a:. of the
en:er:rIses are 'i:aZl cw.ed thea t . at L

No shasidies ave been ±nc'ded in these estimates. Vhe t:a.
assis:ance to loss aking e:terprises may therefore be understate

?.auios of the socia. or shadow price. or opportunity cost (the tes are

i ;ä;!.
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These ratios are known as conversion factors. Separate factors were

estimated for *different categories of labour, as sho in Table 1.3.
The methodology used to derive the conversion factors is summarised in

Weiss (1987).

Table 1.3: Conversion Factors for Labour Costs

Category of Labour Conversi.n Factor Assumed

Range Average

Unskilled Labour

- Rural 0.35-1.13a 0.55

- Urban 0.51-0.73a 0.65

sk!Illd Latcar 1.10

Average for Manufacturing 0.70

a A range of regional estIiates.

Source: Weiss, op. cit

A standard converson factor of 0.75 was used for the prel_imnary ?.
estimates derived during the SR Rissin. Idealy, hovever, differe=n

estim3es s:u24d te used depending n the Lccati: and the skill -.i xi
the e.ter;rises. The available data 1s set out in Table 1.4.
. a :t-=sisten dfl-t!: cf ski:I vmE n.: ;r-vied y1:*

Ive: sc ads :7.e:sien ::: : es &.

average factor is considerab=y a-te that repor: y •Yeiss (0.7Z;.. ::
se?eral enter;r1ses the est£ated !cversion fact.or ex:ceds . he

c:.75. 2. .3

.3 rfl fla. :-d- -.
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The social cost of caDital

The social cost of capital a! each enterprise is the sum o!-.tl.-.e cost of

the capital consumed plus the opportunity cost of that capItal. The

cost of c pital consumed equals the depreciation rate times the current

VArket value of the capital.

Time series data of the book values of fixed assets were obtained fro=

each enterprise. A series of investment each year was derived from the

book values. The investment- values werw revalued to 1986/87 using an

implicit price index for private investment and re;-'*aci-.%& the accounting

depreciation rates by rates which more accurate-7 reflect deterioration

in the economic life of the asset. The estimated book values and market

values of capital stocks in 1935/87 for each enterprise and the

de;re.!zt!oz rates used are shown In Table Z.5.1 'In =any cases the

cUrTent market value is significantly greater than the book values.

This means that the social cost of capital is often significantly

greater than the private cost, which is taken to be the actual

depreciation allowed for by the anterprises in theIr accounts.

2an earlier study of agricultural DICs for -E-Uop--& . the World Bank

used a rate of !2 -er cent for the shadow price ef ca;ital. (Tue su Amur

;r-jce is the highest return to capital in the next a'ter=a-__-ve

inve s tO"ett. Weiss (1;37). however, proposed a rate of a per cent !cr

the ezon*=*c discount rate a #opportunity cost of capital' -for

z t *h I I a

4A rate of 10 per cant has been -used for thtse t h a r

t.-Izgs being equal, the higher -!%a rate the bIgner -41"1 be the long-M-

:!L*% esti=tes. since =re C! tha value added at soc-:a' p.-:.es -is

zz the c2st of cz;izal, leaving :ass t.he

Ste ze=crz !zZz 1 - _-a :ts 1-: 9-4 2-2. 7;. ue
-eirs e vI F .: e r 2 7 T 4

f2s. Ho. ;7;. 1.300, 3 '1075. Ii4j. ,:92. and
Vor:d lank. *EZh-cpiA An Xx-ort Action. Prz;r=q. le7or: No. sz.,_ Z_

:Az=e= A:.
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Exchance rate-

The estimates of EPCs and DRCs were made using the offictal exchange

rate of 2.07 Birr to the $US. In the black market. exchange rates of 4

Birr or viore to the AUS are quoted. The overvalued official exchange

rate increases the assistance needs and DRCs of Ethiopian producers.
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1.3 RESULTS

1.3.1 Nominal and Effective Protection

The benckmark estiates of NRps a.d £R?s are shown in Table t.5,

together with estimates of the values of outputs, intermediate inputs
and value added at private and social (economic) prices.

The results indicate great variabilIty in levels of protection both

within and between Corporations. All enterprises receive negative

output :ssistance for the!: expo,t- actvities. Some of these exporting

enterprises are profitable even though they receive low or small

negative rates of effective protection. Examples in this category
include Ethiopian Sp£ce Extraction and the tanneries.

Other enter;ri::s ex;ort a: loss. :n so=e cases, the 1.azes are st

grea: tha they exceed fa.tor ayents. This produces a lare re;ative
c!fective rate, but this does not mean that the enterprises are in any
sens, economic. Examples in this category include Dire waa Veat
Cann!ng, and MassAwa Salt.

The only other exporters of any significance are the two gar=ent

producers in the saple. Addis Garent and Gullele Garezt. Adis
3ar-e-.: e::;cr:e around two-thirts c- %ts output. te:azse of thic it is
est=mstet :: have a w :mna raz. of protectL:.n &:r:I t!- c i4s

pr:%:1icm. :.e estlate4 vilu L4eaded at wor'.d rýIces is *:-eve: v-rv
*:wa, - ;an ef!c=t_Ive r:C .:5 ;r::et:..n c! eve: < per: -5

-- t - e cr. e:,-r 7. :. -.

effective ra: ' have been :-Iv higer. :e. .::::::e -.

per cer. cf output. For 1ts dc=estic sales the estinated ra:. of
n..a. ;r:te::-n was over J per cent., g_vIng an averae e. ci

Z:* ene-: EETsånflf2l3 : e :

wif :z.-n, ur *-.:-t_3n:
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Thus, based *on- the economic enväronment in 1986/87, only spice

extraction and tanning were viable export activities vithin the sample

of enterprises. In the case of spice extaction, the viab£Alty depends

on International demand conditlons for is output and local supply

conditions for inputs. Its value added per unit output is lov. If the

input price rises relative to the price of its output it may be an

unprofitable activity, as has been the case !n many past years. On the

other hand if lt can obtaln its supplies of peppers at advantageous

prices it could casily become a highly assisted activity. The firm has

indicated- that there -might. be» scop o Uit.*to.. achiav-e cost savings if it

could more closely integrate vith its suppliers of domestic inputs.

Turning to the other activities. hopes have been expressed that scr.e of

the ccodittes produ:ed within the Uhiopian 3everages Corporaticn have

sc=e ex;Vrt ;otentia*. A littZe wire and beer is areay en;::ted, but

at prices well below costs of produc:ion. This itZiates :hat harar

Brewery and Avash Winery are not economic, even though the estiated Må?

and ER? for the latter are lov.i Two enterprises, Sabile MUneral Water

and Addis Glass and 3ottle, have negative value addeds at world

prices. The effective rates for the beverage producers' ray be

underestimated. 3ecause of the poor bottling technology. there is a

potential danger of consuers sjallowing glass slvers in their drink.

zence the d:esti: product ±s inferior to the prft:c used f:*:h*

4nternationa: prite c:nnaris>ns.

-hU es:ted <EY. f- Amz MU..erl a:er Is a=:£nd .er

-~~~~~~- -t . * - .: .~:': . -: f :n s . f:.. : : . ' :*: '..a - ,
:es:o ecport. Frdct: is geared :: expe.s.ive mut-p.e-Z:

returnable glass bott:.ike whi:h is :t a viab:e &==arziee=t f::

exports. The bottles are not a good narke:ing pr:position. :ar 'r

venture.
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Within the National Textiles Corporation, the estimates of assistance

are variable and in some instances surprisingly lov. This could be due

• to problems with price comparisons. There may not have .been enough

allowance for the generally lower quality of some textile products. On

. the other hand the domestic price controls may hold do~n the production

price of textiles. Of the seven sampled enterprises, three bad low

levels of assistance. tvo high ER?s of greater than 100 per cent. while

the other tvo had negative value added at world prices. One surpr:sing

result is the generally high levels of input assistance faced by all but

the exporting enterprices. This· input assistance represents a

significant implicit tax on potential exporters. In particular, a high

price is paid for cotton.

The National Leather and Shoe Corporation co=prises a very Cfficient a.d

economic tan.ing sub-sector ant high.y ass.isted :du:ers of 'ether

products. for tanning the effective rates were all less than 10 per

cent or negative. The tanneries obtain some benef!it from access to

hides and skins at slightly below world prices. This may not provide an

incentive to increase ihe supply of skins and hides; whith is necetsary

if the tanneries are to increase their production. .The estimated

effective rates for the production of shoås were all over 100 per cent,

and eve: these estiates may be too low because the poor qualty of the

d:nes:ic product reans tha: the U.s are prbay unerstated. These

esti4l:es are, hvever, s;or:ed by ! :ited data en s:ne tria:. ::::r:

snipments of shoes.

7a:iab'e. &.ddi J.:a: y:a and± Ther::':s:.:,:.:.n: G.-.'e.e 5,::; ::

estima:ed to be high y assisted with =c-inal rates- f .70 and per cent

and effective rates cf 100. while in the case of y*ia ?.astic a.t

g aa zceåouer

di 21,1 tL to i=&!=£n that V:hMopia is such an Cf!UCcent Producer of

fl fif.- _z *
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As with chemicals, the assistance esti=ates were variable for

enterprises In the Ethioplan Meta! Works Corp- ration. Some of these

enterprises vere estimated to have lov ir ne_..tive effeptive rates.

These numbers warrant further examinations.

The overall estimates of assistance should be interpreted with some

caution. Apart from the apparent anomalies outlined above, the average

figures Include some of the nonsense valUes for those enterprises with

calculated negative value added at world prices. The average level of

output assistance was 23 per cent. while the average efjective rate was

26 per cent.

1.3.2 Domestic Resource Costs

he overall estia-e of the long-run :R.C f!: the 36 enter.ises I.

1986187 was 0.8, wh t.e h c short-run estiate was 3.:4.

These numbers give weight to those enterprises with negative .Cs.

reflecting negative value addeds at world prices. If these six

enterprisesi are excluded the average long-run and. short-run Dp.Cs become

0.65 and 0.41, respectively.

In general the rMC and ZM esti=ates are well correlated. Eowever, ste

en:terprises with a high ?. may have a lUn-run ^ of Less t.r.n oe i:

thev ae suffiefent. proi:a·e. A&=es sr.!- ade ther: :..

arka House`c.d and Office F-rni:r are eap..es of this. pr:fi:s

reprsenzei ZMe-third and one-C•:arzir. Tf3;ective.y. cf their •.-:ues :f

Co--erse.y a L:w.y ass-sed activi:y may ha•e a g-run . of g:hate:

thin one if it has no- made sufficient provisian far the replacene: -

... n. oe hazz wi. s -e tuo1oe

ene or less,*h. the corruspondizg n=~ber vith-l short-run ZICs of one,

:-.- - -z- t
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greater than one, namely the four shoe factories, Addis Garment and

Nazereth Tractor Assembly. The DRCs are high for these enterprises

because they have very low but positive estimated value addeds at world

prices. . Estimates based on a formula where the denominator approaches
zero should always be treated with cautior.. They are at least more

economic than the enterprises with negative value addeds.

At the Corporation Level, only the Ethiopian Beverages Corporation

recorded an average long-run DRC of greatar than one.
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1.3.3 Sensitivitv Analvsis

.i.3.3.1 Nominal rates of protection

In any study of assistance, estiating the nominal rates of protection

for inputs and outputs is always the hardest task, and most subject to

error. Output rates of protection are the key determinant of the MP and

the DRC.

Table 1.7 shows for Cach public enterprise the nomcnal rate of output

protection. requiread to yield. an estimated long-run DRC of 1.0. It also

shows the corresponding short-run DRCs and E?s. and. for co:parison

purposes. the bench:ark estimates of nominal rates.

Vhile there may be uncertainty about the precise vaiues of the nomina*

rates thee ay be greater confience tha: the rate is asove or below a

certain level. Thus so long as it is believec that the noina* output

rate for Ethiopia Plastic is less than 70 per cent (campared with the

estimated rate of - 12 per cent). there can be some confidence that it

is an economic-activity•in terms of t-ts long-:un DC.

1f thee la any uncertainty about thevalues of any other varab•es that

enter nto the calcula:ion of DUCs or UPs, a simila= sensitivity

ana:ysis :an be carried oct for those variables.

This sensitIvity analysis is of os: interest for the enter;rises in the

tia hec CzrmzrIt4::: and the rthiopian eta21 '-
thz thlnf -- n tn-ea n

Zt.:..:.. :ti .: the *nter:rize .. :U:se å:; ::-rn:z..

satisfa::oy 2?.s at quite high ~-4naL output rates. :n the case cO

the shoe and beverage mannia::u:e:s Lt also indicates by how much they

Z. weer l:.» :Z.-i t, 
1

..nz_

t-i.
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The sensitivity analys.s -does not really clarify the position of

enterprises in the National Textiles Corporation. The nominal .rates

that give a long-run DRC of 1 are sometimes lower and sometimes higher

. than the estimated rates. In comparison with other studies, such as
1that by !itikie-, the rates in this study are considerably lower than n

those other studies. This wouid indicate that textile producers may not

be cconomic users of resources.

4.3.3.2 Cava:_-:v utilisation. an.defii.:

For a variety- of ressons. any of the- en.terprises are unable to operate

at full capacity. This section cor.siders the ofications o this fOr

the enterprises' assistance requirements and DRCs. To do so it is

necessary to define capacity, to measure it and then to incorporate the

measure into the assistance calculations.

Capacity is taken to be a tech.ical -easu:e cf the maxim,= vt::.:e C:

output capable of being produced with the existing stock of capita'.

equipment. Usually it is based on a three-shift operation. Production

typically involves a series* of operations. D'fferent capital e;ui;ent

£s used for each operation. The capacity of, each piece of capital

enuipment might vary. The pLece(s) of capital equipment with the lowest

rating will de:er=ine the overall 'capa:ity of the enterprse. The

aactyi se: 5 -e f:rst ~oct.ene-k -n t-ne . -o : .

o this is that soetime acity =sy be e:: 2an..

signitficant:y at lit*e cost if a bett.eneck ca. be reoved. ('is

-4 s -he :=C i ::. an. S:t'.: . -

apac * *_såJn '-i because cf a bottenezk ais ilov bec-cse

fl-.-.. 0 ** -.- -. z . lf

~tre:~.. . =' -br
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of factors internal or external to the firm? Internal factors might

include poor maintenance of equipment, bad layout, low productivity or

low quality. These internal factors may, however, reflect external

causes. Spares may be unavailable to undertake repairs and maintenance.

low productivity may be due to a lack of trained labour, the poor

quality may be due to the quality of the purchased inputs, eg aluminium

for Kolfe household utensils. Other external causes include a shortage

of materials, or foreign exchange to purchase imported materials or

spares; sufficient labour may be unaaIlable - particLlarl.y to operate

more than one shift; or, of course, these may be insufficient demand at

the- going price-to justify operating at. full capacity.

Each enterprise was asked to supply details of its full capacity level

of output, based on three shfts. Most 'provided estimates. The
approach adopted varied from enterprise to enterprise. r. some

instances capaci:y was re*ated to paRng tarZets. :I:e tZ :he:

production constraints, which are recognised in the paning process.

this would give a lower estimate of full capacity and imp.y a very high

level of capacity utilisation. Mission staff also made some estimates

which filled in many of the gaps. *They also overlapped with scme of the
enterprise estimates. Genera*ly the two estimates were close, but*

sometimes the mission's estimates as significant'y lover. eg for
Ethiopian ?.bber and Canvas Shoe. The estimates are shown 

Table Z.5. Enterprise esti=tes were used when aaiabe. =ess thet

differed srt : e th sset.' esZs . *t et

latter were used. The distributicn of capacity utilisa:o. was as show.

t Tz*e :.2. 7here was signifi::n: variati: i :z:i z :Vs :.
'::h:*etilar -*: . se:::.

. 7 - SS..--6

Capacity Utl"ssticz ~.o ?.e:ie

0- 69* ... .. C*

we0-6***** *6
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If an enterpr4se can operate at full capacity, it vill reduce the cost

of capital per unit output. This in turn will enable the enterprise to

lover its output price or to increase profitability, or some combination

of both. If the firm is exporting as a price taker and/or £s operating

at lov or negative profitability the outcome might be to maintain

existing prices and increase profits. 1f profit rates are already

satisfactory the lover costs might be passed on the consumers. (In

practice, with prices rising geneally. increased capacity utilisation

zay slow down the rate of price increase.) The actua' outcome is

unclear and will depend on the circumstances of each enterprise and the

policy of the government.

Two alternative calculations can be made to illustrate the effects of

operat-ng at full capacity. The first caiculation ass=es that the

lower cos: s reflected in higher pro£'abllity rather than change

prices. This zeart that the un!t values of outputs and -..;uzs at

private and at social prices are unchanged and hence nominal and

effeetive rates, of protection stay the same as shoun in Table 1.6. Also

the unit valuc added at social prices is unchanged. The total value

added a: social prices does increase, however, due to the scale effect

of extra production. • The cc=pcsiti.n of value added also chnges

because the extra production is achieved vithout the need for additior.a

capital e:ui;ent. Mne share of capital in val~e added is reduced anz
e.ce the esti,ated ? as. es*r:-un .

unchanged. he effect on the bong-run j411 depend on the snare of

capita in va'ue added a: secia! prices and cn the level of ca;a:ity

utiisaz*:n. he grel:Cr the share at. 2c :.e s='!z :Z 1-

The effect can be ca.culated by increasing the ?alues of out;uts an

ru.r enjrr-1f- 0 ~l ~- Vht h%v C!C...f

* z-
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weight if its output is Increased to reflect full capacity

utilisation. 'To avoid these scale or compositional effects, long-run

DRCa which incorporate full capacity utilisation have been estimated by

deflating the value of capital at social prices rather than by

increasing the values of all other inputs. and the value of output.

For the second calculation it IS assumed that the lower cost of capita!

is passed on to the customer via lower prices. (This would be unlikely

if the output is exported.) Since the vorld or social price of outputs

is unchanged, the effect will be to reduce nocinal and effective rates

of protection. The välue add. at social prices and the share of

capital In that value added are as in the first calculation so that the

D&C estimates are the same as before.

The implications of these alternative calculations are de=onstrated in

the ex=ple shown in Figure -. 2. The benchmark and f•:l ca=a:itv

estimates of assistance and VRCs are shown in Table J.9. (Scme cm the

estimates for the Corporation sub-totals and the overall total wil have

to be revised once the outstanding capacity utillsa:tion data are

obtained.)

Data on capacity utilsatjon in 1986/87 was not availlabie or six

enterprises. For the other ete=prises, operating a- -tll capacIty. and

hence wi:h 1:ver per unIt ca;ital costs, iproves .heir perfcr-2n:*.

:ne irir:vee.: Is grea:es: were act- capacity 3tilisaton was -:

and cap!tal costs were high.

e . e e1 ~l .. fll*- .*le hi tt

ec:::-. and no e.ter;rise wi: a very hih effecive rate has its raz*

redu:ed t. a =ore reascnable 'veI. The only s!g-.fIa=t chan29 is 4::

cc~ ~ ~a t*..-. -c~c
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is not the savlour for any enterprise with unsatisfactory levels of

protection or DRCs. It should be noted that these estimates understate

the benefits of full capacity operations because linkages between

• enterprises are ignored. Through these li-kages lower production costs

for one enterprise should reduce input costs, and hence assistance

* needs, for user enterprises. These linkages vould not affect estimates

of DECs.

1.3.3.3 Labour :ductiv- z .d efficad.ev

As with capacity ilisa±r, it is- rible to- adust the benchmark

estimates of DCs and assistance to allow for the effects of lo-jer

labour costs per unit output. Reducing lJour costs will lover bot.

long-run and short-run DRC estimates. No-a.%al and effective rates of

protection are only affected, however, !f producers pass on some o t*e

efits by izvering pr:-s onsers. f -rt4.: re takers

th1s is no: liCely to happen.

While it is generally recognised that most of Ethiopia's . public

enterprises employ more labour than might be necissary to achieve their

production targets. it is not easy to quantify the extent of this. The

cost- of labour is not only a function of its quantity and price but also

44f the productivity cf that labour. yhe price of labour is already

tiken account Cf In the benchmrk estimaes.

A conservati.ve estia:e has been made that labour costs in each pub.i:

:?ased :rie cas--3:. b b tec n'.e::hird : srn;; iits -: the

istz en th ä~~*

enter;rises. :0 illustrate the lcw leve.s of abour roductivity,

at:-= 4nut i. tte -t`:%; i-dusty was to be up to four tlmes

efficiency possible if labour productIv±ty can be increased
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significantly. An alternative interpretation is that they show the
additional burden that must be barne by public enterprises through*
saddling them with the dual responsibillties to produce goods and to
absorb as much labour as possible. If an important objective for the
manufacturing sector is employment generation. the cost of labour over
and above that needed to produce at minimum cost should be recognised as
a subsidy to labour rather than a subsidy to production.

A~ significa?.p iprovement in productivity has been ass=ed. Not
surprisingly, the implied benefits for the performance of enterprises
are cons-iderable,.. as.pacial.y Vhen. labo4-. coats are a large share of
total costs. AIthough the overall i-Mact is similar to that for the
full capacity utilisation scenario, the distribution of effects across
enterprises is different.

n pariular, s.e enterprIses with benchark V.s of greater tha,
unity are pushed into the less than uniy or the close to un y
categories. The former include :thiopian Fibre Products and Ethopian
Tannery, while the second category includes Ambo Mineral Vater and
Ethiopian Footwear. The effect.ve rates for these four enterprises aiso
fall uignificantly.

Not surpris!ngly, the overalU short-run 2C falls from 0.45 to 0.3.
whle the ave:ae long-run C drOps frm 0.2 to 0.67. "he average
efective rate of protection drops sj;nif:anz:y to 5 per cene.

:. -. 3.4 * .=:hnz~e rate£ and ef:e:t-:

caital inf':w and determIning te va'.e of Unternat:.a'. dob. n t *.
le.g run, however, its ke role is to determir. tho re'.at_... pri:es o

aiiye r o su a.tos.-s u e er.

activiy 0.-he 31% l- s act.4on is -1oss~ epez, cm

-5l
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SEECTM RATE OF FROTC00 AM WONMIC
RATE OF trrURN D PUBIC 3vcro= DUMST, 1980/81

nfective Rate of frotection zconomic Rate of Return

C.tton textiles -28.10 13.6
g textil.s 23.3 14.1
jt poducta 93.3 -5.1
t 125.4 4.2

rC-d
SIgar -72.2 34.2

ols and esee -79.3 78.1
Strch and yeast -8.4 45.0
ols, sps and detergets -93.3 14.4
twces~ed vegetables -56.8 12.3

ZMUI fibres aEIP -9.5
Ne-eibeo11NN -11.1

wastber and Uffling -11.3 4.3
S-MAR -17.4

imn and stmel 75.7 2.7
aula Rw -21.0

äs»-ferrof metala 895.2 -3.1
steel Pips 647.1 -L.

1mrsus eastiags Me .46.2

~d ad glass 26lm. -36.4

kntr vukdeles IVAM-3.
aWay carriases 16.8 17.3

Si adles an torcyc e 481.9 -3.2
knr va~l p~a -3.4 11.5

. Wtrl electricl products -32.5 5.6
m duraubl -7.5 0.8

% electrosies 1885.4 -3.6

Source: keviev of the Finances of the Decentralized Public Sector in Egypto Report
No. 7831-EGT. 1989.
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Table 5.8

The Divergence betwee tconic and F~nancal Profitabiity
in ~bLic Sector Lödustry, 1980/81

Lom~ c Fnanmil
Rate of Return kate of Return

O Tties 3.6 5.9
91 Te~tIes 14.1 15.4

mc trots 5.1 17.5
apets 4.2 18.3
os, Soape Deterenta 14.4 -6.6

34.2 7.1 .
gracmsed kgetabls 12.3 2.2

- ~ad mc 78.1 17.6
erh Tn eat 45.0 6.2

artificial Flbres -9.5 1.9
ase-edible Oile -11.1 3.8

-17.4 -20.7
lstber a Taing 8.3 4.1

ftd St 2.7 10.9
Lad -21.0 12.5Iac-ferros tals -3.1 15.5
s1 piu -2.. 1.9

Jse ad4 shaped 9tee1 6.4 11.7
urses c=tings -46.2 .6.7
a m tor vehicles -32.7 -13.4

aIMy criage 17.3 =.1
rlå a mtoreeles -3.2 1.5
I.et electrica. predmms 52.6 24.4

Uwe ctriC onar durables 20.0 13.8
emr elctrics -3.6 N.5

-12.8 2.4
Idsad glass -16.4 .

Source: Review of the Finances of the Decentralized Public Sector in Egypt,
Report No. 7831-ECT, 1989.



80

6. Ille ImMne of MaCree MWnne dePlee on Pubtl UEedrses

The Review of the FinancEM of the Decentralized Public Sector EgvMt, (Report No.
6421-EGT, 1987), provides a quantitative evaluation of the impact of key policies changes on
the Macroeconomic performance of public enterprises. The analysis compares the effect of
present policies on public enterprise performance under present policies (the base scenario) as
compared to PE performance in the context of a change in a particular policy variable. The
combined impact of different policy changes is then assessed. Among the policy changes
whose impact on PEs is modeled is the unification of the exchange rate, adjustment in
domestic energy prices, and PE price determinations on the basis of economic efficiency.
The methodology is discussed in an 11-page excerpt which is included in the following
appendix.

The utility of this analysis it abky to demoustrate to borrowing governments that
poor public enterprise performance is not an insurmountable problem, but rather, can be
significantly improved through a combination of appropriate policy adjustments.
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Egypt

IMPACT OF POLICIES ON TE MACR0CO1MWC PEORANCE OF

PUBLIC ENTERP[SS

4.1 å torough reform of the RE sector, as noted, constitutes a major
ealegeqs for Egypt. A comprehenstwe program of actimmaes to be

iplmnted with idiate effect. Many of the elements of the required
sefsm program vere highlighted in the previou ~bapter. The purpose of this

dmpr In to provide a quantitative evaluastion of the Impact of key policy
- bage- a the acroecomeic perforemace of public enterprises. The
discnnion focuses om the outlook for ffE performance =mder the present policy
ie t. he otMmcome in this Ireference pathl is na~t compared with

sitmean that result frm a mamr of controlled policy experimots. That
ja ~experinmat conUsiders the impect of a dag In «1y on policy

T~ri*le at a time. In the fial eprisat wo llustrate the co~bined IMpMet
of gs in theRe variables.

eerecnmic Framework

4.2 h quatitative aalysis of policy ehages la band ca m
ecom-vide model uuing the accowmting framwork of a *ocial accoumting

tris (3A M. A basic charateristic of this model la its internal
ssacy. Ihis la a major ad tag becase it ensaes that the resuts i

- a t ar fully o~ftt with the ote= la the other as ta.
ångd i etable feater Ws that priasm, las1-a~~p the free merhet
e ~ce rate, are detezzed emdognouuly. A harp distimetiam is drav
b public and privat. productio by efpicitly dMiag the key
: mt- affecting pubntc prmdet=~. the e--- t-- a of prices,
du aUscatia of foreig fs, inv.sit pg f and om of f~naasiål
arp are differe~t for lc and privats e itepi-ns.

ne neerence a

4.3 Ie dea of the referemse r= ia to strust a baen scemarim hich
cm ha ecpared with the . ~ars that assume specifLe dages im ey policy

wa~. Ma refer = - ausmu s that the policy fråm~r l the
m~dim rias ilar tDhe that is effiumtly la pla . That is,

SamitIDsity of hma rates., the pr t priing p~licy for publlc
terpris, the ~stån trade plI nd the cerwet filssa policy are

nisiad in the referemms rm. h terwal mavi=mat i the referene rum,
ad fe all other era , is the smn as premented la the cernet comtry

e m ådel s xplmäd la detal in a separate m~Mkig pMper Mtitlad _

rt of pclis m the. .m.s d£ frfomo f publit trrMe
M . att sorta ppe, gypt Miisien. Uer3 Bak, 1966.

Source: Review of the Finances of the Decentralised Public Sector for Egypt,
Report No. 6421-EGT, 1987.
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øconc report . . s p aegnag the tera l amet
amd the policy fra=»rk !i the reference run are summred Table 4.1 ad
4.2.

4 *1.4 tie projected des Zop~et# in the national accoumts =nder the
reference scenario are pr.-a ted In Table 4.3. Ihe overall GDr show a
average growtb rate during .te estiation period of only 2.2% which J& less
tha the polatUm grovth &ste (2.5%). ~his depressaeg grotb prospect
reflects the sharp declin a. Egypt's aternal circ ume~ coupled vith
ioadequate cpensatory pol·t y ma es. In fact, the deterioratlom in
Egypt's tez of trade, la&:1t tbe of th. dip la the price of
oil. implies an eve large: eductim is d tIe cm i te 1986/87
period. hus, gross dast·.: ia (GI) decl~ srply la 195/86 and
1986/87 and then registera a modest provnt bese n om a projected revival
in oil prices. Public serte income falla faster tha the private sector
incam, chief ly due to the ,. reet ir~et of tbe redectiom ln oil e rt
incom, but also de to the · omtiue bmeffliency of publIc enterprimes.

Table 4.1: EEE AS.I4~ W45 n r CUX =WEM-l= UM s E m 8 EOIC

Mame TOar nate of C ge (2)

1984 1985/86 1986/87 1987/88 1968/89 1989/90

Crde petroles output
(atos) 41.i -. 3 7.7 8.7 0.0 0.0

Natural ga output
(a1. t~ma) 3.1 21.9 7.7 19.0 20.0 20.0

Crude oil eprt pris
( /bOrrel) 27.0 -36.0 -35.0 19.0 15.0 11.0

Wrkers rælttames
(current 8 m1.) 3696.0 -17.0 3.0 3.0 3.0 3.0

Suez C~ receipta
(curremt $ al.) 897.0 5.6 10.9 9.7 9.7 9.7

met foreign broviss
(carrmt $ al.) 3615.0 -38.0 -3.0 t -21.0/ 3.0 3.0

8/ Ass rep ya t of arr~eas - aa ap to 115/86.

1/ World ~t Sei: Bport No. 695~-, Aab &~lc et Iapt.-Current
- mInn.-ic Situationad FVcnc Raeom ?roga . July 1986.
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hal=« of paym~ Presaure int~ 14m for~ . ia
raf lact" lim a ~t=tw ~.- CIALIM of am fruie m~t q=~* ~te
8~117) <Se* Table 4.6). Å ~tIve «pect at tbl*. bmmwer. J& ~
,$C~ » to private rts. MeuG~ les*, the overall ~ rt perforæsince
»« aat ~w ~b inipro*,~mt b«a~ ~ a~ of private ~re& in total
~rts U very «all. Ilm officiat ezc~ rate afflicable for public
e~rtere appreciates in real term g~rating Am a~tional dis~tive
tagtor.

Table 4.6: MW PEUMMUM= AM EXCE~ R~ LN 1= ZZFZU=

(an~ aver~ rate of

Total «ffrta 6.6
h*Lle sactor exports(g&nfa/volwe) 4.0
Private a«tor *a¥~ (~ &/vø~ 17.0
gam~ free M~t ame~ =te

(amual rate of ~r«iatlm) 20.2
off 1c1a1 ezd~ ra"

(am~l rate of depr~latim)
Differmtial hetween dø~tic
~ laternatloftal Inflatioa

weil;htød averffe «d~ rate
depr=latim)

policy ~av

4.8 prov~ Ch~ v* Vrøffl~ bw oljøe~ of 6 Nde
volley reform pro~ req~ for løp~ m
UW= ~ f le a»sm« m~tiLt~ the bog~ at a ý e p 0 f i
pro~. Theae a.-*:

~Icatlon of U* an~ rate.

Ad~mæt In dýtu om~ Wlo« øm = to
bel, am dnu~tie ~ mar14 en~ p~ by 1"1/ft.

(lil) All~ Priew in 1~ to be Jet«~ ~m~ to om~
affic~.

Ihe øi~tlgm ~l 19 a~ timt to ~y» am Ofræt at ~ of tb~
a~ wlicy 'al~~ -Ny =~y. Mm ~~
aa~ WM ~ *U~ ~tive 1~ In ý arømt bet the t~ 4»«*>
MW =t be ~y l~. Og am 0~ la tbo
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.r t tht all~ all tbe poIcis to be lae~ at tlely
~d ~ hat tbe policie* rminforce h other ad, therefe. yild a ~arse
Iproamnt In terew of both growth propectsa~d croet~cmi M-~ e«sø e a that a cafprheive reform progr will be -ad tø achieve
'a ubantiat aro¥v~t in the eroeco ic perforIffi e of Egypt*s pbLic

enterprim.

unif cation of the Exchange Rate

4.9 h ihput of the uificatiof Of the echae rate o
macroem~c perforo=ce of -Ms in the Itut-tera ls aried in Table
4.1. ibe groth prospeets impr.w foLl@lo ,ths. aifiestim.of thæ caage
rate. 1m Gæ grows by 3.31 a~1y over the projectio period mprd

Table 4.7: MDI-TE CT ww UNlF CIMU OF
T E r RAZE, 1964/85 19g9/90

RefreceCaeeg~p Rtiaf.r. u.~ gom ma .
(A a Average Groth kate.)

æ (at f.e.) 2.2 3.3
GDI 0.2 2.3
E£chauge rate depreciatio 17.2 11.2
Total prts (g&ns) 6.6 9.5

~ab1i orts (gnas) 4.0 9.1
Privata eorts (gaf&) 17.0 11.4

Imorts (gfs) ~. -1.5
crsMr pric ideg 13.7 10.7

Public ince~a (at f.c.) 1.0 3.6
Private inc~ (at f.c.) 3.3 2.7

(Z et GMe må of P~ro)
mE curr~t urpIus 8.8 9.3

ME b~ebtary ~urden 4.4 4.2
OvemlIl matioal fiseal defelt 17.2 16.5

Smamee: IUD frojectons

vith 2.21 In the referen=« z. ~ta I =tus to S tb ~ from the
pebUc sector. ~he niiesti of te «ha rate e tbe bias aga~st
tbe wc enprta do to = o _erqal officia IN e at. U=, Mg
export row aster wih ta t~in ipese M nn and savig. ~ u ea
of pay ta situation also improves am reflectad Sa a eleder dopfeeatian of
the ea e =te (11.2L amma1iy omrd with 17.25 iS th~ referene cae).

4.10 Alt~g mst ~ mrable~ ipee, th ~mat, iS M Istn=, is
salS. éar a ple, the MV b~~s.tay botd Sa 19M/90 falls orginaly

fr~ 4.4% of C la tha refe=« s t 4.I. Si~ryø the av~al
~t~1 iscal def ~£it boe a evemt ~t caly 0.71 et M. d ~
ye~blm is that private sectorø en eur d Sa the referemoe
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m. hdp d ta am facter. FIMst, th mitud eC ate
depreciateauch ~ 1* coma ed with the frem t rate tn th refermcc
scario, casåg a slower &ro~th ia privata eporta *M cme. Secondly,
jupite the roduction in privata Inacm, the Govrmmt cast%i,ns to blige

he sa~e proportion of priate aving as prevlously, cauig a cromdiag out

affect om privata itvaat.

fåern_Pri_ee_leform

4.11 the dim-term ~mpact of an iacrease la damtic energy prices, such

that the gap beteen world an dmutic emrg pricec f* elosed by 1991/92, ta
show i Table -. 8. Th refrrof t ~rg prices has a substamtial
poitvea effect om oIg surplus and the natio=al badget. b the m E surplus
in 199/90 aurges to 12.6% of CD cm~pred with 8.81 ta the refermce cae.
1e Large increase in g murpluns obtaf- from the con* [d effeets of a
Uger revenna from d~stic comaumption of emergy as well as higher reven=
fro eergy exportu du to a slower groth ia domeatic consmption. The

inerease In Ut surpLus improvs its fical comtributios that ite bdgetary
barde and the ovraIl Gatioal fiscal defiet both fall sigif1ctly. The
other notable positive effect is o the a lce of paemat. 9exchnge
rate i the free markat depreciates much les coared with the referece case
dec to the larger availability of foregn exchange in the official pool which
reduces the presaure om the free mrket.

4.12 the ipact o verull eco~nmie groth, althoug psitive, is 11.
The public sector*9 icome does gro noticeably (3.31 couared with 1.02 i
the reference cam) but the privat sector*s iom groS relatively less,

Table 4.8: mxD10-gn 3AC 0F AN UEYa
palC Qg ECQ, 1986/85 - 1989f90

afrce goerg trice
Case - f o tor Case
Asmml Average Orowth Pates

Sa (at f.c.) 2.2 3.
S1 0.2 1.1
bE*mge rate depreciatim

- official 7.6 7.6
- fr ae t 0.2
- weighted average 17.2 8.3
Total esprts 6.6 10.1

Melic prts (gafa) 4.0 9.6
rivate e~prts (g~as) 17.0 13.0

eporta (gsfa) -1.8 -8.5
Camer prie ide 13.7 9.9

alc iacm (at f.c.) -1.0 3.3
trimate lamm (at f.. 3.3 2.6

(t ef t at and e period)
a rt ples 8.8 12.6

mE badgeta y bu sm 4.4 1.2
9¥~ ut• fiscal dafisit 17.2 13.1

Sous:e IUD projectis.
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partly dm to a slower ro~th prts bet also bcam of the crewding-out
effect of gover t borrowinhe.'

. Public Sector Priciu Reform

4.13 The edi-term effeet& of a public sector pricing reform, which
allows all NPE prices, except energy, to be determ~ied according to ecooic
efficiency, are depicted in Table 4.9. The variables that respoad positively
to this

Table 4.9: NEIfM-TEM DCACT OF PULIC SECOR
PRICING EFRN, 1984185-1989/90

Reference Public Sector
Cae PricIng Reform Case

Anual Average Grogth Rates

or (at f.c.) 2.2 25
6DI 0.2 0.5

Ew ge rate depreciation
-4fficial 7.6 7.6
-free rket 20.2 17.1
-mighted average 17.3C 13.1

Coner price iadem 13.7* 12.4
Total eprta (g & afs) 6.6 6.2
Public exports (g & afs) 4.0 4.0
Priate ports (g & afs) 17.0 15.0.
14 ta -1.8 -1.7
Pubuc tacces (at f.c.) 1.0 2.0
Private income (at f.c.) 3.3 3.1

(3 of R, end of period)
mE arr~t surpus 8.8 10.0

mE bdgetary brdn 4.4 3.3
Omeral national fiscal deficit 17.2 16.7

Some: INRD projectios

policy chge are E surpIms, the bugetary burde of =fE nd the matioal
fia s deficit. Ihe ecoa's groth prospeets alo Improwe bet omly
Lrginaly. se positive i~pst of this reform pblic sectors ~mtput

growth is 11r cawred ith prev~us tm setim. by freei
pri, the efficiency of publIc productim improvs bet the stiul~ s throgh
icrsed exports, as In the earlier simaatios, is t available ha=*
t~ is mo chge in the ec age rata poUcy or in ~r prices. Mhre la
also a ~a pmitive effect ca the beie of psyts. A a i-seqen of

priso fle~bility and its i~pct om m= the efficimt pnbUc producera
-gn otpst while the reatiel inffi nt p1rs an a

s ation. 3hi is tr l~ to a fall the ipt ist~sity of pubuie
gmtia, causi g a raa+~- ta the d for for~is Ae ta the

efficial gpesa thereby -a•sMap ine a antively 1or dqesciatoa of the
fa~d et hCå rcta.

jat g the fisa dficit i~W~ea. the am-~atao that the
-maa abbe of privata akios s t b the G .,et.
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dbn 1eliey RefoR

.4.14 elow we eport the reslta of a c"ied policy package th'at ineude
the followng elm ts:

(5) unification of the excange rate;
(11) inerese iz domstic energy prices &o as to close he gap between

world and domestic energy prices by 1991/92;
(ii) a reform of NE pricing policy sucb that prices are fully flexible;
(tv) a slodown In the governaent borroing& fram the private sector i

response to the improvent in the overall bidget deficit;
(v) revig all restricti~s fr= public and private sector export*,

except cotton. -
(vi) alloving a maller decline in public ivest~st relative to the

base rn.

For eas of reference, the key policy afaaptin~ in the combined policy case
arm cared vith the reference case In Table 4.10. The Government bas
already de progres in ~.7 of the abov policy areas. Zoever, the effort
has to be considerably strenge ennod In tem of copehaim ss, mgnitude
=d the poce of ilemntatifn.

Table 4.10: ASSUMIONS UNDRLTM MM C»DI rLIC MCKAE

Reference Case CaPbied Polie Cage

Trade Policy

Ecage &*te Dual E=hage Systæ uf4ed and Flexible
Echamge Systes

Eport mestrictioms Coulsor surreder No *urrender re~uire-
requrenta for all smmt, except for
agicltural espots catten.

Pblig Setor Priels Pr~em bsed sa hriew based on
age variable east omginl cost

( al average grovth rate)

011 and ga() 11 46g/
Elige~ty (M 15 g/35 A

iacel ?ic

~mre of private saviaga 69-45 k/ 69-45 /
=bul~d by ove t ( )

hhue fl~ ~ Nsti
(g at GU) »-14 19-8 kl

l a.1 /81 amd B1990.
kl = nama M th~ bas yer (US6/U) a ehe fa1 year( 199/9

- 7.eteey
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5 poitive inpat of the abi~ poUcy p~ckage Ls säg tan
gea1 CM grows at 5.I1 AMMaly cae d with 2.1% ta the refer
en soth public OM private inc~.s grav sigifictly faster coared with

the Pfere.ce run. The dramtie åffrov~t in the public sector's Incom
~sad to a mach higher WPE saving (reaching 13.0% of GDP in 19'39/90 cared
th18.81 In the reference rn, whicb La tr causes a significant reduction

Sit budgetary burden. the national fiscal deficit falla sharply from 17.2%
o P In 1989190 ta the reference rue .o 12.41, despite a larger public

tuent, because of a lager fiscal contribution of UPEs. The balance of
y&ata alt* inpreves, as reflected i the slower depreciation of the
ch~ae rate.

Table- 4.: Eie-Ep IAC= 0 C MCU POLICT SCVA10,
' 1984/85-1989/90

Reference Public Sector
Cse Priciff Reform Case

na Average Grovth Rates

at(tf.e.) 215.1
-1.1 -3.6

rate iepreciation 17.2 11.8
price index 13.7 11.8

total ~rts (g & au) 6.6 13.4
tal, exporta (g 4 afa) 4.0 13.0

e~ports (g & ma) 17.0 15.1
1repo -1.8 j.3a'

NÖ i 1 (at f.c.> 1.0 5.7
frie 1ans (at f.e.) 3.3 4.5

( of CW, eud of period)
E 8t surplus 8.8 13.0
VE bo 7ta burde 4.4 2.6

aatiofafl fical defclt 17.2 12.4

Searc 1a lm projections

af £mi average groth rate is 4.9 over the perod 1965/86-199/90

4.16 Ihe factors cotribUting to the faora re~uits ta the ca ed
policy sceario are as followa. Firt. the public etor prcing d other
afto improve the efficiam of publi prodcti41. rgial
iodativity of botå laor d epital rse. 9S , the car price reform
ad the ification of the nch= g rate both provde sigifit ipts to
Målc ~ , which in tura boosta public sector o~ e th caed

• dfects of a faater gh In o~tpt, relatively highetpmt pri~as and the
arplus obtained ~rns igher y prices gm~rate a sbstatial ipov t
a RE I suand national budgetary revem . e rger public savig

- dibs tk a higher level of rbie ivest t eer g ersm~t
fr the privat sector. m foram pum the third e:un for

in publi terprse etpt. h latr e ses resae~ for



91 Appendix 6
Page 11 of 11

8d1tis privat. invsat, hich turn cntibute to a higher level of
Ogtpat in th pAvat seetor (ms Table 4.12). h private sector als•

b~fits tron the eliiation of co~pulsory surrder require~etø for
,gricultural eprts, excludig cottoa..

Table 4.12: SAVING-DMIV2iT ALANCE IN TøE COMINED POLICT CASE

Reference Ca*e Ci~e Policz case
1984/85 1989/90 1984/85 1989/90

(As a% of DP)

mr1 Saviag 942 8.8- 9.2 13.0
ørE UveSt=t 17.0 15.5 17.9 16.4

gg Defteit -7.8 -6.7 -7.8 -3.4
Oter publc saving -9.1 -8.6 -9.1 -4.2

other public lavestmt 6.6 1.9 6.6 4.8
other public deficit -15.7 -10.5 -15.7 -9.0
Total public deficit -23.5 -17.2 -23.5 -12.4
private saving 16.3 17.0 16.3 14.2
Private investmt 6.7 6.2 6.7 8.8
private surplus 9.6 10.8 9.6 5.4
Foreign &aving 13.6 7.0 13.6 7.1

Source.: IRD projectioms

cowlaøi<>a

4.17 be curr~t pest an . c perforamm of gpta NPs does not
comtitute an insurmtable problea. A illustrated shove, througb

appropriate policy refo, the economic ifpact of Ms ca be substantially
improved. Th alege for poliUy mers is to ta" bold initiativms and'
gickly inplemmit a cprh ive 4ec01~ reform pra hp ih ha elm~ta

similar to those dlaead In nhptr 3. I9~* vitho~t a mjor reform of
the eisting pocy fram ork ther - be little hope for a r~mival ta mE-'
m:ocac prf@rn o. ugver, ~bile thu = æoæ~ic adjsgt La
prerequisite for a soc~asful fom of the public terpiaes, dhere is
sigaficant rom for pmtivity i~v t throug eterprise specifLe

at .he impree e em be bought abot threg~ chges ta
output-qix, ralsing the ievel of labor ~ klet pteviding ~antive pmenta,
~grading te level ef tebog, e aggessive -mbeting tec~Hqe
improved ieaeet ~kla.
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7. ImatfPbbne Entepris 0n Inm

Public enterprises usually account for a significant share of total investment In
borrowing countri. Because the otent of PE tmmnt vara from a much as 80 percent
of total invtmient in Zambia to less than 10 percent In the Dominican Republic, it is
lmportant that reform effor proceed with accurate data on the role of public enteprsa in
country investment.

Toe n rport on Morocco. lIss and Prosets. n the nublic Setor, (Rport No.
10157-MOR, -992), =lustrates the importance of PE Invatment relative to the private sector
and other public entities. Pie charts and bar graphs cerpted below show trends in the
co0pouidon of investment *n the economy from 1982-1989 (Table 7.1). Public and privat.
sector.nvusaentis disaggregted, and within public sector investment, PEs' and central and
local govmnament share of total invetment i h ~ghlighted (Tabl 7.2).

Ihe Tanzania rqort, ~ lä In M a R PM (Report
No. 7100-TA, 1988), includa text figures that depict trends in fixed capital formation from
1971-1985. Text tabls which are included below in this review identify the government's
pald-up shar. capital in PEs ln absolut =measures and as a percent of total share capital by
sector financil n, national resourcustourism, communicafions and works,
agriculture and livestock, energy and minerals, industrin and trade (Table 7.3).

Thbe e P Ic (Report No. 7774-SE, 1989), presets another
way to highlight PE Invstment. Table 7.4 below kl~ntif the level of total plann r

goverment investment a part of the three-yesr investent program for all major sectors, as
well as the portion of total sector investment accounted for by PEs.
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7.-3

Tanzania

«~ OLDING IN 1986

Paté up ftare capital Perceat
Mh- of lau

408.7 4.6
2*60=69/2"r190 637.6 7.2

ca~ cationg =d vorkø 624.8 7.1
AVIffiature 4 Uvenock 1228.3 14.0
Z»gv & ~*talg 3249.7
%GdG trio* & Trad* 2626.3

sum CAnUL 8,803.6 100.0

~BtgY 01 Ir~*, Irrøa~ Røglstrar, U~La

Sødrce* EU-Ort m Parastatals in lanzaniat TMIards A Reform Pro&ram
R*Port No. .710PU, 19189 p. 7
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8. Ding and bdi~ P~e &ten~ Iffid galg~

Public 0=~ finance, their inva=~ ad opa~ by d~ and b~
govament tr~, by ~public a~ debtý ad by b=~ a~ly and
ln~,illy. Gov~ant pa== of public ~rise debt and ~enq == are
indirect flows dua do om a~ in Sovet:unom budgm. A flow of funds adysh depicts the

6, r of funds tat occm be~ govam~ ad public wa~.

The Mie EM~ S= agdewjg~, (R~ No. IW48-Ga, 1991),
providjesa -,-*"vømlysisofthod~wdh~11~11ombetweæ

v l in and public a~= ad suw=i= the buftetøry buidens am~ with
V~emt ~ of PEs. As ~ in Tables 8.1 ad 8.2 includød below, the Ohma

Ilows from gova== to public eM~
(Including ~endons, o~ conft~ons, and lo=);

ind~ govam~ Ilows to POUIC 0=~ ~~ tax
arrms, tex am~ dividend anan, and paymom
by govem~ du to deftults æ guaranteed lo~ ad

llows fom public ma~ to goversonent (db=
am paid, dividends ~ and l= upaya~).

ne data b p~ in == ad «xM= cedis and ~ can be ob=ved fr=
19~ S=mary toffics pm= dm fl~ In a vory uam~ m~ An= M of the
m=r ~ da=m dm ~ on fl~ Bom in greaer demil.

ne &~ o of te b dua h bigbli ~ in Wh= as wan as
d~ flows bø~ Vverment and PEL 7-he "~ of both fl~ b b~ be~

lý ffl p ti may rednce db= &~ a to ffik, bot *e 11~ burden on govenment
=M rmain the a= or hm~ if gov=ments am= a ~ sh= of PE debt, which is
an W~ flow to M Abo, ttm ftm~cy of fl~ 5~ b imp~ for =oming
the =W i=å of the public m~ mw on gavam~ budgm and for determiniq
the acuml b~ of rdo= ~ eim b ia ~ PE dq~ on dm gover:unent

ne Public Bo~ -9 'RghmLMd~ g SMdy- lllømda, (pr~
by BMB for the Mi~ of Fmance, NIo v - 1990)9 doam~ ~ public Com~ debt
(TaNe8.3). Iho~ofddsdmh*aitprovidosammmnmpz~ivøpicwoofPE
financial fl~ be~ dua w» is ind~ in a flow of ~ mlysis betw&a govetamem
=d public ~rim.
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Table 8.1

231 mI • 8. lmA 22

1. SMbvmions 680 1306 942 216 215
2. Equiy costd'.aius 192 100 148 206 101
3. Ima 250 1854 3697 3424 4997

Total diet flos from
Govnmf t to s 1122 326 3034 3061 4958

1. D~uct taxs aid 334 646 648 300 0
2. Divid~ dspid 0 4 15 39 15
3. La mps ,mot 0 0 0 24 24

Total dir ows f~e
Ps toGoverm 334 60 60 368 39

Not irec oenfnow frun
Govarnmet to ?' 788 2610 1944 239 46w

Pr» gem~en to pm

1. Ta was 404 2610 746 2212 5697
2. Tam =*~Tlnm 215 3660 7923 4026 11467
3. Diide arnma 95 687 927 615 1697
4. Paynmt by govt.

dag o dtaa
gnu~anted iams 104 536 1663 2128 4011

TUJn huliret flows
fr~ go to PEm 818 143 11259 8981 22872

Net entflow fram *Et.
ta ffi 1010 14293 im0 27830

Toal Guvmrnmet
.uP. es 43784 95387 109is 147019 2974

1012 L aEd~ krm date pmaidad by *C Miiury ofFlance and Econami P~.ig, the Office of
the Cumar ad Am Gan, dl b R sv Sariis ad the Sae EteCpri g e m.

Source: The Public Enterprise Sector Reviev for Ghana, Report No. 10048-GH, 1991.
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Table 8. 3

Mmr-M cm e* End ~ bu 190 IUjk

N~ 01 effi~ on PE I No CkOM

Ca~ Caijd 0 6.011 (6,011,1
h~ W 9,174 4.015 5.1594

(4~ hd 0 71s81 17.58111

Cap. hd 18,007 0 18,0079
M~ Somd 38,920 288,881 (249,96111

0~ w 0 34,519 (34
ad km~ hd 0 663.378 1663ý:537'891

MM~ enad. 0 68,912 (68,9121
i i - w -1 9 ad Cmu~ Cup. 6,206 6,2061
IUM ~ Nnd 16.559 2,127 13.4321

&e~ w 0 9.434 (9.43411
" w 18.641 28.735 (10.0941

T" k~ W~ 19,176 130.862 (111.68611
kå~ w 1.219 6.710 (5,49111
m~ Good 0 79,278 (79,27811

(~ w 272.157 1.816 270.341
cwp. d u~ w 11.658 12,350 (692,1

tu~ w 657.115 0 657,11511
~ CCIL 37.659 212.894 (175,235i
gin k- MONÅk~ W 0 2.132 (2.1321
Cwdd~ pi w 45.= å~ 39,58 1
Chm 6p~cCIL 118,733 22,210 96.523!1
0~ h~d 40.901 69.045 (28.1"11
~ Meld*" w 0 10,214 (10.2141
Gmn MA% Cé W 1~ 37,930 136.43011
Hwdw~ w 0 11.531 (11.5319

w 13.838 (8,65211
cind 1~ k~ W KAAT4 16,193 (16,19311

~ w 0 16,231 (16.23111
mod ~ Mw DD 9 UPLw~ 0 10.897 (10.89711
mo w 84 8.078 (7,9941!

M=wc=dimb w 0 3.940 (3.94011
pcas ad 1, k b Cä% 225,898 49,116 176,7829

R~ C01:4 367.165 44M 322.61111
1« A~ 0 2.110 (2,1 loj!

Tu~ Cup, 0 14,6W 114,6094

ad~ kå~ WfI (UGO 01 14.408 (14.408.11

Mal 169.104 931 1,910,1831

I.APPEsmn equede

2. ik k~ d dom el ulk 1,= by dm N*

3. kf d» du d 0 d» uni

Source: Public Enterprise Mulnistrative Reform and Pla=ing Study for Uganda,

Ministry of Fl=ncc (prepared by ME), 1990.
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9. ]Rew af Amdi Retwn Pubise Enter ris and Central &nd tneal Governments

In countrie such a Morocco whre local govermets play a rel~dvely important role
in the publc mctr, d fow of fund bw=n public entrprisu and govermet shoutd
røgact the interdependnce of the usus and sources of funds between public mnterprises and the
central governmnt and local governmanta.

Tae Morocco draft report, IMes and Prospects in the Public Sector (Report No.
10157-MOR, 1992), include anlysus that illustrate the web of financial flows among the
central government, local governnamt, and PEs. The diagrams in the text (Tables 9.1, 9.2,
and 9.3) hghlight the mportance of the PE sectors a major sourcs of fuds for central and
local governments, and highlight the fact that changes in one sector could have signifcant
consequencu for the finnig of another part of the public sector or the public sector as a
whole.

The importance of the Morocco low of funds analysis Is that macroeconomic policies
amed at improving the financial conditon of either the c~mral or local govurnments or public
enterprises, could have a signincaut impact on another branch. These fiscal Interdependencies
need to be known for purposu of macroeconomic policy planning. If under a reform plan
PEs are no longer grated tax concessions, PEs may pay lower dividends and require larger
subsidia from the central government. Gremer budgetary burden on the ce~ral govern=nnt
could preclude ney transfers to local governmn.

The followings a descripoof &econs cton of a low of funds matrix for
Morocco. Ibis model is included bore as an lustration for possible adaptation to other
countris.
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9, mOWS OF FUNDS EYEEN PIBLIC ENTEPRISES
MD CENTRAL AND LOCAL GOVER10ENTS

IL SAVINGS AND INVESTMENT IN THE PUBLIC SECTOR

38. The achievement of the coUtrys econoie and social objectives
dubg the nineties vil reqire snbstantial inareses än public savings, given
she disappearance of the publc sector's major soure of finane--eternal dobt
recheduling--at the end of 1992. The resorce gobilisatlon strategy should
binge on the formlation of an incentive framework capable of extending to he
rest of the public setor the Inerease in savings achieved previosly at the Ca
level. Although the need to naiftaår the mutu of policy reform at the O0
level remals oritieal, oly a m»r* videspread improvemant of public svings om
aure that the policy of decentralising public investant to the m and Es vill
be consistant with Internal and eternal equilibria.

33. The starting point of the new resource mobillsation strategy ts to
r*@ognize that the analysis of the public sector in Morocco cannot be identifled
with that of the Ca aloneag. The relative Importance of the CO, the Lo and the
12 sectors has to be evaluated along with the economiE and financial relations
dhag link the to one another and to the rst of the economy in order to obtain
a clearer picture of the Moroccan public sector today. This exercise is carried

a In the ne~ section (section A). In gestion g, we argu that an important
reature of the Noroccan adjust=ent and stabilisation experience during the
4ighties has been the deellning role of CO capital spending in national
ivest., and ln public investment ln particular. ~*ul these developamets
flect a greatar involvemnt of the private sector in the process of capital
fration, they are also indicative of a deliberate strategy by the authorities
t4 rely increasingly on rg and IA to undercake ~nvescmant project of public
iterest. movever, as argued in setion C, this decentralisation of investment
editure has not been accompanied by sufficient inareases in la and pE

savings. As a result. their unbined financing needs have not deelined and they
hae asctually increased as a share of the overall public sector borrowng

~Meirnnt.

M. TheF of Fnds fthePblicSeetr

• The analysis of tbc flov of fnda supports the i that the L and
% Play ifportant parts in the moroean public sector. although the m0 maintains
&.d minant role. Moreover, financial flo,. amng the ~hee public sctor
entitIs appear to be important 1n tema of their total usas and souroes of
f44d. This interdependense should be reflected jn the design of policy reform
4ed at raising public savings ln Morocco. guch an approach will mininie the

So far. the public sector in Morocco has been a general wonsept moe than
a clearly defined economic entity. This has been largely duc to a lack of
Gaslly accessible macroeconmie data on non-central goverment activities.
gasent sectoral and structural adjustment work carried out by the ank, as
ell as the stabellsation and techeial assistance program. of the Pftd,

have reduced this serio s data problem. 7o data, homver o attemp has
been ade to eoss4ida th publi seetor ase a.

Source: Morocco: Issues and Prospects in the Public Sector. World Bank Renort No.
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risk of simply shfting fiscal Isbalances fro= en part of the $iablic secter to
.another instead of reducing it for the whole public acctor.

35. A measure of the relative Importanse of the various public sector
.sctors in the ecmmy is provided by Table *1.1. The C0. ZA and IM together
Gecount for 281 of total urbau empios~t, with the 00 responsible för ove to-
thirds of public sector emplee and vag#es; the total public sector vag* hill
is equivalent to ove 14% of ODp. n teres of overall c=eat sp tnditures m,
the CC is responsible again for over tw-thirds of the total £or the publi
seetor; the share of non-C entities, au=CIg to over D 10 billiom.
Carresponds to 9.5 of mDw; , r tZuW of l:vsMment, the responsibility for
expenditures appears to be sven ne detentralised in the public sector: the G
is directly accoumtable for mnly 40 of total public sector Iavesemant. shile h
fP sector actually contributes Et-e to public sector investment t'aa the cO. The
table also indi~**es that the greatest savings efort is also made by the Pg
sector. Fieally, Table 11.1 illmstrates the relative inportance of public sctor
entities in oa ountry's c«pital transactions with the rest of the world. äre
than halt of total inflos of foreign capital in 1989 acerued to the CO. As mch
as one-fifth of the DE 18 billiom of public foreign eapital Wnflovs finaned fg
assivities direatly. On the other hand. Us appear to be largely isulated from
eernal capital transactions.

36. The flov of Lunds affeeting the public sector is also depited by
Diagrams 1(a) and 1(b) for 1989. The diagra~s illustrate the relative importance
of the three branches of the public sector in ters of current and sapital
transactions, deseribe the sources and sas of tunds for the public sector, and
highlight the financial relationship a~sng public sector egentan,

2/ On Lina~ goods and services, i.e... salding all transfers (interest
paynents, current transfers, taqes ad dividends).

J m/ The econonyWide consisteacy of the flos. and their relatinships to the
national acconts is ensured thro~gh the enstrutioms of a conplete flo
of funds (see the AppendiX to this estion--paras. 4g-52), The natrices
separat. the flov of Lunds of the mjor public sector entities into thos.
of the CC. IAs and the Ps. The arieas also separate out the activities
of the financial system ino three entities, aaaly the Central ank (C).
the Commercial Deposit Baks (ahma), and the gpecialised 7iaaia
lastitutions (gMl). The resial category of domeatic agmnts is the
Private gestor which bnsolidates ömeshie and non-financial firma.
Finally, the =ternal seet=r is represented by the Best of the Word
sategory (I). The flo of Lds tables integra&e the Gatioa~ Jcone,
f~låci. fliscal and blan e of psynstam ~ se ns for the igha
caaegories of agen~s holdia psa3 d ftnam~tat assets.
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Table 9.1 PU=LZC h5C0R DCATO~l, 1989 s

central local Public TOTAL
-. n rista mur£ SEMT

Esplo7aeut
hosns638 60 190 388

In % of Total 8 71.8% 6.8% 21.4% 100.0%
Za of Urban UpI. 19.9l 199x 6•0. 27.8%

Da lLOns 19,683 1,230 6,628 27,541If % of Total P8 71.5% 4.5 24.1% 100.0%In % of ø?r 10.3% 0.6% 4.5% 14.4%
current lxpenditures
.D illions 22.515 2.459 7,849 32.823In % of Total PS 68.6% 7.5% 23.9% 100.0%In 2 Of DP 11.8% 1.32 4.1 17.1%

Invesant
DE Nlons 8,861 2,878 10,052 21.791In 2 of Total P8 40.7% 13.2% 46.1% 100.0%in % of CD? 4.6% 1.5% 5.2% 11.4%lo 2 of Total Invat. 19.2% 6.3% 21.8% 47.3%

Savings
Dm Ullions 1,347 829 6,407 8,583In 2 of Total 78 15.7% 9.7% 74.6% 100.0%la 2 of CD 0.7% 0.4% 3.3% 4.5%In 2 of Total Saving 2.9% 1.8% 13.9% 18.6%

lreign Dbt
De sllios 122.464 31 18.715 141.210la 2 of Total 8 86.7% 0.0% 13.3% 100.0%la 2 of CD? 63.9% 0.0% 9.8% 73.7%a of Total 7. Debt 72.3% 0.0% 11.1% 83.4%

reresn Capttal Inflo&
b4 zulions 4.002 9 3,881 17,892
In 2 of Total 8 78.3% 0.1% 21.7 100.0%In % of CD? 7.3% 0.0% 2.0% 9.3%In 2 of Total Y Cp IWt 53.7% 0.0% 14.9% 68.6%

411 data are for 1989. except espioymnat which is 1988 (1986 for 1%).Imirsa: Mnistry of Pnane: Nistry of Plan: Vorld Iank eatinates.
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37. enrrenp transaetions are broken don in taxes. d:.videds, intereast
paymentå, transfers (includang subsidies) and final con~tio om goods and
services. or the 2g sctor, the category value-added is added, representng
the maJor source of ftnds. Vór eaeh ster* the m688s øf regoures *ver ms
erresponda to *svings. The diagraf highlghts several importeant point.

• tist, the P sector U s major gource of f~uds for the CG and the
W$ contribuig over D 5 billom to their total resources in the

fero ef direat teass and dIvidends. Thi amunt represets alnest
• n-fifth f the ?Z total ses of funds. These flos coMstitute 10
and 18, respectively of the O and the U overall &øaef funds.
On the other had Gurreat. flow frem the Go to the tg søetør..
Interest Inmome om CO debt and operating trensfers..are enøsiderably

les iportaunt. The n=t cemtribuion of the setor to the Go
tinasoes is therefore very iaportaut.3

• geScond, the central anh contributes signiicantly »ore so the CG
eurent resources in the form of dividends and ta~e ha ether

domestic nony banm or -the specialsed fianUcial iastitutiosa
(SMI). The ban" iD partiUlar receive back interest pasents from
the CO equivalent to four times their Sa paymesa to the Co.

• Third, the CO and the ? treasfer abrøad over 11% and 26g.
respectively, of their total resourGea. Is partimular, heir
iterest payments to foreig creditors (over b 10 billiom) are

considerably greater th~a domestie Interest payments.

• ourh. another importamt link betueen public sentor nt:tLies Is the
CG curreat trasfers o the M. The M I biUllo transter in 1989
represented alnost 302 et total 1O resømea and eaceeded Lts entire
savings (D 0.3 billiom) in that yer.

38. Gøjtalraatin M11=strate hov Snveatmeat by cach public setor
agent is fianeed through savings, c«pital trasfers, and børroing
(Diagram 1(b)). The most important polnts that energe from the flo char arethe folloing.

• Firs , arrears appear to hae a pervasive prese in the financingef the public secor. 9anges in the stock ef arrears es b*regarded as torced lending by one agent to aother. Ior eanpe. the
CO raised a~aost M 1.5 blUio by m~nig arrears vis..vis the
private setOr and Ps. Thi. ndicatøa that over a quartør totallending by private agents to the Og was involuntery. Sini~arly, the
forced lending by the Ms to the C@ (a 0.6 billim) a~nost entirely

21/ T&s is true even if capital trasfers ars ineluded (se belo). Thea.
poiats are elaborated i more detail in Part M. Setiem C (se, para. go-105).

Wf Although 1989 was mdoubedly a alippage year in tem. ef public finmn~ethe problem øf arreia reaisa very Gsaet. Ascerding to preiiary
data. the stock et arrears sed by PMa ad to s both rrsU by arod 502in 1990 coupared to a ~ear earlier.
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I

offset the C4 autflow in the torm of afortination of ftø bends held
by ?Ea (Du 0.7 bieIon)s. Purthezmore, for is. ne-half oS grosa
bank credit was apparently allocated to the rapayment of arreaws".

• econd is the Importance of eternal flows (escept for the 1w).
Around one-third of net leanding to the public sector (eacludifg
changes in arrears) is from abroad. AM discussed later in the
report, net foreign lønding has remained positive in the secand half
of the eighties solely because of etensive resohedulig
arrangements" .

Third, the eteasiom of credit by the central bank to the CO is
rathe limited (DU 0.6 billion). though t is as Iportant as
dividend and tax payents (ses Dagram 1(a)), reflecting largely the
reluctance by the authorities to rely en monetisation øt CG
deficits.

Fourth, the W0s are much more dependent on capital flows from the Go
tha the PMs. Almost two-hirda of WO capital needs ara mat by
the CO efther in the form of capital transers or landing, and only
one-tenth by borroing. The ?Z sector, on the other hand, reltes om
the CO for les ha 17 of its tinaciag requirements, includiag
DU 0.8 billion of fnvolmntary landing by the CO in the torm of
arrears accumulation.

39. In sary, t*e flow of f s dicates (i) that Important linhages
ao0g the CO, the 10 and PE ezist, and (Ui) that the public sector appears to
rely entensively en two forna øf involitay finance: eternal debt reachedulig
ad arrears build-up. The iaplieations of the first point is that policies
desiged to improve the fiancial canditions ef one branh of the public sector
a&Y have inportant, postibly offaetting, consemeac for the timae of another
banch or for the public setor as a whole. For emmple, the discriinatoy
fiscal

la 1989. the CO aaortised D 0.7 billion øf otstanding rEL bonda.

J For the CC, only the h in net credit from banks and gM! is shomn in
the Diagram sisce no detail was available regarding new credit and
repayents.

in Part mI ef the report. it will be shown that the portion of foreign
iflos corresponding to debt reacheduling account* for the bulk of a
net financing for the CO, given the large amortiation pa"ents due en
foregn debt.

Capital needs are defined her. as total sorces ft Lunds. Strictly
spking, the capital meeds should ezld the savings gemerated by the
eat transactians. Mhe point ade bere. bo ver, is not affeeted by
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appen~o va ulastrato tim empiete nov of r~ matrieog
dk&% ~irlis die analysto of dm Publ10 sectOr- T~ C=mt U~ aro brokan
doM Into tramførs, t«*s, «Tidenda# and Iftterest for oach goet=. captt4a
actomts ara brokøn d~ ~rø ~Lblø) 1=0 Chø e* In eredlt* ~a In
anearag t~t«s aiads ~n applIcablat ~a lo aquty ~~ttem. 10
Tables- A.1 ~-*.r ~ dm- mm ot- dw f~ ta r~ed to sIfflur dm
prosentatim. Amaz i pr~s a æra dataUed daser£p~ of ~o ««=ta =d
dælr derivat&=.

49. aeeøm stýrina tba ammeg at t~ for «ch sactor
la the *con~, and it& allocattoft to duformt us**. ~ 90=69 Of t~ :fm
øach sector are c=ent transfer* (and texes tør dm ca =d LO), dIvIdenda, ~d
latørest rocelved ftm all dm other stet«s a* vell as tb* valmo-added samratad
by the productUm activities. Thea* ftzda ara la C mr - =ed by «ch *ootor to pay
trånsfors, dlv£d»&, and Interest to tha othar aactors, at woU at to pa~a*
Soods and service&; the a»*ss of lo~ over a for oach seg~
defluts fta sa~&.

50. The ræ o~tral for ax le, Indlcates that tha Ca
r*caives dlLra-t taxas fr= ~ privat* seet«l, dixect ta»s and dlv£dondq fr~
~ f 42-rietal imtitut"mlw and Pu$ ~d tra»føra træ tjæ M. lp~70 ~
val-ued-added Gattsory rqwøamtw j~egt t~ patd to ~ cq.» x% ~
colu=s "=*, thage t~ ar* la eun al~ted to tha privat* goetor in ~ to=
of Intarest pay~u an tIm CO debt =d cown~ ~Idlaas to fina=lia
InstLtutløns. ~ 14 and tha aV la tha fo= of Interest pa""ta and
tra»ferssi: and to t~ aa~ tim an 5~ =d excess of
those current «~:Lmmø quez ~ somreog of fl~ ~&=ta the ca
ga~ssa.

W The teza rafara to ~ b»" 6 m# =d ca.

la tha =t~ ««=ta. l~ at *==8 vapragent ~ betuaen
CD? at factor cost (l.*., dm am « ~ne.-addad) ~d GDJ» at *«"t
Prices. Mm GUSSUICatt~ et t»aa botv~ dIrect, =d 41m44reat Sa
prosentet la A~ 1.

The mm of n 1.006 aulLtm for tha la ~ors omtiraly to ~ 30% of
VÅT vh£ch is allocated to ~Lbrato ~ »==«t ~eta of the W.
&LUGG %hat U the Guly eurrmt tramsactIæ batuaen the IA »d ~ co. se*
A=ex I for dataLls.

?US am=t U lovar aa~& *"m ta tIæ ca a=o~ (800 -Tabla
1. l). Tau results græ ø- ýi sa ~ B:tf£ratlm of cartala

Ltoma. la Frt4m2ars ~ 30z of ~ TAX aL~ted » ~ 28
ta classUlad as capttal a~o, a a -ý m tba ca aomæts 0 *bua ~ er
~ tramfor U et 6 e-»w-ar =ta» (a« pro~ ft"~). si~lyg

ca l 1p11Fibmim to 6~ «~
,ml~ dftzffiffi44r41&A ~ a Ad.
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1M MNGDOM OF MOROCCO

ISSM AND PROSPEM IN THE PUBLIC SECTOR

DMvation of the flow of Funds

diftscribes the constråetton at a såffle flow-of-funds
utriz for mormeol. dm pwpo» of which ta tw-told. Firat, tM flcm-<>f-f~
~~ are used to avaluat* vitkla an Internally comistmt fra=vork vut tha
me Import~ financial 1~ vltåla the public Nector, betveen du public
åtetor änd tåg rett at tu *Go~ and their evolution aln@* 1982 - the year
xeceding moroce094 halance 01 paymatt Cr1318. ~ amalysts u carrled one in
åt report. Sammd, the flov-of-f=de exerciec provides a map of public stetor
=1 änd flnancial t~ which cen bo med to facilitet* tbc conduct at
~ Goaomic P01100. ~ a syn~tic *stat:Latl«l tool ta trequently
rmUahle la othar devalopin comtries. and It ta sanerally resardad at a utatul
åmtrummt or tf nanelal PI«~ at ~ macroecou*elc level.

nu mat~lov for attleatl% the» ftom r*1169 heav117 cm the
Pr~ somreet of data mually emilahle vi~ the mörocem adalaUtxatUm (zoo
klav for a list of tha data saurc*& med). Momver, ottan, a different
hr«~ from that avallable la maeded for the flcw-of-t~ &»reta*. and la
:Ut ca«, va hava relled on tha z~ terial - (änd dm Central 3~)
kr their experttna. Varthermore. as la el fr= tha dmble-«try natura of
tk flov of f=de. dlffer«t am~ my &tv* dttfarent data and their
tftmcillaclori mot ha ~rtakm.

3. The practieal mlm of tåa ftov-of _~ Instrument, anpar.ILa'iiy for
Kley aakers, vould ha lost It It could not b* ~tad ta tl» evary yter.
Mkrefore, ~ flon med t* ha estämated befara tM official data be@~
Ottlablo *Ince a proaUe ~matäm nay möt be ohtaluod qulckly, If at all*
bu U itu Implåas tbat a =nia at er~~Pouffly wågaf lamt~bas to bo
C-capted to obtala ca overall ~ q~Xy.

hls exarelge do** not at~ to pr~ a ~lat* ~te or the
~*»Iv* work carrled out la 1982 by tha at statistics ta tu
Mulmy of IPlan - Mu PlmOs vork providad a ~ mre detailed and
cofflete ftov of ~44 for du ~can *cm~. 20110VIng tuir prevlom
exhausttve work leadin ta tha co=tr=tion of the Morocem 1980 ~t-
output table*.

Mma »~ aatl~ accounts ~tu of the »IIStry of rlm provIde
1620CM9105 r*Bar~ t" 924W Of t~ ta the 40~ - Douever. tåa data
49 not %*~y becomm avallabla, with täa da~ 99~ to gen~ta jagga.
p~ secur £~ mnd to tu pm~ Dector acemmta.
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Conststoncy la the ecounts La obtaiAed by adjUSCIng the categortes
for which ~nfoao 1s 4ast avaLabe (6.g. * changes ta aTTeaM, dividendå
pald abroad) and by ratnag the private sector ta general as the restdual agent.
This *ManGa* app ch bas boen Ghsen instead of those based on algoriths which
dtirlbute discrepancisa anoag the differtåt aceh1sm of the aatriz accordung to
a preseleeted set of veghts refletng the degre. of confidenc placed ca the

inforeatiom of each *c#lO3. The resuitl~g =trices are presented in
Tables A.Ll and A.1.2

DATA SOURCES land ACRONMS)

Naona AaMrn (Mkiifle d Paun). ~NAMPI

SNÖe du (Diröamn d g*sor). «»Td

bo~m emnt and Prt .ass AMoAun of the Ceal Sank (Sank MMagrib). (SA-88)

Bans Sh s of t Cora ank, and Fs <Bank AMaghb Annul Report) PAAR)

Consolidcd income Susms and P* & Lass Account of Commr~al Sanis (Sank AI-Maghw). {05-53

Evoluion of Dom~uic Deb of the Crsa Go¥~mmet (Diresaon duedesr). (001

Inome Swsmenn and alanos Sha of the SPI (CIt, CNCA, CDG, FEC, SNDE). (SF143 and (F-83

DEPP DUbae. [DEPP

Salann of Psymen <ofS de g~ angee) (OC

De1X Resoning Symem of the Woid Ban (D&S).

L Ie CenralG ement

A. Cun~t As~s Se rem s ds

• A.) » l reakdown of Ta.~ . The breakdon Ss unde*.a Sa t~o stages. First.
goverUment revenUes are separeted into direct taxes. indirect taxes and
ransf ers (hich Include dIvidends and tramfera from abroad acerning

a/ V : coU be argned that the approach ollowed Sa the rer attaches
Veights of s6M CM the private sector qnties and a some specific clls,
while placing a veigha of ens am all othmrs.
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~6*17 to the 0 ~et as ~=490. la tM Decemd stag*, dIrect C~*
ara hCoketa d~ by reGIP~* <%M GO ~4 dm =) «d by Palcr ~ fttvate
Sector, M, å~ «4 =). tåla secoué staga IA döne as foljova.

G~at* t=** (18 »d JPU) pald by JPU, b~ o 9719 and *M C«t»l mm

00 for lett are catimtad cm cha bassj of tha Provtalom made sa 1988

for ~ * tu** In theiz respikattv* JML accomts. Tu "mm* ta

attributad to tM prtvate acctor.

23% of U recelpes are acm=d to ha obtal=d from ~ rZ acctor.

tM abon condItIon la suffteleftt to allo«ta to the 0 sed ~ U the

4~» Of tax** ta tå* P&L &cC-OMU f0r M ~~8 ~9 CM h~W
*Z~t# *t tax*#* (1.e. 9 all dlxect taxes except 18 and M). Mu s~

@bara* of OZ~t et tares11 golag to CO and TA are asn~ to hold for tM
z~ «d MS.

(4.2) PILT1~ (98 1,346 a.) are froft (ST) (Evolution det maopoles er
MTIDICACIMU).

(&.3) X&Belbrs from abroad are from tbc current accomt and 1=1u& fishUM
~lty Ucc for tu me of moroc~ vattra [004.

(4.4) IndIX891 ZW A (= 28.063) appcar mder the colum Nmllu-a&kd* for

L Cw~ Aemm Vm et Fmdc

MOZOLI§=~. Mm Interest pay^ta cm domstte Ca deht in 1989 are

calculatad m dm haala of tM scock hald by ~ agent at the end of 1988
by applying an estimtej of the wjot#d &verag# Incergigt rata& ag £011LO»:

por tu p~&* of dm flo¥ of f=da, ~@t "»G accr~ to du cro

G~184 du £DUO~ (966 INTD: 18 & M, UP, P=* ~ urbaine, 2'«,e
da Ilemme. Ccurråbuclon mfflmmcal». Tåg@ mw ~dults des Accium.
finjuraclom de recards. Tax@ sur la profit# 1~iljuw, Tm Total for,
1989 la De 10,374 9. Tramfers (92 2.270 a.) OMrise total diwld~ and
fl&~ ~19149 Pald by dm 99C CM lattar, Are r.Uaalfied mder
P~ägs dåvars ta [ST] «d are treatad « t~sfegg f~ ~ regr

world la tu ftav of ~ 9 ara the rear . of
. Of tu

*Ovtzw«t rGT6~9- IFOr tbc IA, all rtvcu~ are elanstILed as dirert
u~ ~apt cc tra=fers).

Mo Cen~ MM la åma~ docs mc ~ my t~ %9
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DELET.DLgg ggg IZTOCL.198 INTEfR? PAT?0NTS
amm

(Zu aillions of dibana) *•

Public Enterprises 62 2,604 2156
g71 112 3,210 353
private gestor 112 L2 3.

gubtotal 21,039 2,184

The resdual (San0a 9 D8 2,270 a.) is obtained as the difference betueen
total interest pcymets om MO domestic debt (D 4.454 a.) and the aub-
total above. ?he ifpicit average intereast rate for the banks ould thus
be 7.42. is rate ls very close to the weghted a~erage rate which ould
eaerge uder the hypothesis that half of CC debt is in the form of

zandatory placements at 4.25%, and the rest at 11%. The amount of
intereast paid by banks is also close to the amoent that appears in [DS-1g)
(DE 2,525 a.).

Intereast paid by the Cc to the C ta caiculated from [u-I) and
correaponds to the lineas:

Discount inome on customa draft and aurety bonds (DI 143 a.)
+ Interest payments (nder OGouveentu) (DE 2 a.)
+ Coisions (under "ouvrn.uenc). (fl 69 a.)

Interest payents on foreign debt are from the balance of psyents [00
see (A.2) for the rest of the world be~.

(3.2) Transfers

* Transfters paid to the privat. sector (fl 1,996 a.) are the aof consuer
subsidies in IgM), plus the ites nder the headings nOtrest rebates*
and *E (aubsidies to äoroccan wrkers abroad) appearing under the

~nve*taent budget of the ~inistry of finan . (Chares cane*).

• Transfers to the gMI (D 300 a.) are interest rebates under the foreign
exchange coverage schene financed in the Chargs Counes.

* Transfers to Es (Ml 508 a.) refers to total rent tranafers effectively
received by the saple of Es in the DEr database, enluding ORNVAs and
Ceancrs de Trava=, dhich are considered as part of the Og administration
for the purpose of this report. !his amnt is very close to that
appearing in the gT (Dl 569 a.).

* Transfers to the LO (D 1,006 a.) are the portion of the VAT transfera
which are eventually alloated to the recurrent budgets of the L.

• Transfers to the rest of the world are from the ba~ of payent9 (OC).
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3 ads and fercza (DE 27.352) are the total Ourrent ependiures of the
C budget (STI adjusted for the uses la (3.1) and (3.2) to avoid double
comtlag.

4) min~ is the current balance in the [8T3 adjusted for the urent
ependiures identified above which appear la the investment budget of the
Ministry of ~inane.

C. cap~hadmn Seu et Fad.

<0.1) fladåIL,
* Credi frm the private sector (DI 2.230 a.), bana (DE 4.082 a.). SF! (DE

1.801 a.), and MEs (- D 697 a.) is derived fro the ~ncrease a CC déb
hold*gs for each agent betveen 1988 and 1989 as i1ustrated la the table
belov:

EVOLUTION OF THE DOMESTIC DE6T OF THE CENTRAL GOVERNMENT

pet2& ie Hm im ineas 198-8 % cman=

Banks 30.532 34.14 4.082 13.4
SPI 3.210 5,011 1.801 G6.1
Puli En~rpris 2,604 1.907 607 -27.8

TOTAL 51.571 58,967 7.416 14.4

Aai: MAansvrwnne.

• Credlt frm the C (DE 605 a.) is the jncrease in CB clans on the
Treasur 15m -8).

1/ This adjusten% vi. reduce the anomr of the C savings compared to what
appears la the CC budget (Table 1.1 la the report). In farr, there are
considerably mor.e rrent expenditures classified =Mder the capital budget
la Norocco than thos. identified abovm. more detailad adjustaent is the
wor palsta~lngly ~ndertaken la the conex= of the national acco=nts, and
hich is well beyond the scope of the present report. wevihelesas the

adjutant that is nad. for the coaeation of the ~oe of Tanda does
provide a nor. rea~istc tadicatim of the savngs effort by the C9 than
what appe=s in the pblished Treas ys ztaisic.
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* Credit fre= the rest of the world (D 14,002 a.) is from the bauac of
paymentj [OC) and Includes the rescheduling gains both in toems of
interest and principal (since amortisatioas and interest payments appear
on a Obefore debt relief' basis).

* Credit from the 1O (DR 451 a.) refers to the surplus generated by the %A
sector assumed to be deposited at the Treasury General. hich is the
eaclusive deposit taker of the I0. The amount is somewhat different froa
that appearing to Table 1.2 (DR 320 a.).

(C.2) Changes in ArMrear by the C0 are estimated on the basis of the increase Lu
the total arrears appearing In the CO accounts (DB 1.982 a.**se table I.1
In the report). This amount is broken down among the different agents and
modified to take Into account the data available from other sources (e.g.,
Ps).* It is treated as a residual (balancing) for all sectors both as a
sourse and a use of funds.

(C.3) Sarins is from (D.4) above.

D. Capal Aneuak Uses of Fand.

* Credit to the LO (DR 324 a.) refers to an exceptional loan made by the
Treasury to finance the reduction of arrears by IA.

* Credit to the rest of the world represents amortisation payments on COdebt (before debt relief).

(D.2) CaVital transfers.

* Transfers to the private sector (D 100 a.) is the capital subsidy to
promote hotel construction appearing In the CO Investment budget.

* Transfers to the 1A (O8 2.005 a.) is the total TAT transfers reduced by
the amount allocated to the current budgets of the %a.

* Transfers to R (3B 1,750 a.) are the capital transfers to the sector
(excluding the ORWPAs and the Centres do travaux) plus increases in CO
equity participation in FEs.

(D.3) Chans.in..Arrears. (see C.2 above.)

2. ThlocLgn ments.

A. CArmnt Accesat Seaua of Foads

(A.1) 2a (IB 2o471 a.) are derived frm the adaNItrative accounts of the isand are allocated to the various agents tn the economy following theapproach described above for the CO.
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l.) Efagg¿ sed (3.2) for the cO. This amont (DE 1,006 a.) la someuat
dUffret frog that shomn la Table %.2 due to the adjustment neded to
equilåbrate the overall flov•of-funds atriz.

. CnAft Asu~an et FEad.

1(1,1) I nter upamnnts are derlved from the Yncome Statement of the F1C (Fonds
d dquip.m.nt cmafi).

(s.2) Transå to privat* sector (DE 38 a.) correpond to the 1te *subs ies*
la the adaauatratiave *ooota of the 14.

(s.3) Goodg and &evices (DE 2.459 a.) total current epnditures adjustad for
the luterest paFmentz and other transfers.

(8.4) Szingd la the difference betveen total sources and usas of funda.

C. Captal Accent SOurMs of Fatds

(C.1) £ggd&1

* Credit from the MFI (1.e., the FEC) for De 405 a. la satinated from the
FEc Anmual Reporta.

* credi from the Treasuy la from (D.1) for the CO above.

Credit from abroad (DE 9 a.) la the disbursements uder the wponda de
villes arabesb (multilateral arab ald protocol for mumclpal finance).

(C.2) Zranfr (D 2.005 a.) ta the share of VT tramsfers attributable to
capleal spendIng (see (9.2) for the Ca above).

(C.3) Chanef tn arrears (D 49 *. with respet to PEs and D 2 a. with respect
to the SFMs) are estlaated o the basis of Waformatlon provded by the
mastry of Interior and arc ~td. scapatible with the wntormation
available for Es and the FEC.

D. Cap~al Aces~t Us=s et F"ads

( <.i) .eldLL.

Credit to the gnI (DE 178 a.) represeats an estimate of the anortization
payments made by the la to the FEC.

* Credit to the CO: See (C.1) for the CC abova.

(9.2) Chant in arrears. (DE 27 a.): See (C.3) abom.
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(D.3) Ise (DE 2,878 a.) la derived from the IA admistrative account
and @iration frm the =istry of the Interlor and Inty Im e.

3. The Pubi Enterprises

A. Cwnm* deeaM t SMems et Fuad

(A.) l ue J added for the setor 1s estinated cf the basis of DEP? data as
folovas (ia mitous of DM>:

VA=0N ADDED TURN= - MKCASES 07 MåTEIALS • E V NMRCT TAs.

25.841 - 85.973 • 46.596 • 6.628 • 6,908

(A.2) Transf~r see (.2) for the CO above.

(A.3) Ynterest income

* Interest Imeone frm CO debt (DE 156 a.): See (5.1) for the CO above.

* Interast Income from banks (D 495 a.) la astinated by applying an average
ingereast rate of 51 on fg deposits held in the banking system. The banks
deposits are ln tua derived from the DEM database.

. Caåt a~ena UseCo Fånds.

(5.1) DI are obtained by applying the folloing ratios of equity
ownership for the dLvlded-paying enterprises n the DEP database: 89%
CO. 5% private sector. 5% foreign and 12 sFI. The total dlvdend paymemt
la from [ST) (see (A.2) for the C0 above).

(3.2) lnere Pahmnt are estiated am the basis of financial expenses (aroud
DB 7.5 bilLon) and financial Uabilities (around fB 90 biliton. e~cluding
equity and arrears) for the eactor as reported by the DEP database. The
folloing ratios ere used to allo~at* total iabilities: 272 banks. 272
SI ad 54% foreign. The folloing aage interest ratas vere applied to
astimate domesti fnterest payents: 6.5% for the SFM and 11.5% for
banks. The interest paymenta a fraign debt are from the balance of

. payments.

(5.3) %Mga (DE 4.276 a.) are from the DEM? database and are allocated betveen
CP and LO according to the slcUlatUons indicaced la (A.1) for the CC
above.

(3.4) Coods and servi~es (Dl 7.849 a.) are calulated reaidually by subtracting
savings (see balov) and usas (3.1) t~rough (1.3) above from total sources
of fnda.

(.5) & ~Ei (fl 6.407 a.) is obeta from the DEM databas by addig
~leiuatias •ad other pro~sions to set 1aco.
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C. Ca~ial A.un Souwam @ryads.

(c.1) lggat, credit from M and banks is estinated based on the chatg.s ta
domeste liabilities to the finaucial system for the IE asetor as reported
by the DE?? database (appromately DE 2.2 bilio). New diabursements
and repayments are then derived based on DEP informtim regarding now
Gradit to the ajor Ma and the constraiuts imposed by the flo¥ of fund

matz. Credit fro abroad is derived frm the balane. of payents.

* Tranaters frm the CC (Da 1,750 a.): Se* (b.2) for the Ca abov.

* Transfers frm the private sector (DE 187 a.) and ftrom he M (D 154 a.)
refers to ~he estluated Lucreases la tbeir reaspective equity participation

(C.3) Channem In arrearm ar* derived fro. wnfor=atton provided by the DEæ? and
* the Treaury.

D. Caicua Uss erds.

(D1)ugdxg. søt (C.l).

(0.2) aingfers reresemtunreases n £ a (ret) equty partcipation ta
dmestic private sector on-fiaeil enterprie (D 230 a.), SF (Df 230
a.) and forelgn companies (DE 200 a.) based o infornatIom provided by the
DE??.

(b.3) ChaneM in arrears are derived fram iatmatio provided by tbe DEM and
~he Treasury.

(D.4) nvszUt~en (D 10.052 a.) 1s based o uhe changes in the ~onsolLdated
hAl an &beet for the aape6 of lEs an the DE~ n database. Thean. ba~e
theet Lens that are considered to represent physca asaets ar

1bli£satons brugs plus autres valeura oblises minus tltres de
paftIc4paRUf. be volame Of ~nvesten wh:ih is derived appears
reasonable In 1iht of the gross fixed ~nvestaemt repored for the major

11 PU tha same year (D 8.724 m.. or 37% Of the total). The ratio Is
apprmiastely the sane for ~h preeding year (1988).

4. The Cetrai Bank

.Cuanet Acoumt Scnes e Fuds

(A.) £almu added (D 211 M.) represents Cs proitsa (after ta=) reported in thø
sneom statement of the g ank Al-agbrib {a-. ·
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(A.2) Inter.est !neone.

Interest income from the private sector (DE 76 a.) ta fro (A-IS. It ta
the sa of discounr *arnings and comlsalona ndec the ategory * 0 ~*.

3nterest inome from bana (DE 1,224 a.) la obtalned fro the [le-2S). It
Soresponds to the a of redlascount earnIngs, Interest and commisi.

* Interest ines~ from abroad (DI 263 a.) la dertved fom the balan* of
paymenrt (see- ( 1) for the rest of the world below) and la very close to
the amoun shon [n [A-IS] (D 234 l.).

* Interest incofe from the CC: See (3.1) of Cc above.

. Cuet Accmat Us= of F=ds.

(3.1) Di1ind (DI 350 9.): See (A.2) of the CC above.

(3.2) 2azu (Då 264 a.) are based on the taz provIstons made la the P&L accoumt
of the C for the precedIng year, stuce taes are pald with a lag of one
year.

(3.3) nutrest (DE 69 a.) la based on the residual 1te in [A-loj (De 84 g.)
wi~ch La mostly In the form of coEisions charges on the foreign exchange
transacttons of the CZ.

(.4) Goods aid service (DE 986 a.) ta calculated realdually by sxbtractlng
savings (see balov) and usaes (8.1) through (3.3) above fros total sources
of funds.

(3.5) t~i>zs (D 319 a.) La obtatnad tro the increase a aet worth (capital
and reserves) of the C3 betucen 1988 and 1989.

C. ihe Ca~pks Am~: Suus etF..ds

(C.1) £u&

* Credåt from banks (D 1,640 a.) la the change in Lquid Ca reserves
betveen 1988 and 1989 [M-U).

* CredIt from SM! (- DR 37 a.) la the change in cash held in ca (eaIsses
et valeurs A recouvrIr) [5ä-U).

* Credit from the rest of the world (D= 343 a.) La the decrease Ln set
foreign assaets hld by the C [M-MI.

* CradIt from the private setor la obtained residually from the differemnce
in total liabilitus (e«cluding Get-worth) betveen 198 and 1989.
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». Capi~i Aem~ us~s of u~d .

(5.1) Szredi
Credit to banks (DE 4.248 .) Is the difference in CS claims on deposit
baks between 1988 and 1989 [A5-351.

* Credit to the CO (DE 605 M.): See (C.1) for the CO abov.

* Credit t» the pri~ate sector (DW 1.151 *;> is omsulated residUlly.

. The CommerMal Banks

A. Cim~t Aceat Sr~ of F~mds

(A.1) Valtb addid (DR 1.276 a.) represents the profits of the banking system
estimated on the basis of their consolidated P&L accoumt [DB-11.

(A.2) anterest ieome

* Interest income from Ps and the CG have been cal~ulated above as their

respective interest expeuses.

* Interest imome from Sn! (DU 584 a.) and private sector (DE 3.280 a.) is
obtained from [DB-Z8 and [SF-S).

. Cum.~ ACceat Uss of Fads

(5.1) Tag to the CG (DR 504 a.) and to the 10 (DE 8 a.) are derived above
umder the current accomnts for the CG and the U.

(b.2) Interat

* Interest expenses paid to the Ca (ME 1.224 a.): Se. (A.2) for the CZ
above. .

• Interest expenses pald to the SM! (D 101 a.) and private sector

. (DR 2.490 a.) are obtained from the [01-18 and [SF-151.

(1.3) goods and seves (DR 3.449 a.) are calculated as the sm of all non-

interest expenses in [»D-IS).

(g.4) lag~ (DR 2.039 a.) is obtained residually as the difference of total
sources of funds ainus expenses.(b.1) through (3.3).
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C. Capifui Aouffi Sur of Fads

* Credit from SFl (- DR 198 a.) is the change in SFI liabilities (Concours
et depöcs des OPS) (MA-All.

4 Credit from the CS (DE 4,248 a.): See (.1) for the C5 above.

* Credit from ME (IM 65:.) and the privato sector (DB 5.463 a.) (i.*.:
reibursements): See (C.) for MEs above.

(C.2) Chanees in arrear (De 17 9.): See (D.3) for pgs above.

D. Capital Accomft: Us et ands.

(D.1) £riggg
* Credit to the SFI (- DE 107 a.) is the change r losus to the SF!

CConcours aux OrS) [a-AMI.

* • Credit to the C (DE 1.640 *.): See (C.1) for the Cg above.

* Credit to the CG (De 4,082 a.): See (C.1) for the CC above.

* Credit to the PE (D 2.621 9.): See (C.1) for the lE above.

* Credit to the private sector (DR 5.307 a.) is the residual.

(D.2) Changea in arrearl

* Settlement of arrears with respect to the Ca (DE 5 a.): See (C.2) for the
Ca above.

* Inrease in arrears b rZ (M 1.314 (.): See C.3) for the Mis above.

6. The Speclalized Financial Institutlions

A. Cmrest AMcout Seuus f Psads

(A.1) Valge added (DE 1.276 a.) represents the profits of the SyI estimated on
the basis of their Mud accounts {SFI-ZS).

(A.2) Interest income

* 2lterest income fro ls, the Co. the =O and the banks have been
aleulated above as their respetive interest expenses.
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* Interest imome from the private sector (Dit 2.374 M.) is obtained
residuaiy from [on-zi.

(A.3) Tranft1r2 from the CG (M1 300 a.): See (1.2) for the CO above.

(A.3) DivileMns from the private sector (DE 35 M.) and PE* (DE 11 a.) is based
on tormation contaned in [SF-151 and varlous annual reports of the 8i
(zo* als* (3.1) for the P above).

. Cuat AM~.an Us o@ tF~ds

(3.1) Zoa to the CA (DR 168 a.) and to the 10 (DE 8 a.) are derived In (A.1)
tor th* CO above..

(3.2) Interest

* Interest expenses paid to the rest of the world (DR 732 a.) are calculated
on the basis of [sFn-IS). balance of payaents data [OCI and DES.

* Interest expenses paid to bauks (D1 584 a.): See (A.2) for the banks
above.

* Interest paid to the private sector (DE 769 a.) Is the residual from total
Interest paid by sn7 in [SF1-it.

(3.3) DIIjdends to the CO (DI 105 a.) are from [ST).

(3.4) Goods and serviees (DE 870 a.) is calculated as the sa of all non-
Interest expenses after tazes and dividends la [sn-IS.

(1.5) Saylga (DE 2.150 a.) is obtained residually as the differeuce of total
sources of funds minus expenses (5.1) tbrough (3.4).

C. Caplal Acount Soureos of F.nds

(C.A) gg

* . Credit from banks (- DR 107 a.): See (b.1) for the banks above.

* Credit from the 10 (DE 178 a.): See (.1) for the 10 above.

- Credit from the PE (DR 803 a.): See (b.1) for the PE above.

Credit from -ne rest of the Vorld (DR 3.302 a.) La from [00) and it
lucludes DE .789 a. of interest and prIncipal reschedullng gains
(see also (C .)) for the rest of the world. below.

* Credit fro the private sector (D 3.245 a.) is the residual.
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(C.2) tEADa frOm the P£ (D9 230 M.): See (».2) for the rf above.

. Capital mcout: Us~s oftads

(».1) flmga

Credit to tha banh (- DB 198 z.): See (0.1) for the banhU abova.

• reditt-t he C8 (- D137 a.): See (C.I for the CIB above.

* Credit to the CC (D8 1.801.9.): gee (C.) for the C above.

* CredIt to the TA (DN 405 9.): See (M.1) for the 14 ab.~.

* Credit to the PE (DI 1,090 9.): See (0.1) for the U above.

* Credit to the rest of the world (DE 3,148 a.) ta fram the balance of
payments [OC) and [DS). It represents an estimate of the amortigation
payments of the aajor SPs.

• Credit to the private aector (DE 3.436 a.) ls the realdual.

(».2) Tanfrs to rf (DB 154 a.): te (C.2) for the rl above.

(.3) Chaneas in Arrears with respect to the L (Då 2 a.): S* (C.3) for TA
above.

7. The Rest of the World

The accounts of the rest of the world are derived from the balance of
paymenta.as reported by the OffMe dm c~hane [003. The Information provded
by the (0C does not alwaya dlstiaguish betueen Es, the CG and SfIs (since they
are all public entties). Therefore the Wnfomtim from the [00) ls complemented
by D=S, Treasury, DEPr and 0 data.

The current acount transactions are presented on a before debt relief*
basts. Rescheduliag galn (both ta tea of principal and Interest) appear as
capital Inflos from the rest of the world to the different sector In the
economy. The follovång break-don of rescheduliag galn ts estiated for 1989:
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BREAKDOWN OF RESCHEDUUNG GAINS FOR 1989

Ca PE SfI TOTAL

Pincipal ,427 1,776 1,411 Ltu
nters 32 278 Lie

A. CuMs AccsMU Sures of Fuds

(A.1) Dåvidende fro rg (De 50 a.): See (g.1) for pS above.

(A.2) Intexik1 paymenats are reported ln [0C) broken down between public
(corresponding to CC) and publicly guaranteed (fl and SF), all on a
"after debt relief91 basis.

* Interest paid by the Ca (DN 7.370 a.) is the anoqnt that appears in [001
(DE 6.544 a.) under Jevenu des LvescLsse~ent (debit) for the goverment
ainus De 69 a. which is attributed to the Ca (see (1.3) for the Ca above),
plus interest rescheduling galns (Di 895 a. •• see Table A.1.4).

* IntGerest paid by the =E (D 2.966 a.) is adjusted to include DR 326 a. of
interest reacheduling gains.

* Interest paid by the SF (DI 732 a.) ts adjusted to inciude DE 278 a. of
interest rescheduling gatns.

* Interest paid by the 0 (DI 69 a.): se (s.3) for the Cg above.

• . Interest paid by the private sector (D 591 x.) is derived residually and
refera mostly to inerest on non-publiGly guaranteed debc.

(A.3) anferå fro the CC (DE 4.115 8.) is the sa8 of De 3,717 8.
(Transacci.ons gouvernemencales - debit) and DI 398 a. (Transferts publics
• debit) in (OC).

(A.4) yalje-Added (DN 49.652 9.) represetUs the sua of iMports of gooda and non.
factor service.
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. Cmt Amnæt• Us~s f Funds

(5.1) Interstz 1

•• nerest pald to the CS (Dbi 26 a.) 1a Ptvenu des <nvestisseaents (publ)
(eredig) JA I00I.

Intetest paid to the private setor (Dø 8 ~.) Ss venu des
ainvetissement (prLvd) (credit) In IOC.

(5.2) Trasfer

• Transfers to the Ca (Da 2.597 a.) ts the søm of DE 994 a. (Transactlms
gouvern.nculøs •• eredit) and DE 1.603 a. (Transforts publics •• eredit)
in (OC).

* Trasfers to the private sector (DR 12.567 a.) corresponds to Trasferci
privås (credit) In lOC).

(5.3) £ood, and Services (D 41,771 a.) refers to eports of goods and nrn.
factor service&.

(W.4) B~g (Da 8,339 M.) 1s the s of the (negative of the) current account
balanoe before debt rel£ef.

C. Capitai Ama: Ses ef Fume ds

(C.1) Udit frem and to the Co, P, ~ 14., and M7I (i.., repayment of
principal and new dibursemntsa) has been derIved from {0C) vith
supplementary InformatIon specfic to each seator as needed to obtaln the
breakdomn roquIred by the ftow of funds. The princpal repaymenta are on
a "before debt rellefø basta (sea (D.1) for aln ~he seetor* abone) and
diaburseenta, thaerefore in orporate total debt relief. The private
setor ls treated residually.

(C.2) TZnsf frm the f (DU 200 a.): e (C.2) for the r above.

D. Capial Amsat Ver Fm&ds

(D.1) 5~gg: Se* (C.1) above and (C.1) for the C abov.

(D.2) nvs t (D 1.841 a.) represeas foreigS direct investment.

8. The Private Sector

Te flow& of funds for the private sector are derived frcm (a) Information
regarding ~b. other sectors (e.g., dividenda paid by the PZ to the privat
setor) er (b) roslduuly uaing th» total for ~h. econemy (e.g., *cvesment)
obtal»nd frm the [IM-M7).
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A. c net U S e fads

(A.1) !alu.added (DU 135.720 a.) a the differeace betvee~ og (ba 391.576 a.)
and the s of h valu added for the oheT sectort (studing ~mpors).

(A.2) Interest Tuneon (DU 4.942 a.) L& the s Of interst pald by ba~ks, Sno,
h 0o and he rest of h world.

(A.3) Mag~ (D 14.601 a.) is the m of traUsfers made by th CG ad the
rest of he world.

(4.4) Diidens (D 50 a.) are paid by he CO.

. Canm cess Usef Funds

(5.1) lae paid to the Ca (D 7.222 a.) and to h U (DU 1.835 a.) ar. derived
in (A.1) for he Co abow..

(3.2) later (DU 6.321 a.) is calulated as the s of interest paLd to ba~ha,
SF, C, aud the rest of the world.

(5.3) Dividend* to the SI (Da 35 a.): See the SU gecounts above.

(5.4) Good2 and service* (D 195.185 M.) are calelated as he difference
between total cons~tilo I [E-MF) (D 153.414 a.) and the sm of
0ns~umo for all the other setors (ezoladung espor).

(1.5) Så~ (DB 24.614 a.) is obtalned as he dtfference be~een gross
Gational savngs (DR 37.704 M.) and he sav~ngs of all the oher sectors
(ezcluding forega saVlgs).

C. Caphal Am~an Seaem er ruds

(C.1) £g~g1 (DI 9.178 a.) 1s the af credit frem banh~, C and he rest of
h world.

(C.2) Trasfers (D 330 a.): Se. (5.2) for the CC and nE above.

(C.3) Chanues in arears (DU 1.934 *.): Ses (.3) above for CO and ME.

IL. Cap~a Ame~mat Us~ of rsd,

(Dg) £ t (DR 11.226 G.) is the sm of credit e«tended to he CO and
repsymenas ade to banks. S.. C* and the res of the .

(D.2) TæIra to the R (DR 187 a.): Se (C.2) for h fl above.

(D.3) hnS.in ArraM (DR 204 Z.): Se (C.3) for mh C aud h PE abow*

(5.4) imen is ~he differs betueem oai inavesm~t (= 46.043 a.) frem
8&.MP and ~he invasaMe ~d by the o~ seator.
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. 10. TeAseneMelEfe fPbi nepie

In addin to assing direct ad indir flow of funds between public emturprises
and cental ad local govrnment a a meas of deeminIng the fiscal bpact of public
entepriss, another approach is used in the Wld hlonmen Repr 129. It shows how

the aggregate eect of statowned antprisus (SOEs) Is reficted in the overal defick of the

public sector. As noted in Table 10.1, de 80! sector bad a larger deficit that the overall
public aector deit in Brazi, the Dominican Republic, Ecuador, Egypt, Turkey, and
Venemuela. It is evident that the SOE dran on public flan is a factor explaning the
overal fnanclal status of the public seor.

While the ilow of funds analyuis provides an ndication of the levd of government

support for public enterprises, it dos not lndicate the magnitid of the not transfer in rulation

to total government spen~ng. In tis lustrtion, the fnnialperformance of SOEs is

jxaposed to overal public sector spending and declts, and thir role in the public flnance
picture is mote pronounced.
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11, ue Enterprisemhar of Dem lDebt

lm pordon of domsde debt held by public entorprism varie from los tha I
* percent in Zaire to 45 percont in Deni*. (Swanson and Wold*-Smalt). Ihe Morocco draft

report, sues and Prospets in the P=lip Sect . (Report No. 10157-MOR, 1992), Ilustrates
domdet debt structur dud~g the pedad 1985 through 1990 by disaggregating debtholder
composition. Ibe levd of PE debt can be contrastod with debt held by banks, instiutonal
hnvustors, the private sector, and special fnanolal in~~tudons. In the case of Morocco, PEs
account for only a small share of domsde debt, as llustrod in the graph below.

Data ~lustrahng te sare of domestic debt hold by public ~nterprises is important for
identifying the possible crowding ut of private sector cr~dit. Of course, the performan of
PE loan must also be considered a factor affe~dg crodit avaability to the private soctor.
Large holdings of domosti dbt by-publ~1terprisu *te inefficmnt use of borrowed funds,
and the non-peformanc of domadc loans result in the crowding out of private sector
borowers. Study rsults indicate a positive correladon between private sector credit whhin
the domstic cred strucure and economic growth. (Sce Marsdon, 1986)
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Table 11.1
Norocco

Domestic Debt Structure
• ebt NoesUP @epestIeo la a of 1estal

1985 986 198 988 1989 1990

ta*as msor -Pr m taatsestrs Cawo% Pfts

Source: Norocco: Issues and Prospects in the Public Sector, World Bank Report No.
10157-MOR, 1992
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. 12. Coprng Ptbr, Entrpis ad I=t S~te
Arrs ln the Bank= Sstem

Public eateprise In Sub-Saharan Africa have generally operatd not only in the
absence of comptition but with preferential t nt vis a viå the privat. secor. The report,
Parasttas in Tn~ania. Towar s a Reform Program, (Report No. 7100-TA, 1988), provides
a comparison between the arrrs of parastatals and the privat secbor in the Tanna
Investment Bank.

As wt in Table 12.1 below, which exrpted fr the rpot, parastatals
accounted for 73 percent of oana outstanding, of which 54 percent wore in arrears. In

contrast, the private sector accounted for only 27 percent of oute~an loans, of which 27
percent wre In arrears.

Mbe table illustrat the differential trga~nnnt provided to public and privat. secors
with regard to invesment financig. In effect, the arrears allowed to the parastatals amount
to uxpanded credit through the banking system. Reform of the public enterprise sector, which

requres competion on an equal footing, would likely tak not. of such differential.
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13. 3k MAd 2t P-Andadon an as size of the
bhHC Zoluaft so=

As noted above, *e size of the PE sector can be Mrized not only by the muMber
of public entuprises, but more importantly, by their bR= on economic indicators.
Likewise, the impact of privatization efforts can be characterized not only by the number of
PEs privatized, but by the impact on the economy.

A dtaft policy paper, fb3dadon: LMM of EMCdence for Bank a= LadiU,
(IM), Mutraw the mnober of SOEs privatized in selected countries using bar gra* that
highii& the percm reduction in the number of SOEs in selected countries. The gmh,
which is included below, indicates the proceeds from the sale of assets as a
percent of GDP.

The juxtaposition of this data Illustrates the fad that a large number of PEs can be
privatized, but the, impact- could be relatively ' 1 1 1 , Likewise, a few privatized PEs could
have & very siguMcm effecL 7be, presentation of privatization data ia this way contrasts to
other descriptlow of the. impact of prhratization. which tend to fom solely on the number of
firms privatized. Dea liwtations my partly account for this fad. Nonetheless, as
privob2don dfotU take hold, there will be a concomiltant need for presuntion of fta that
analyzes the substntive as well as nu:merical effects.
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Table 13.1

Source: Privatizatlon: Lessone of Mxerience for Bank Group Lendinig (draft), 1992.
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14. Economic and inanidal Imact of Public nUterprise Reform

Improved efficiency and profitability are major objectives of public enterprise reform.
As noted in the introduction to this review, very little systematic analysis of the results of
public enterprise reform has been undertaken. The LAC region report, Sat-W
Enterrise Reform in Latin Amerlca, (Occasional Paper Series, No. 2, 1991), is a first step
toward more systematic analysis of the economic and financial impact of reform in
Argentina, Chile, and Mexico. (See Public.Etrpie Reform by Ahmed Galal, 1990, for a
discussion of other, less systematic empirical research).

The report concludes that labor productivity increased in all three countries, and
financial performance indicators likewise show improved profitability as a result of reforms.
The table below summarizes the improvements in labor productivity and profitability.

Attachect is the teat discussion ad tables from the-LAC report which provide more
detailed indicators (Tables 14.1 - 14.8).
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Thfriåar obj*Ctv*s of ta tew-~wne ie4nterpråism eftøm are to ~mrove
, enmerprioe tLnancal and eon~ui porformance and in~aes, the net fiscal'

emntrmuto Gf eftterpriseg te ~h g~vrm=nt hudget. The'a ien of onm
a»juettva does not mecsaaruly ~mly ~h attain~nt at the other. Ufticny of
the enterprise, tir example, can be inereased at the øame time its tiocal
contribution d dtion of output prie controls. SIZIarly.
-Øtrit egntrole on government tranngerg to SOZo can ånxease the nmm tiscal

ontribution, but a y ge at he expense of Lnvestaent reqaLred tor etfiient
production. In this segtion ve analyse the effects of state-oned enterprise

reftom n each of thse obectives. The reform experiene in he three countries
studied ha sbown hat 80 retorm can ead to dramatie improvements in labor
produtvity. ven .e epoyuet reduction poliie. are part of a targeted,
rather than eapremnsive, refor program. The experience in Chile ha@
illuetrated that striet control over =5E budgetiag and finasing can lead to a
sharp positive reversal Ln the sontribution oft $OM to the govereat budget.
Finally., faLjure to taprove the macroesoomic evironaent and distortionary
policies, especially pricing policies, liAit the auesss of refot~ a t~mproving

simassal pertormane and reducing the 80E budgetary burden.

As disussed in the previous stion, 80E reform program. in Chile, Mexico,
and Argentria øhared a can eat of objectives, bt differed La term at
implementat£on strategies. eaLng -ta 1914 the C~la government took aation
on all frotas, *imultanouhly estabshing smrt guidelies tor 80 uanagement
to redue coat* and detcia, ,, iaaing differentia4 treatmat og Soa,
liberalising output prisem, dereglat~n «arkets, ad iaplemntin
privatisations. Nexies, begi n a n 1993 , folloed a more gradual approach,
inItially ~eeking to control cost., maintaia osta~t real output prices. and
privatis mali SOla. These reforam were gollowed a 2986 by trade
liberalåxatto and tLuim ~al restruturing of same emterprimes. Today Mexico has
one Of the ~est comprehensive 801 reform program in Latia Americs, lacluding a
broad privat£ation campuiga aud Åproved proedures for 1oitoring and
evaluating 0M perforance. Argentina initiated se 80 retoras La 1916,
targted toward mploy.ent and eost reduties, -output p=ie reform, and soleetLve
privati~aton. lthugh he g%vmrnt adopted aI s-prehensive l reform
program only La 1989, reviov of the ~npAst et earlier rer as n performance
provides evidease on he re~ative oma et a pås*mel, as vampared with
coprehenive, refor. prograa and oftere a mfatl som s for analysiag the
content and impact of *uret refoms.

Tiæ serie. data ar analysed torth three sunies for the periode prior
to ad after he ad~ptio g of 0 refoam aøsasures. The study att~pted where
poeible, to ~solate he e1ets of reform and nmn-reform chages, especially
chages åa mrket prises for inpute and outpats. on-availability ot data,
unreliable data resultig tre high inflation rates, defiaitional duterenes in
the permoran~e indicatore for the thr 0o åmtries, and dIfferences in the
cpettive envirnalat and t" period a whiv~ refora mere adopted allov tor

Source: State-Oned Enterprise Reform in Latin A~erica, Occasional Paper Seriøs,
No. 2, 1991,
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ra 1915 to 1982 outra 9~ nore rapuuy %hm
3.2 to 2-3-9 taøre~ ta

of a l"ammI rOtom
lp*-orm# om havs an A~ 05'45~aGL" 980~0 099&0~*

Lo an ~at =Lversal ~ og ~Lå* en~£**
ntomp yn qmr.Like raform masunø hav* =Wig~9 O:fløftg OG O~atiff Gest*
and aet &moms. on ~ om b~# P~uetivtty q~ $, sAfflttjmd Fru at

- -di i ý us# ød øutpu% prLm »gu» t~ to :r~ sa prøttts. Ori ~ a~
b~v ra~al of ~ ~s~S 9 Lwlud£ff ~ WOTIdød aftd 81*8141,U4 bY
a~ «»,, mw tjw albnL»t£m at prøførømtial ammeg to -fa»Lga «Ch~e «d
trwfø pzotaaum cau veduce proftts. ftnbormres, inereased profttability mmd
Møt ~Y smauar ab~g åa = Offici~ it input and autpat prioe m=trole
&re La,p~. = *Jm=lal portora»»,, thereforee most be analy»d »~ataly
grøm 9:9£Le~ wd uith regard to ~ *poeýktte »la= a~ed to a~ camuny.

mm -- 9 V4" = rota= in the t~ co~Lag are musistent vith
ah~ ~. ft~ativ£ty ga&nes a~ prioe retormsø and o~r

~ah *lÅ~t" Uatwl~tøry treatuent og 5~ w~M=nd to overall
mip i a åa tåa-" kal p«torm~g* dorýff the retom per£". ~ avm~to

pmtitahuLty ~ hO~VOrs ~t 89 9«~ as øvenents ta lahar produet4vity
roduftions in ~ ti~ b~«,, d~ to ~ atten* at refors pol*0å*g wu"

f«~ Mo to ~at* ix a more C~Luve ermLm=rt. Table IZI.2 prøsents
flj~", P«tmw»» ~catørø tcw ~ø@ m=ýLcø# and A~tiaa.
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w"Ob adJu*t* £Gr ch~ ÅA Gapttal støfts, ~ ~rates ~uV~ i i M, In
ftw="1 ~ara"« hetweeft 1914 and X979. ~ ~ ~3, S=Ple * the
pm:titabLli<ty ratio la~amd by 90 lpmzcoric butv~ 2916 and 1990* and by au~
70 paraffi* «a1~

309~ å9 1981 ~ £M~Ma performance of
lo 2962 all of ~ mm åa ~ ~ ø&øølø «=ad 1«»g

thOLX av*V~ PrøfttAbLILtY r~ A001~ t~ 4.2 percent La 1916-80 to
percent In 1981-U. n~ advers@ result* mo prå»råly le to
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L, ratio *»«r" as m=lative
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incone le detIned as totaX toperatiff

OLLIMS tøtal costa# ålwlud£ff ~rest Pa~ * «ch~ rate ad5u&ments
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revenues to operat~ng eats for the small sample Lcreagd, although modrately,
in 1981-82 relatIve to 19,76-80. The ratio of laterest payats to operatng
rsvenues aere than doubled, fråm 8.1 percent durlng 1976-80 to 16.8 prent
during 1981-82* The overall decllne tn 809 performance durifg this period 19,
however, largely a result of the severn eamic arisis and the resultin
-stabillsation polices. The goverument s anti-iaflatLonary policy that fixed the
nmmial echange rate and allowed for a substantlal overvaluatioa of the pes'

contrLbuted to higher ånput and lnterest costa during this period. This policy
was especially »ostly to enterprises roquirlug i~poread Inputs such as CLCo-

CRTT. eforma ln the 6ecoasic policy envirnmst which Intreased competitom
fa~ad by s0~8 may also have contributed go the tempory decline ta s08
performance.

Sings 1985 average profttabIlLty of ChLes six largest 80ta has ~ncreased
slgniLcaatly, ewpecially In 1988. The profitabLlLty ratio for the small sapl*,
averaged 4.3 perce~t during 1983-88, and 3.7 perent exciuding lDE LarILE.

ZU ontalm with the 1976-80 period, all enterprLses In the small saple achisved
higher profitability ratios after 1985, not just CIDLC-CUZL. Zaproved

fåmial performance esult*d not omly fro. improved operating results, but alseo
from lswer Interemt ,osts, relative to the 1981-82 period. Overall, exceptag
the 1981-82 recssiona. the evidence suggests quite consistent Iprovaments ån 802
profitabillty daig the public enterprise reform period.

With regard to flnancial stability, .the ratio of total asses to total
labilltLes of ChLles ma largest 803s sh~ no disoernble trend over the
period. although there are arge fluctuatons La the ratio for individual fires.
These fluCtuations refleft the effects, fUrst, Of the finaMcal policy that
requied 80u to finaace Lnvesment through borrowing without relyång oä
goverm t transferM. 8eon, the assumpton of debt of eem 8035 by CM0 led
to a sarp reductiont n indebens and åfpf vatoum La the asset to liability
ratio.

Za MOXi6 the average flumlcal perfamaa of the ~0Bs has improvd ein..
the enitiation of reforns jn 1983. Csmparing the refom period with 1979-82 for
the consohidated 80 seoter -a-ing im. operating revenuas Inwreasad more
rapidly than operating costa, Ma-dLng te an Inormane n the average operazing
surphus. Righar operatLng coste 8esultId praiöarLy tv= reased nona~-,br
costs, as average personnel expendit~res deimed by about la percant unin 1979-
82 to 1983-88. Despte Lmpngeas. hwave, the operatäng surplus for the
co1solLdated 8M3 ser azeluding 1W9 E remnaud nagatve during the reform
perd, ~argely as a reasult of prise centrola that hepe output prisas below unit
cost., reflcting the governmt's 01manmnt to maintaining noneemecia
objectives for sams enterprises (e.g. eu .0 i) The rati of net Las= to fixod
asses was als. h~gher durng the refom parLed thas durIg 1979-82, but was
still negativa. a primry curma of Lareasad ~e0e-perating ats has been
highr Interest payments, whLp h ros. frn 16 prcent ofperating revanues for
the Consolidated 80 seat durLng 1979-82 to 21 peramt duripg 1983-88, as a
result at rsng s0 debt stch#. Lareased real interest rates, and exchange
rate adjustments. PENa, however, had a ~arga, positiv@ operatLng surplus
averagLng 3.5 peret O CD? durång 1983-88. as M=#E. ån addton to regular
tages, Js required to traser all rma~alag revenums to the central overnment
La the form of spesLal taes, proft tgures for the =~nUolidated 83 gear



147 Appendix 14
Page 8 of 15

&~uding P re are misdig. 2 these speial ta% paym~ets are OMeluded, then
pm=Z proftits nea than cover the nm% loweg of the rest of the sosoluated 808
sger during the reform period.

The fanauial stahblty'of sa ta neis measured by the ratio of total
luabillties to total asset, Improved during the veferm period, as the vatio tell
tr= am averago of 11 percent durIg 1919-82 to7 peIcent during 1983-88. the
riancial resunturång agremmnts (Cs9> , which enabled 12 80M1 to tansfer debt
ta the central GovnmeNt beteen 1985 fad 1990, contiuted to Intreased

fnacial stability of the enterprises, but the IS littl. evidence of their
impamt on iqmprovng operatIonal etfielemcy.

in AågentLa 808. a@heved a substantial L1provent la financial
perftormmace durång 197-e rollaw~n th adopt~n of reform. The average 808
opratån surplus, t Income and the abillty to aelf-fiaafi Investent vere

all åigher durig 1976-82 relative to 1971-75. The improved operating surpus
Le largely attrlbutable to the goveraent * s policy of elminting reduaat labor
and decilning real wages, au everage persomel expenditures per unit output
delled by nearly ne-third durig 1971-82 vampared with 1971-75. rinancial
performans, howeve~, deterlorated durig 1983-88. äigher real wage ad other
put prifes and lags ån real output prises adjustmses, as a result of anti

inlationary policies, reduced the rat* of operat~ng reveus to operatng sests
during 1983-88 to approximately the sam level as during 1971-75. Purthermore,
808 1nterest payment~ as a share of operatIng revenues more than doubled, from
9 perent dur g 1976-82 to 20 persent during 1983 8. Althogh 80= debt st~oka
Increaed only margnally after 1982. higher jnterest ates and the large
devaluation og the domestje currany ån 1981-82 le ao sharpy higher Interest
costa that contributed sgniLeantly to the fånancial deterloration of the S0*.

s. 11m4&ae , 0= mm -MnEn9m. zrp~:28

State-owned enterprise peroamaae play9 a oråtlcal role ln determining the
magnitude of the overalj pub* ser defiat, the eernal debt burde, and the
levels of 1nvestent and overaUi esonsie activåty lP the ountry. 808 reform
whi~ fouss s@ seolling coa.. cmaim1699g pris distortios, and reducing
n6t govermeat transfer, n general, is expeted to reduoe the 808 deficit, its
share of the total pu == seotor defict, and the level of fånanmcig through
exkernal borrowing. Gr~oth Ln 80 derloåta and exteunal debt, hwever, can be
a desirable outams of 8 E referm that emphastse e-erprise rehabiltation and
ne1 anme to be fmmaed through a batn a of government transfers and
exernal loma. As previously dilsusd, åa each og the three sountries In our

study reducifg the 80 fiscal bu~de is a pranary objective f 808 ref orm,
althogh the exent to which other o*memtwves, euch as social or @fficienmy

* objectives, are followd vari betveen omtries.

Qudgetary Effets

Chile, Meico, and Argentina have all been suseesful ln reducing
enterprise deftlits and net transfers from the Central ovramtet. The extent
of reduCtions in each country, however, depended on the government's abuity to
suta~ tight controls over 801 expenditures ad finaaiag, the degree of real
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Table 14.6
~et rleca,1 Utocce at Public gateqwIseso 1970?1988 1/

(Por~* of Gor)

:m~nr

Deficit Ms
scoc 0~ 1 Deficit~ 6.2 0.4 0.2 11.6 0.0

(5.4) (1,.3) t0.6) (049) (-0.2)
60 DofårAt4GU 2/ 4.7 -3.4 -6.1 -4.7 -9.6

(444*

Trarkatorg 49d-Taxas MI
009«mwnt-scl& Tramters/Gor 4..4 0.4 0.0 0.0
sa 1.0 5.1 644 9.7

(0.5) (1.4) (3.1) (44) (5.6)

am U»gt~t/GDP 3.0 3.7 2.7 2.6 3.7
(2.2) (3.7)

:rivan=ntlftbllc
Uvost== 30.8 34.3 44.6 52.7 517.2

Deht/oDr
resum) da 23.9 9.2 15.9 1600

omrud avacnej ma ma 12.4 13.1 20.9

~~ All 1970-45 data aM data «rlu~ =Du= gr= ~a=:
199~ data tt= a~ ottimt xLwimn at r~ga,

motoss
11 Dåta are gor Vw m= IUM*M ta pare~ ***

ozolm§* Um ~Ux m~ -- (pr~Ily )$
for %hl a data 190-88 data caly gor 1963-a

21 zuclu~ u~ am =ostoru.
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Table 14.7
Nazises ?issa2 USit s 0f Pble zneprse 1973-1988 1/

(vet~en og GOP) '

Za4i*ater 1970-78 1979-62 1913-as

DLsty osatmloed 80a 2/

80B Oes~all DeftLt/@DP 2.1 2.8 -0.2
(0.9) (1.2) <0.3)

80B Qa.zteIt/0 $2.4 1.0 -3.3
(2.3) (2.9) (2.3)

movrnn-80 Trantrs/OP 4/ 1.4 2.5 2.8
o-Ovanes Taxs/@DP 5/ 1.2 4.4 5.9

(0.1) (0.8) (0.7)

Consoldated 803 Seesers

808 verall citIa0P 1.8 2.8 -0.2
<1.4) (1.2) (0.5>

803 Investaent/0DP 8/ 4.5 7.0 4.1
(3.3> 3.8) (2.6>

83 EZMma2 Dbt/@DP 7/
(end at par~ed) Ma 20.4 21.0

(perio aveagf 10.9 1.8
801 Elternal Zanrs/DP

(and at paråed) • 2.3 0.9
(pwrtd aveaG 1.4

sourMe* 2N3* ?n de S peso: Publeo, Cenas de rod~ca~ del
Sawser PubL~ag up, Gensas de La Basienda ?ubica.

1/ Data in parenthas.s ave aludat plUg.
2/ Por the dUessly cIntr1id* SBs 1977-7 data «nly tor th 1970-78

3/ &cludng taxes and trasfers.
4/ Inlud~s operatioaL subsidj~s, capåtaL transt*, and paym~nt at

UabiLte,. but a~u~naa dbt absoptin.
5/ 1977-78 data ~nly for 1970-7 par~d.
6/ 1983-87 data aaly tar 1983-SS pwrod.
7/ ZutRal dbt and Lntessc 19&0-2 data mnly for 1979-82 perod and

1983-87 data anly tor 1983-SS parid.
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is. Imud at Rd2m on fionmmot BudgO= Nuft

One Of the Objectives of reftin is to reduce the budgetary burden of W"Wned
gor Revirm, Report

*0 gme I The MW= Stme QnW ZMWU Sec
No. i0014-TU, 1991) Includes extensive data on maw-owned entaprise (.SOB) performance
indicam sulmaquent to the implementation of maaoeco nd Institutional reforms.

Among the key findings summ2dzed in the table excerpted below me declines in operating
sutplus, increases In the SOB budgetary burden from .3 percent of GNP to 3.9% of GNP
from 1985-1990, and declines in labor pm&Wv* and value added (Table 15. 1).

7U Turkey review includes tables and pqb Mu=dq the rising U=d in

borrowing requirements among SOEs gonaally, the 1 -- I r 1-1 of deficits in a subset of

SOEs, the sources of deficit financing, od tM complexity of financial flows between *e

SOEs and the rest of the public sector.

The report makes a usefW contribution by providing a fi=ewotk and meftdology

for detatmining the impact of SOE refim. The combination of the aggregate analysis and
SOE-specific anslyses provides a basis for devft* soctor-wide fiscal adjustment packages

and SOE-specific institntional WMMS d18t need to be pursued.

no wowing = excerpts from the Minatory discussion in die Turkey report,
well as the twenty-Aw page uslysis found in Annex. 2 of the Turkey report.
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Turkey State-Ovned Enterprises: Impact of Reform

13. Despite all thse refoms* the borrowinremirmen~ of h. 8OM ared
Co 6.53 of NP in 1990, almost 60S of the eUtire public sector's deficit (se.*
Table 2). For 1991, *ha Outcome could be verse as the Governuent, in
aaicipation of the genral elections of October 1991, grated vaga inereses of
about 30-40 la real ters to vorkers, further raised agricultural support pris..
and urged hm S0Es to hold their price inoreases belov inflation. These changes
in policy are not incuded in rhe progran for 1991 presented in Table 2.
Dvelopments under1ying this deterioration are quite verris~m. (see Ann~ 1 and

2 for detaila):

* inreasing in.o.e support to the agriculural sector over the last tv.
years forced the Soll Products Office (2(0) to rais it. borrowig from
0.22 of NP in 1988 to 1.9% in 1990;

the aggregate operating surplus of the sector (exluding =<0) has been
on a delining path since 1985: it fell fr=m 3.6 of o to a deficit
of 0.63 in 1990. Koreover, a deficit of 1.43 of NP vas projeaed for
1991 before the recent round of vage inreases;

gross fixed investent of the sector fell by 34.53 since 1985.86 and the
sesror's contribution to valuo added has declinmd;

Table 15.1

erse of 1MP

8erreuta. Reestm3n 3.0 3.4 4.ö .p .& 6.5 3.
of ,hTs 0A 0.9 0.8 0.2 0.6 1.9 1.1

har «f mat gtMic esterW: 46.6 12.1 56.6 43.6 37.0 57.5 5..
~s1rattr eswst 3.6 1.5 1.1 0.4 0.8 -4.6 .1.4

0.3 1.5 0.9 1.6 2.3 3.9 n.

*tum a ten tteed <3> 17.2 14.3 1.7 10.6 10.3 &.7 5.3
pme Ch FUew a.e. •7A -13.5 -. 5 •8.8 .4.9 "..

FiMnMIaL Levrag. t.3 2.5 1.9 . .3 24 2.4
fammis kesn oer <3 .4 Ts.5 10.1 4g.8 61.1 50A4 31.9

årMtriet ~E ina ep 5 0 ifta
ueymet < o teut> ,.a . 15.0 51.5 54.5 ofA %..

flad Af48.7 4.8 46.9 45.9 n.e.
of ) ea. 46.0 44.8 47.0 45.8 41.6 s.

Laber' eestltv ft of metvete) n.a. 85.0. .L 75.0.0 90.0 42.3 ni... surce: Ireesury, =it, D-n, 1sa9 e1 Mstå les

moe: £11 indiestees e hS.reutr resrn usetd 13.

usr trnsfer, suidle. mr~s to rsury. secial security and uaf.

14i. The contriþution of individual SjaE to the deficts over the last fiv
years has been a funtion of the size and the nature of the entexprise (see Amx
2 for detailN). Deficits have been concentrated In ters of siz. in eletrielty
(TEU) industris and trade related to agriculture (T0, M E E, sugr, and,
TE9L, al eol and tobacco), ralways (T ) , teo n and taleo.a 10e4ton1

Source: The Turkey State-~wed EnterprIse Sector Review9 Report NO. 10014-TU, 1991
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(ITT) and Iron and steel .(TDCI). Four major types of performance can be
Identified: (1) large 5058 with on*going Investment programs which require
outside finang (TK); (1t) large 8Ss with recently completed projects which
have led to a noticeable Increase In retained earnings ad a reduction in
ftnancing needs (PTT and PETKIK, petrochemicals); (iII) S0s used for
agricultural support ith persistent deficits (TM0, SEKR, TUREL); (1) genuinely
poor performers. sainly in Inport*substituting Industries (TTK, coal, and TDCI).
It should be noted, however, that in 1990 only three S0Es had a surplus rather
than a borrowing requirement: ITT, TRY (ailine) and 30TAS (oil pipeline).
Operating losses vere concentrated in TE, T. TDCI and TCDD. Together, all
loss-asking SOEs acounmulated a loss of TS trillion (1.9Z of G=P) in 1990, while
three Sos (nr. TE and TFAM generated 8O of about TL3 trillion of profits.

15. The Increasing financing needs of the SO sector not only directly
crowded out the private sector from domestic financial markets but also raised
the burden on the rest of the public sector. The contribution ef foreign sources
to the financing of SOS deficits fell from between 50 and 601 in the period 1985.
88 to around 201 In 1989*90. This reflects the change from project financing to
financing of operational needs. About 251 of the deficits have been financed
through domestic Interest-bearing liabilities. An increasing proportion (56% in
1989.90) is being financed through deferred payments to the private sector (161)
and the public sector (401). Whereas this amount is close to historical averages
with respect to the private sector, SOs used to finance the rest of the public
sector on average during the period 1985*88. Together with budgetary transfers,
subsidies and arrears to Treasury, Social Security and Etra.sudgeary Funds
(EBPs), the bOrtarn baZda of the SO sector rose rapidly to an estimated 3.9Z
of CM? In 1990 (see Table 2).

16. The rise In the SD0 sector's deficits was accompaied by a deterioration
In financial imrfuma (indictors exclude TMD, soe Anex 1 for details):

* return on capital employed (ROCE) in SOs has fallen from 17.21 in 1985
to 6.71 In 1990. During this period, the decline was continuous and
since 1988. the return is below the cost of financing as measured by the
return on equity on the Istanbul Stock Exchange (ISE). SOs earned only
balf as snu, on average, than the private sector firms In the largest
500 industrial enterprises In Turkey (to which most of the SOBs belong);

* the sector's cash flow shortage, i.e. the cash borroving requirement
plus working capital nads, has been very high uIng most of the period
1985-90. As a share of GNP it was as high as 12.5% in 1986, but it fell
to 41 of M? in 1990 as a result of a reduction in Investment and
working capital;

* the sector employs 2.5 times as much debt as equity, a such higher
amount than the private sector. This mainly reflects the fact that the
choice of equity versus debt financing is not based on corporate
criteria but rather.on a decision of the central government which must
approve equity injections into the sector;

* the earnings decline cover (EDC), Indicating the percentage decline in
earnings that can be sustained before interest payments are no longer
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covered, has also fallen gradually from 852 ta 1985 to •
Atter the real vage increases of 1991, the sector is unika
to cover lts interest payments;

17. Financial performance has not been equally poor or deterioraa ••-
&Mls and, if plant level data er* available the piotue w~uld presumably be*o@e
««en mrs diverse. Particularly poor perföore are the hard cos am (TTK),
the rallays (TCDD) and, in recent years, the so»l products office (=). &ut
also the electricity company (TU), the steel ill (DC) and a fev smaller
espanies (meat and fish, cement, agricultural macinry) are ta por finanal
ape. Vich the eeption of OMDS (forestry and wood products) and EN

(perm,gä .lw) thewe ar c U-ccpletely fi~ially ound 80s but some have
good potential to Inprove (airlines, petrolem referies and distribution and
i).

18. ven though only partial Indicators of eonmie ne anea are
available, the evidence appears to be strong enough to suggest a deterioration
la this arca as weil:

* over the period 19851990, the margal efficiency of capital (1.e. ho
ach value added an be produced per unit of fied oapital invested) ta

80S has been about halt of that of the private sector. If the same
efficiency could have been achieved. CDP could have been higher by about
32 ta 1990;

* capacity utilisation ta manfaturing SOUa, especially in 1989-90, has
been significantly belov that of the private sector;

• * labor productivty ta indtry has been on average 202 lover in SO&*
than In the private sector and was up to 389 lower ta 1990. In gome
sectors it vas as ach as 75% lower. Although labor productivity
increased by 122 over the period 1985.90, it lags about 902 behind real
vage increases;

e the charm of 80ES ta total epl9mmnt (532) and ta fixed assets (66Z)
of the 500 largest industrial fiUms exceeds that of valum added (42%),
Indicating the Use of an Inefficient factor combination or too large a
scale of production.

a in the seven largest 80SU (ta tes of fied assets), total factor
productivity (TF) fall over the pOr1od 1985-90 ta all SOs that wre

- increasing their capital sock (TE, T, TCDD and TZ) except for the
airlins copany. TFP rose in SOEM with delining capital (TMl. TDCI)
and in the airlines.

19. Although it is easy Co point to recent Increases ta vages and
agricultural support prices and to the real exchange rate appreciation induced
loss in GoEpetitiveness as direct . causes of the rapid deteriogation of
performance, such an observation does mot address the in.damenXal ,nderlying
problem: SOU are not run as commercial enterprises but more as government
deparMents. Continuing political interferenoe has berett the Sog from the
flexibility of adjusting to changln narket circu~scances. ln partiular, the
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contLnuing liberallsation of -the economy and l~ck of self-flfanIng capacity has
lef: thet with an obsolete Capital stock and unable to co~pta with the private
aectar. barely surviving du o a soft budgöt Donstrain.

20. Signs of problems tn the SOE setor vere already apparent at the end of
the 1970s and again tn 1987. The record go defilts f 1980 vere resolved by
raising prices and forcing a real vag* erosion. In 1987, the deficit rose agan
(to 4.4%) and financing eriis vas averted by drastic eun ln real investments
and further rea~ vage erosion. ly 1988, real vages bad fallen by 252 below their
1980 levwls and by 1990 real investafnt Tas below 1ts peak by 402. The 1990
deficit vill not be as casy to oure: (1) prices can hardly be adjuted upwards
because of competitic- frm-iport ~-anthe domstic private sector, eep for
the natural monopolies; (11) tnvestment is insufficient to aintain an adequate
capital stock, and; (1ii) vages (risen by 100 ln real term since 1988) are nov
set by contracta inluding almost complete indexing. Addressing the underlying
problems, discussed ln the section IIZ belov, can no longer be avoided.

21. Although the Government ephaaszad divestiture s the key to inprove the
performane of the 80g sector and to promete ovarall economic efficinsy, actual
results fell far short of expectation and failed to ahieve any of the
objectives of the program. The results of the process through May 1991 can be
ummarized as follows (se Table A3.1 ln Ame 3 for details):

* no holding, subsidiry or partnership has been liquidatad;

6 no holding has been privatiUed elther ln terms of ownerähip or Gontrol;
Ul of the equity of etki and 1.5% of that of TE vere sold;

b sales of all of the sin subsidiaries (fly* cement planta and one
catering company) have been overturned by court decision and, although
the new owners contnue to operate the planta for the tim. being, final
resolution is still pending; of three other subsidiaries less than 5%
of equity vas sold e the sto~k market;

9 sales of particLpations sho eized results: In less than half of the
cases did the State manage to cell its entire participation; tn the
successful 0s. all sales wer. to local investors for amounts averaging
US$270.000 per transa,tion, with the excepton of Ansan, a private
company rescued by the Government and subsequenly sold for USS13.6
million to a foreign investor;

e total proceeds from all sales amomted to about US$530 million. vith
almost on. third generated by the sale of ex of Petki and another 10%
by the sale of 2.92 of grdemir;

b the Goverement rescued Asil Celik (an aling privata steel producer) and
turned it into an SO in 1983; ln 1985 It took over a failed textil.
plant and at different timas during the decade it Injected equity in
seven other companies, ainly through public banks.
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22. INot surprlaingly, the little divestiture that took place..did not lead

om notteae improvement in efficincy. The total amut of the sal.s was

mg eauve t* he sg of the seotor. representing lass than 0.5% of fixed

.4*ts. In most cases the amount sold did not allov privat. Sanagement to taka

qer control of the company or the sales occurred in Cases where the company was
&lreCay =nder private control. The sales vere not accompaned by ~easures to
~ *rease competition and to safeguard consuers from abuses by the new private
sotor owners. For exaple, the sale of the catering company amounted to no mora

thn~ a transfer of a public monopoly into private hands as the company is
nequired to be located on the a~rport premises for security reasons, but no space
is avallablå for any potential comptitots. In the electricity sector, aven if
privat* partcipation få generatifr f as- wIcs, no regulatory fram~vork
addressing the issues of competition. priing of distribution, service standd
or cons~r interasto, vas established.

23. Progress on the secondary objectives of privatiaation, the development
of domestic capital markat, diffusion of ovnership and generation of fiscal
proceeds, vas equally unipressive. The first public offering turnad into a
major failure and no more offerings took place before April 1990. Most of the
recen offerings vare undersubscribed ile private sector issues stirred
significantly mora attention. The need to generate fiscal revenug from sales of
shares bas generatad a tendency to overvalue the shares. For imost copanies
here the Goverament retained control, share prices have fallen ere than the IS

index since the date of Issu.
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A. * .

1. ThisU anne review the performance of SOEs from the fiscal
perspective ustng conventional fiscal lndicators., such as borrowing requirement
(PSzR), primary deficit, and operational 'deficit. The sources of, or ain
contributors to. the observed performance are also Investigated. Reviewing the
composition of deficit financia Sives an idea of the contribution of SOEs to
Inflation, crowding out of the private sector from the domestic financial market,
and to the International creditworthiness of the country.

2. There is a very complicated network of financial relations between
SOs and the rest of the public sector. These relations are further obscured by
differences in accounting procedures among SOPs and over time. An attempt is
made to disentangle these complex relations in order to identify the actual
financial Impact of SOEs on the rest of the public sector, in particular, the

. central government budget and extra*budgetary funds (EBFs). Finally, the
subsidies provided to, and/or through, 80Es and their ultimate beneficiaries are
discussed.

3. FLanaelrmanna

3. The borrowing requirement of the S0 sector has varied between 1.6%*
6.5% of GNP in the 1985*90 period accounting for 382 to 722 of the entire public
sector deficit (see Table A2.1). Graphs A2.1 through A2.4 show main aggregates
for the sector as well as Individual SOEs as averages for the 1985*90 period, and
for 19901'. The fiscal performance of S0s and the sources of SOE deficits have
shown three distinct patterns during 1985*90:

*Lare and rising def:tes (1985*87: 808 deficits rose from 3% of
AP in 1985 to 4.4" in 1987. This period is characterized by large

Investment expenditures, especially In energ, telecom*m*ication,
and petro*chemeials. Although investments by manufacturing SOEs had
started to decline, total investment of the sector stayed around 61
of GNP. Stock*building added another 21 of GWP to SOE financing

eeds. The SOEs could, however, generate Internal funds of only

V PRIN and Sumerbank are not inmluded In anual data for 1988-90.
Nowever, they are included In the averages for the period 1985*90.
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TAEL.Ata: SMn11U mmlNI (1 gg >g

1980 1a8 1887 188 18 li.e

A. bi e tsa
g. 4.s. 44. 7.8 8.3 7.1 1.8

trmay ontt1.1 -0.9 1.9 •0.7 1.3 .

OnimaMmlef emet .. 4.1 5.8 3.7 4.3 7.1

5. =8
85 .0 3.4 4.4 3.7 3.8 0.8

sm~, ?gymt 1.0 8.1 8.5 1.1 1.4 5.3
Oplet*~e .so~ .. 3.8 3.8 8.3 3.3 1.8

s. progr ogral ~ ~a by thee pvrm,-.asl hecs

05B68 73.1 58.6 43.8 37.0 87.5
Opseseetana . 187.8 87.4 88.8 81.5 81.1

ofmm M,M oa,ee n EKL lkth akosItral

lma.ssSee nhI4UW 8.1 7.0 8.8 7.8 8.3 7.8
~arastad . .1 c.7 b.1 4.1 3.4

Steek 8uSJd-I 1.0 1.5 8.3 8.1 8.8 4.8
Issste rese 1.0 1.3 1.0 1.0 1.3 1.38
hw•-a3nsn1--- imha 8.8 8.8 3.4 4.0 3.0 1.8

senee: 1rsss

about 3.41 of GiWP. The aLuplementation of large invest.enIt and
sock prograas (generally' imposed by the government, as in the case
of TgK, f1'i, gotas, 11(0, and TEL) despit. the lack of i.nternally
generated funds vers the uaii sauts. behind the large borroving
r*quiremts during this perod.

V luterally generated ftud retained earnings + depreciation+
provisions + provisis for foreign exange loss + upaid dvd to
shareholder other han Treasury, where rctained Garnings - profitloass • dury
loss.. (clatad) • corporace tx divideds (pad) to Treasury.
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etta (1989--244: SOZ deficit$ deallmd u 2.7Z in 1988
änd 2.63 la 1989. Mmy accounted for 44Z at dm total ~Ile
deficit la 1988 and 379 la 1989 (10~8t ta the 1983-90 P-triod). M
pan of the t~ru7 tls«l ödjustment program of the goverement la
19889 SK Investments vere ~ «d 809 price adjustments vero kapt
la lim with leftatitm (oven åhead, of Inflation). la 1988 9
1~=«t c~tures deellmd t» 5X of ar vUlo internally
ge=rsted ~ ros* to 4Z of WP 1~ to a decline in the
dgfIclC ftm 4.4r la IM zo L7X, - DaspIta a further ault ta
twestments OXp6011CUr48. GCPdVUGUC to 1% of =9 the deficit
daellmd only =rgitally to 2. 6% la 1989 dua to an erosion In
Intarnally Somrated fwM.

Cagrär. de : The SOS deficit exploded in 1990.
rembin 6.5Z of M änd accouncing for 58Z of the total public
sector deficit. Mu factors le~ to ~ drastic deterloration
vere quite different. Firat. a Vmarous support policy
bu led to a record-bigh Incremo la stocka; equivalent of 4.GZ of
ffl. 840~9 go=ratod ~ dropped to 1.81. Tala vas
affacted. by larget &ad abrupt* Ineran a ta ~ vages. and by most
of the SOM beUM ~la ro ödjuat to hl&Mr ~ cost of låbor and
lucreå ad pr<vata #ad förelga c=petition fölloving the trade-
I£Mr~~ la 1989 and the contämsäng approciation of du real
ax~ rate.

Deftelts of SOU Mm bad different tics than ~9,5 of the
lut of the public sector, la the centrel goffvMEDUC budget. Table
42.1 show egtImsteg; of pr~ and deficit& for the 509 sector and
the entire public, seotor. 2» SM aactor hava a~* r= primary deficit&

to dm pr~ ~lus for du rest of the public sector. SO£ primary
deficits vare on a»r~ 2.2Z of M la 1985-87. LSZ la 1988-89, and 5. 6Z in
1990. MUN reflecto ~ MU-luceregt =Ge- by $OU. m vall m lov
åtarest payments (on awrap 1.39 of UP la 1985-90). Mm latter la månly du*
to du fact that SM haw relled wre m foreign horro~ (ospecUaly during
1983-87) ~ m 1:~«t-hoerln d~CM f~1%9 and ~y due to date
Xoblems.M RelatIvaly mr* foreign bor~ 1«m to Immr ~raga ~mal
Imerest payments as with high ~tion domestic Intarest ratos c=~ a Ur&*
~Aal comporient ~ la £Act 1& repayment of principal.

5. ~ y for ~ sam rem*= . the dizcrqmwclos hotveen the 1»SsR and
dm o"rati~ deficit (meentnit IMR adjustod, for tha inflationary component of
luttrest payments) for tbc SO£ sector b~ not beta as lärge as the discrepancies
£9r rest of the public sector. 509 operett~ deficit& vare on vrerage 0. 5

IV P~ def:Lelta are soa~t weres~tad he~* 90= SOza (lm,
3~ 9 and TPAO) Include Interest ' ' m~ la 006- of 9~ änd aervices sold.
N» ta Uck of ~läbla data* ~ po~ of Intaracc paymenta vm wc
lk"d la the ostieam.
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vleats at U P lomer than PSDR la 1986-89. Tis vas basteally du to
the lv Iml ateost-bearng domestc debc. The du ferene has ln=ressed
to 0.8 persenage ponts refleotång the Inoreased rallan«.on domstte borro~ins

• a 1989 and 1990. Operational deftoit betag elose to 1853. Means that the 80
defletts have not been large (especally for 1988.90) just beanse of high
inflation, but hava required the transfer of real fin~1Csl resouroes from the
est of the economy and fra abroad.

6. froz the aov rvlev of SOE defiits during the 1985-90 period it
sa clear that neai1nal. lfficiane La on of the key aas of the problem.

The sator suffers frow a muIttple sf operationl IneffieLencLes to an extent
that renders a uigficant nu~ber of SOU financial1y uvlable (see algo Annex
1). In additton to the arrsy of government interventions la prielag and
euployent, the SOl sector also has carried the burden of the goverment's
development strategy and agricultural upport policy. Since the mid-elghties,
the government has vithdra~a from investing In m-nfa~turig and shifted the
e~phass of the rola of the public sertor In development to providing enhanced
lnfraattneture ia energy, e oniatan and transportatLon. It has chosen
S0M (TEK and "IT) and -extra-budgeta~y funds (EBFs, muinly the Public
Particlpation Adminitration (PA)» as the Instumen=t of this strategy. Mn.,
the buden of Investments has been shifted out of the government budget to the
SOE sector and EBFa. Consequently, SOEs have been forced to uadertake lazga
å~== pX*rnnäwhih could not have.been fIlnad from their on funds.
Koreove, the govement' agrenleal suonae e elfev. releating nostly
political patronage, bas been Ifplemented through s0u (ainly M(0, TEEEL, and
SEKE=). These 802ä have been forced to acomIata large &~asa. the bulk of
which could not have been narketed withou Incurring large lossas, for instance
lov qualty tobacco purchas~d by TEKE and heat purchased at tie the vorld
prices by T0 la 1990. Given the already -poor f2n~Ual performane of these
SOU, the only ay for the to ifplement the goverment ifposed dutles has been
to inerease borroing.

Diftribution of Deficits

7. A elomer look at the distribution of defiits aong individual S0s
briogs out an ~uportant observation: the defZeIt have bCn Mh1v eeneentrate.
Table A2.2 shos 0oncentration ratio (M.> calaulated for the largest (C91), tb
largest four (C4), and the largest alght (Cl8) centributing SOEa to tota
borrovig requDrement of the setor, and to other
mlan aggregatesW. The 80SM listed (in the order of contribution) la each block
are the largest eight contributors m&ned ta ters of their contribution to h#
average for the period 1985-90. The averages are the averages of cnnual figurs
epressed as a share of Gm?.

å A åConoentration Rat1o (C~) siply snares the share of the
largest a companies a the aggregate ~on=idered. A higher CK tadcates a
higher concentration.
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largast defleft (= for all y~* c=opt 1990
10 ~ d fårst) hm woomtad, ror 2n-såå et the totja

n~caefte ta du y~ 1983 ta 1990 (3a an m averase bagts). T» horrovift&
n um - al- -- at dm larpst 618» 8098 b^ heen mar ck* toua for ~ atetor,

b~ ev been imur ~ the total tar som yeara (1986 änd 1989). w
end = (except la 1988) hm cowistently r~d ta tåa firet four. i i g
Saker 9 = 9 = 9 and b~ raz*ad, la the firet, elda for mat of the
y*&». Utklaj, Me Zotas, and, = b~ ränkad la du firat cight: ~Ug 198..
879 aud Mw elther ~d a värplus -or a lover deficit during 1988.90.
Cower**177 TIK-$ a AP- -i a ~ datarim~ efter 1988, and, al=* tImn it Ma
ranked ta the *1*; poorest: perforuerä. tå stallar concen=ation la observad, i=
Invec=ent expenditures and. stock bulld-up. Koreover. du set of SOU vith the
largast deficit& ta alniost a mion (with a fåv exceptions) of the gata of SOU
with the larpat Imsment and stock bulld-up progräm.

9. Parfo=ance bu not been «« across SOU and over tiea. amlysts
of Indlcators for SOU rewaled, the foll«UC four upror»o-enmaw
of perförmuce:

~EXIDLW: Mu "1«1 «~14 ta me ~ch la the only
SOZ with ~ a Iargo änd ~tal d deficit and ~stgant, prograa.
Table A2-3 Illustratas tu cm* of large deficit& ~ming fros

Zffi&~: = - r^

nu nu av an lm

*.46 LU La 1.4 LN 31M
9.41 COP 1.19 zn &.U a."

-u90 44.99 ~4.9 46.68 -0.99 -*.w

:e men~ La L» a.99 &a lja ma
bu~ 9*69 Cu o.GB

Pnym~ @.39 8.34 9.41

8.8 G.M o.»

*ma~
G.M 1.w lM 1.61 1.77

189~ =d av ealvåln~

larp twesment program. = 9 by Itself 9 bad a borrovW
requiremet of ~ 1.5t of GR *wirC 1986o89,, and. 1.2% of CR 19
1990. hag at the mm ~ 9 tt bad to Ifflenant & very lmp (cM
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argest) Investma progra assipd by th goverment. Amal
Imvestmenc ecpndCurås have b~e cround 1.7% af mN tn 1985-86, ta
excess of 2S of aNp ta 1987-89, and 1.5s ef arp in 1990. Duin~
hs period, Intern y generated funds hav. been aro~nd y 0.5%

of ca (0.1s in 1990). TU eould have enerated mor nd o
ftiae a ifager portion ivestements if it had had mor* flextblty
ta efployent and pring decisions and been ble te orgo
operatLonal inefficienies. Bofever, even a u beter peri ance

could not have Gatch~d the £1anctn needs of such a large
investent pro a hich lg-gtation and recovery periods. Sore
iportantly, glvn the fact that Turkey needs to continua to invest
in energy infra-sructr, T= la likely to be in a sinar
situation nless government can attract private and/or foreign

•fcapital Investecut u eneric.

• SOEN vith nre.enti e%2 ated mraimeta: PEZIN and PT ar. tvo
eamples. Perfoan* of these 0s la uharacterized by: a) fairly
larg inve&tmnt prosrams durIng the 1985-87, period fully or to a
S largc tmn completad by 1988-89; b) largi deficits during the
Ivestemen period that eventually turned into ~rpluses; and a)
jntarnally generared funds during the post.nvestmen: period (1988.
90) n average nOticeably larger than those during the investment
period (1985-87) (see Table A2.4). The cas of n7 differs 'fro TEU
as P=s Ivestment program has been copleted, and morc
imporantly, m ha& been pora efficient la the areas of pricing and
efployment.

• Vieties of agrteulThtral su,ert nieyv: perfoan of THD, SEE,
and TEEEL have mainly reflected the degrec of generosity of the
government ta supporting agricultural producers, as vell as
consUmers. Purohases of grans, tobacco , and sugar beat at
subsidlaed prices and at amunts excess of rational levels of
buffer stoMs have been the a~ cause of poor pefomancc of these
gOM. As sho a Table A2.5,th ais mst prZW inceda 1990.

idade from the fbmUcing of a~k an1sMan purhases and sales
at subsidised pris. and physical loss.. du to purhaes in exess
of eisting atorag. eapacity, havs led to operational losses. It
la clear that a significatuproveamnt tn these gSOU la
oontingent on a change in governents agricultural support policy.
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gtr19==: 12K «d T= (and T= to now extent) are
Mical examplos. The, borroving requiremat of ~*e SOU b~
mänly flannced operational 1049*4 (sea Table A2.6). Mmac 8099 are
charm*terlsed by o~tad ta~logy, läck at Imestmemt to upgrade
efflel~t ~ ower cwlo~t. Thece dettatom:L« h~ surfacec

m ~4 8099 facod. atronser OmpeCICIems Incram&Ins
and an approcIa~ roal exchange rate.

Ina 21 Det~

12. Table A2.7 ~ the sources of deficit f~ ln. DurIng 1985-88,

the 509 sector ralled besvily on foreign bon«UG to £~* on-gotag Imasteanr
p~ets. Dtab=a«antz on foreign *project credits vere ~und $1.1 billion per

year 10 1985-88. a mall ~er of SOU accounted for a lmge portion of foreign
bor»~ (=, =9 TRY, M, TDCI, T= and Botas). During this period net

foreign borrovin by SOU accountad for mr* thm hälf of total act foreign

borrovug. mera straltsly, SOU borrmad about $1 billion in 1988 dmu the
40~ » ~ja, recordad, a not re~at. of $0.4 bLU:Lon, (sta Table A2.8).

13. bor~ fr= co~=IU b~ (1=ludlm .r~coumt credits

extendad by the Central ~ ) bu been ~ t of OP during 1985-90.
(except la 1988 ~ It vm The p~ of lmgest borrovers
Includad 20 and BE= (fox agrlrul=al support purchazos) m vall m SOU with

lmse Imoste~ w~tures ~ m =9 M, ~ r==. sorroving f~ the
Cmtral as reporråd la 809 accounts corranponds to dfxiget crodits from the

C«tral undar Tre~ guara=*. S~ 1984, tha Central ~ la primciple

closed, V1~ for SOU9 except for 20. Bor:M - from central

Table A2.8 are ~y 10#* borrmting. Total net domssttc, fåmam~ bas shom

Uwp flucemt:Lom durIn 1985-88 (0.4% of GO la 1986 in 2.1% la 1987).

14. IFImIly, the alza of me paymmt arrears also fluctuatod stronslY

during 1985-88. ~ 309* b~ e~lsteatly r= a%T~s to Trea~ and the

privata sector,, the directIon »d stzo of pa~t a=&«& betwen 80£& and other

public agenclos Mve ~ed.

15. Mm f29=4% of deficit bu d^ a difterant patta= la 1989-90.

and av moro so la 1990.

Mu ~ of g== IS== ta total f~l% häs dramaticall!
l=remed, r*~ 3.U of = or 58Z of total fi~bg
roquIrm~ ta 1990. ra~ a=can to the privata soctor (ma:Lnli
m-pald, portion of au~ purebases by SUD ~ TE=) amounted 90
1.3Z of OP9 of du remMIM ~ ars (1.9Z of
to odmr public a~£« ~ sectIon C for detalls).
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entita SOE sector. er~ out vm mre pronounced la
1990. ~ bor»wd TL 3. 9 trillion. w~ vm 85% of total
comarcial borrowt% (IL 4.6 twIIIIon).

mg~ the mcr«eoao&U consequancas et 808 fåmalleing. tåa
roll~ conclunions emerge fr= the 4~ patta=@: (1) 8099 bävs significantly
e d to high foreign dobt ratios of Turkey. Ihett öhara la total foreign
dabc of Turkey hm Inerammed fr= 13% In 1985 to 17Z la 1990 ~y du* to the
fact that Sou haw cont~d b~~ from abroad, after 1987 while the rest of
the ocomw, reduced la foreign tabbtednass; (11) TU cenpw lan of SOU to
the Pr«~ gut of du privat* sector hm Imreased durl% 1985-90. This
~ned mr* through IndiroGt ChamftlA than t~ direct borrming from the
bankgaz sector. Mm Mara of 50£9 bu stayed around 15% percent in total
cowercial hank credit stock. Hov~. total flämneing frcu the privata sector
Including p~ at arrears to the privata sactor km been Morammr.
SOS arrears to Tre~ and other public agencias Mw caused higher borroving
by those agenciös and. be=*. b~ I~ ctly d to the crovding out of
the privat* ~tor froa domastic financial markats; (114 Iha effixtribution of
SOU to moncy cr«tlcm la mr* difficult to mattan duo to the lack of availabla
data an rediacounte to SO£s. Nov~ for the 1988-90 period an ~ysta of the
sources of ~ creation Indlcatas that SOU did not direatly to base
money cramtion.

Bardtn gf &b &jat of rIg ~Umj~

17. lP~ Ua talat~ botmen SOU anä the rast of ~ public sector
are quite coffl«. Mu lama la £~r c~licatad. by the feet. that financial
flova reported la detallad 909 accouncs correspond, to actual cash flows in some
cas**, ~ram la ochars they rz to aceruad, el-4a- and oblisationa-
Benc*, lt ta not possible to giva a cofflete and coffråhensive platura of che
financial barden of $OU on rast of the public sector. This &action attemptå
to Idantitly maj or

18. Table A2.9 chom a =erla at ~ betmoen SOZ9 and other segments
of the public Dactor. la the NZ c~ag gyatem 2~1&1 relations vith the
rest of the pubUe cactor are repo: la i" S~ @ : a) Tre~ , b) other
public agencias# ant a) o~ SOU. AU a~ Loö other thän Treasiffv
a= l=ludad la *other publIc asenalms*. Ihare, an bm~ly thret groups of

NU recelva transförs from the central
8~ budget la the to= of equity. com~ at:Lon for dury
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losses. and aid (see Amex 5 for details of duty losses). These
transfers =0 actual payments received from Treasury and also
reported In the gowerament budget.

==fara: Ihsro we three main subsidies/transfers:
(I) support and Price Stabilization (SPSY) subsidy to fertilizer
producers (=SM arA IGSAS); SPSF subsidies reported In SOEaccounts
are subsidies to the enterprises and exclude subsidies passed an to
consumers through these enterprises. (LL) Development and Support
F=d (DSF) transfers to TEK: Housing. Development Fund (HDF) receives
a share of *ZectrLeity te"Ouss, which TEK has failed to pay during
the recent years. The un-paid amount is first recorded as a
liability to IMF, and, then recorded an a transfer Item from DSF,
which presumably records It an receivables from HDF. The bottom
line is that TEK uses the proceeds of tariff vhLch actually belong
to HDF. (lit) Financing of 'I E'll-'s support purchases: TEM Us the
obligation to purchase low quality tobacco from producers at
subsidized Prices. I P"M do" not Include these In changes Ln
stocks since they are not marketable. Instead It records the sun as
an increase In clefus an *other public agencLesel/.

eLUbjej Md ngniblU: In aggregate tables these
item are Inc d In advitnto and deferred payments. The accounting
principle is that flows related to changes In liabilities are
Included In deferred payments. and those related to changes In
assets are Included In advance payments. TMj is the most
complicated put of the flows between SoEs and rest of the public
sector. The balance of those Item be" been In the order of 1. 5% -
2.5Z of CUP In 1989-90. Haft Items In this group are: not tax
&=*=a to Treasury, un-paid dividends to Treasury. un-p&Ld debt
service payments on on-landing In foreign exchange from Treasuryl/.
payments by Treasury to SORx on previous years duty losses. payments
by SOZx to Treasury on d arrears on on-l*=Uzg and un-paid
dividends . arre&rs to ZW an accrued revenue shares (HDF and PPA)
and payments on arr"rst VD-p&JA premium to the Social
SOCUCLty I=tLtWJAM. . and changes in ordinary receivables and

JV 7heae are In reaUty claim from the central goverament. budget. It
appears that TUM has rarely been paid (In this regard It night be vismed as
the burden of the rest of the public sector an TEKEL). In the revised 1991
financing program, TUM as surposed to receive a partial payment of TL 0.8
trillion in the form of duty losses.

JV Troasurypays debt services duo an foreign borrowing even If the
debtor SO. faLls to re-Imburse. In SOB accotmts, these &=wws are Included LO
1wrmwe in Liabilities to Ootber public agancLeag although the liability is
tD the TreasinY.
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payables relatod to purchase and provision of goods and aerviges to
other agencies.

19. sopa alo have receivables/payables to other SOUE. The balance of
these frr e shosue be e provided that acomtin of
receivablös/payables by the tvo 30Es involved is yetric and equal. Rowever,
SOE accoumts have alvay shou on-sero balane , indicating an accounting
anomaly. Om reason for non-ero balans could be that ~hen an SOE is
transförred to the rPA for privatisation other 90EM might conti~a to include
receivables/payabl to this sOt in greceivbles/payables to other SOEs. Another
reason could be that a given transaction has t~o different values in the books
of t~ SOE9 involved. The balanse of these ites for the sector as a whole la
daregarddin the esti=ation of the financial burden of SOUa on rest of the
public sector.

20. For the purpose of this anner the sum of all payments and the balan*
of the changes in receivables/payables is taken as a measure of the financial
burden of SOIs on res of the public sector. This could be an overestiate in
so far as receivable/payables hear market rate of Interest and that the prospects
for the being paid are high. Romever, neither seems to be the casse. Som. of
the payent arrears ca~y high penalty interest. For exafple, penalty interest
en un-paid taxes and social sevuritY contibutions vas 84% in 1990. In other
case~ payment arrears either carry no penalty interest, or penalty rates are much
helow the market interest rate. For instance, interest on over-duo debt service
Paymenta on on-lending vas 30% until 1990 hen it vas inacreased to 60. nore
importantly, the prospeats for -ccwmlad arrears being paid hav, proven to be
quite ala. In the past. accmnlad arreara have been consolidated, or assumed
by Treasury and converted int. equity. For instance in 1989, scumulated arrears
P on-l~nding and dividends equivalent to 1.7 of CN were written-off by

teasury and converted Into equity (nota that this vas on top of equity injection
Paid in cash and reported under budgetry tansfers).

21. Table A2.10 puts together available data on financial floma betueen
801 and rest of the public sector. It should be noted that some of these items
are abov.-the-line it.. (budgetary transfers, M1SF, DSF, and TE support
Perchaser ) in aggregate fiWancal tables (for instance, the PM5R table), wUhile
Other are below•-the-line ites included in deferred/advane pay~ents. The

tiated burden turas out to be ach higher than what has been reported under
hdgetary transfers. It has rawhod 3.9% of GN in 1990, clearly demonstrating

b the so-called aoft budget onstrain" halls ou SOE n finanial distress-
a4d displass the financial b: ,an to the rest of the public sector.

The finanial burden on the Treasury has been la the range of 1.22.
"9Z of UNP in 1985-90. SOEs have consistently received budgetary tranfers (jn

rage of 0.42-1.0 of Np), have r arrears on taxes (0.12-0.72 of oN), and
rarely paid dividends i.i Treasury. The direction of ot flous related to

ted receivables/payables havs varied.

gubsidies received (or claied) frou the EBM syst= have continuously
as the EB sys cipanded and the rol* assined to EWis in public.
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UntifY vhathar th~ ~ld:Las and Crensfära cowponsato for dm Inerluic
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PoaxIblo with dm svalläblo data.

26. During the 1985-90 period there b~ bom bazt«Uy ftve t~ of
&äbsidie@ and tramförs to dm SOZ sector fr= Tre~ and other public

in

for duty losses Iwurrod ta mffl~ goode and
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WU) prices upon du ImeructIon fr= ~ governnone;
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60 ecpdty Injection by Tre~ elthar t~ p~~ cash ar
vriting off accumlatad, dobes;

d. tiaa=UC froe dm Stat* Uvecenent: ~ ~ oh wes later turned
Into ~-~ la 1987). the Cm=al ~ la the fora of direct:
crodits or rediscomt e»d:Lt t~ public b~ ar. subsidlaed
Interest: rates* and
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payemt ankaars.
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am operarj~Y Ojulent, and b" ~teol 6:eirartive cost reffvery

huve hem ta med of flans~ supperts, at Uöst d~ du
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*avesment period. Vith this view, a Wa of th substdes and transfer
received by TER and P17 sheuld be liaked to their Invesment portfolio.

28. IaPXrding the altImAte beneficiaries of the subsidies and transfer
£1owing It the 80E sector* and of simply the esistence of some enterprises, tw
groups emerge as the uMquestionable us beneficiaries: fauaers and employees o
SD9s. Isers receive Iacme transfer tbrough the support purchase program
Implemented by 80Es. Employees (may be not all of them) also receive Income
transfers simply by being employed In SOFE.

29. There are, obviously, other groups whlch benefit from the existence
of SOEs and the way they operate. Businesses supplying goods and services tc
SOs and their employes (especially, in towns like Zonguldak and Karabuk wher
virtually the whole town depends on 80E related activities) and consumers ol
subsidized agricultural products are a few to ame. However, it is not very
clear whether they are net bnaficiaries or not. Simply because, they pay,
either' directly an/or indirectly, for cost of the Inefficiency of the SO sector
and the subsidy programs through taxes, inflation, and the lack In quality and
quantity of public services and Infra-structure enhancement due to the diversion
Of funds to the SO sector which could othervise have been 1avested in these
areas.

30. The 80E sector has been a majos cotributor to the worsening fiscal
performance during 1989*90. SOE have Contributed to the fiscal deterioration
not only through increasing deficits, but also through increasing their burden
on rest of the public sector. Urgency -of a fiscal course correction has
increased as the deterioration catiued In 1991. The review In this anmx shows
that a fiscal adjustment package which does not properly address the problems of
SOEs will be short of producing desirable fiscal improvements. Moreover, it
shoald be noted that the sucOess Of a* S0 reforma program crucially depends on:

S(1) the restructuring of the gveMents agricultural support policies and the
role of SOEs in the eacution of these poliese and; (ii) the redefinition of
the role of SOE in the iaplemeatateo of public sector investment programs.
especially In infrastructure development.
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16. En Zh or A Pmrfo Ineentive Ptr

One of the major elements of public enterpdse reform Is changing the institutional
framework. Among the tasks involved are assigning the fn~tions of ownership, regulaon,
and management to the most appropriate sphere of authority. he sustainability of these
reforms Is likely to b Improved wha the internal reward structure in public enterpises is
made onsemtn with the objecdvo of operational effciency.

Ile "signalling system is a peformance valuaton system for industrial public
enterprise. e system involves the designation of performance evaluation criteria,
negoiaing targets of achievement for the public enterprise, evaluating the raults on
operadional eficicy, and providing bonse to managers on the basis of performance. The
report, in the Working Papers
serie (No. 160, 1989) provides a methodology for evaluang the lnpact of this performance
evaluation system n te profitability and efficey of public enterprise in Pakistan.

The evaluation relied on the use of quntitatve meanre and qualitative evidnce
from åntervews with public enterprise officials. he evaluadon results indicate that the
incentive system had a positiv lmpact on cost r~ancinn, profitablity, managerial motivadon.

Because the objectivo of public mnterpise reform is to prove operadonal eiciency
by posure to compettive force or by parforman incentive sche~es such as the signalling
system, a systemadc approach is needed to assess their impact on profitability and efficiency.
Tbe valuo of this rport is that It provide a methodology for doing so. The adaptabity of
the signalling system for use in other countuie suggests that its expanded use would require
an appropriat evaluation methodology that is provided in the report. Excerpts from Section
M of the evaluation rqport, which discuss the methodology, are included below along with
ecerpts from a statiica1 appendix which has etensive nancia data on public enterprises.

An m of the performne evaluadon system ~as also been undertaken in the
largest and most hnportant group of Korea's public enterprim, the Government Invested
Enterprises (See Shirley, Public En~d P L E r m
Eggu, Working Paper No. 312, 1989). Te raport defin and make. the case for using
public proMtabity, rather than nana protabity, as a indicator of the ipact of the
perinmane eva,adiion system on operadonal smelancy; Excerpts from the analysis are
included In the foåowing appendix, along with the table mustratng the scod g and
performance evaluation procs. (For a backgound discussion on PE performace evaluation
see 29~ cmn " ~ a W i Bo ~ Jon, 1991).
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Pakistan Performance Evaluation System

A. ethodlogy

To judge the impact of the system on performance, we looked both

at quantitative MSeasures and qualitative evidence from .inerviews with
4

amaagers and officials. The quantitative assessment relies principally on

a detailed analysis of a sample of 12 eaceprise chosen from the six

larger corporations. (See Table 4 for background information on these

companies). The original intention was to compare enterprises inside and

outside the system. Unfortunately, he Ins outside the system under the

MOP are smaller and tend to be the worst performers. The mission was

unable to gather sufficient comparable data on private enterprises to

compare theik performance with similar 19s. Without this control group ::e

were unable effectively to isolate the system's impact from other

influences on IPn behavior. Instead we attempted to examine other

plausable factors which could explain any improvement in performance and tz

determine whether these were sufficent to rule out the influence of the

signalling system.

Source: Shirley, Mary M.9 Evaluating the Performance of Public Enterprises in
Pakistan, Working Paper No. 160, 1989
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In judSinS the $amp!* enterprises we looked at their

in torms-of the m&4n--tarj;*t indicator .. private profits after tax Inz

in :orms of public profits in constant prices. Public p-.Og,.:s in

L.G.- efficiency imprw-rezenzs.prices measures net real benef its

the equivalent of a quantum indox-of outputs minus a quantum irdex c!

inputs and gives & trent sUdlar to the trend in total fac--or

This onab'bzd t-,,R to isolate the influence of pricing on results and tz

whether there had been any efficiency gain in addition to any financia.*

improvements. Thus we were trying to answer two questions: did :h,* systt.

have an impact on private financial profits (its explicit-target)?

efficiency (its underlying goal)?

a. Quantjrazly* Evid2nu

I d rafits. Incentives are awarded principally

the basis of private profits after taxes in current prices. On :*Ne hoas.&

of chat indicator IFE performance generally has improved. Thirty :h.roo

IPEs were in the system for its entire three years of operation. of

19 (or about 58 percent) improved dieft private profits after zax. from

million bopoes in 1982/83 to 60 million in 1985/86. fourteen showed a

deterioration from "S million Rupees to 67 million. Thus the major4..--

these Ms show an improvement in the main indicator being measured by t....-

targeting system. after 3 years the total profits of the 303 1?Es in. t:-.#

system was almost twice what it had been before ---to system began:
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ahlJ: Summary of Performance of 1Ms in System
for Three Years: Profits
(Millions of Rupees) *

1982/3 19831/8 1986/85 1985'86

33 IPEs in system for
three years. 36.14 467.16 937.81 684.00

19 IpIs with prefts
iprovemests. .100.75 221.08 717.45 616.174

14 IFEs vith profit
deterioration. 66.89 26.08 220.36 67.32

Source: Table 3 of the Statistical Appendix.

The sample enterprises shoU a similar trend. Five of*:he 1:

improved their profits after tax froe the system's introduction i 19$3 S.

to 1984/85 and seven show an improvement to 1985/86 (based on unaudized

data for 1985/86. see Graphs 142 of the Statistical Appendix.)6

Moreover, the sample enterprises vich passing grades increased from 6 in

1982/83 to 7 in 198A/85 to 9 in 1985/86 (See Table 3 of the Statis:Ica:

Appendix).

CnoftalitJb.dmdLrafits. Of course, if the aim is to improve

efficiency and if efficiency improvements are defined in terms of increas-:

in net real benefits. then increases in private profits are noz a Sooc

A/ The five !Es are .yalpur Chemicals. Javendan Comen.. Zez ?e.
Cement. Pak Machine Too! Factory (Mff). and NVational Refinery L:#
(MRL). The seven are these five. plus Sind Alkalis and Charibw
Cement.
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m easure. Increases in public profits in constant prices come closer to

* indicating efficiency gaifs for most firms and that is used &s a measure of

efficiency improvement in this report. Data on public profits in constant

prices are only available for all the sample for 1980/81 to 1984/85. which

covers just the first two years of the system's operation.

In 7 of the 12 sample IPEs, public profitability in constan:

prices increased above the 1982/83 level in the first two years of :he

.system (See Graphs 1.12). These seven include four for which the increase

is also an improvement over past performance (borne out by comparing rea.

value added for 1983/84-1984/85 with a trend line based on

1978/79-1982/83): Sind Alkalis. Lyallpur Chemicals. PMT.. and NRL. All

four also improved private profits after tax. The other three enterprises

in this group improved efficiency over 1982/83 but were still below their

past trends (Pak Saudi, Javedan Cement and Millat Tractors). One company

(Zeal Pak Cement) shows a sharp deterioration from past efficiency trends

in the first two years of the signalling system. A scorecard on how the

companies performed on the two indicators ** private profitability after

tax and public profitability in constant prices ** is shown in Table*

Some of the enterprises in Table 6 show opposite trends i-.

private profitability and public profitability at constant prices. This

occurs. first, because private profit contains items. such as nonoverati:ne

income, that do not move in parallel with efficiency gains and :a: are

excluded from public profi:s. and second. because of adminisz:erei. :.
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-ve can exaaine the first dive4ones that caused by the

&ffereut definitions of public and private profits .. by.. comparing the two

sets of profits 1% current prices. For seat of the sample companies public

profit Is higher then private prefft* principally because of interest and

I&IL.J: Trends In Performanco of Sample XPEs
Compared to 1982/83 Levels

Private Profitability Public Profitability in
AU@r Tait 3/94 9A S ISM -- elmstut Illeas

Sind AUMI:Lx* Sind Alkalis
Lyallpur Chemicals x x x Lyalipur Chemical
ja"dan Cement Javedan Cement (below

trend)
Gharlbwal coment* 39 x X
Zeal Pak Cement a Z x
PxV 39 PRIF
IIRL x X x NRL

D=112r=192:
Pak Saudi a x x Pak Saudi (below trend)**
Killat Tractors a NLllat Tractors (below

trend)

D2religratlen:
HHC x MC

Gharibwal Cement
Pakistan Inginsering K Pakistan fagineering
Ravi Rayon Ravi Rayon

Improvement in 1985/86 only.
Improvement In 1984/85 way.

depreciation. Since most of the present managers had little influence ove-

the initial imestment decisions. private profit penalizes some managers

for factors they cpmot control. If the high capital charges resulting,

from &overament4s imestment decision make it impossible for them to eart a

passing grade. the system will provide no incentive for them to improve

factors they can control - At the same tims- private prof it also fails to
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mosivae. managers to Use visely factors they can control by not measuring

these Ites, notably verking capital. And the Inclusion of noaOPerAtiLg

1aoe allows an enterprise to achieve its targets thanks to windfall

*Lnce that has tcle or nothing to do with efficiency. For example.

three of the 12 sample lIEs had public profits in current prices :hat were

lever than private profits in 1986/85; in fact public profits were

negative. In two cases (PECO, and PWrT) this was due to the opportuni:o

cost of vorking.capital,. which exceedepCofits even when interest paymen:s

and depreciation were added back in. In fact PECO went from E to i*C,ace

despite a large build up in.accounts receivable, thanks to governmen: deb:

relief in the form of other financial Income. The most extreme example of

the distortions that can be caused by using private profitability as a

target occurred in the case*of HKC. which made the A grade in 198/85 zt.o;

because of other income (principally. interest on deferred credits ou saes

overseas).

In most of the sample firms, the difference between public and

private profits is in the ILUIs of profits not the SZMWa. Wich :he

exception of PECO. the trends in public (current priced) and private

profitability do not dramatically diverge. The trends in curr&n: and

constant priced profits do differ sharply for most companies. showin :...:

prices are the main reason fots the differences in the first and Ias:

columns of Table 6 (see below).

Exlanation_of the.Sandlsx Perfor'mance

As mentioned. since it is impossible to establish a .

causality between :he performance changes and the signalo . s1s:in
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soey or performing well below potential, however, targets based solely on

past performance trends would usually be too lentent. Target setting would

need to take Into account international performance noras and benchmark

indicators based on the performance of similar companies in other countries.

Asesment of zhe Perforance Evaluation System

25. Overall, the financial picture of the ClEs has improved in the period

since the system was introduced (Table 3). Profits not of government

transfers grew by about 10% in real terms from 1983 (the fMrst year of the

reforms) to 1986.6 The real profits net of transfers of GEs also increased

by 10% from 1983 to 1986. The Improvement of GEs profits is related to the

01N reforms since the transformation of a government enterprise to a

government invested enterprise (or iven the prospect of such a change) is a

major force for GE performance improvements.

26. Financial profitability is not very Informative about the actual

impact of the performance evaluation system on efficiency, however. Taxes,

depreciation, nonoperating income, price controls, government andated costs

(to achieve certain social goals for example), all affect profits in ways that

may have no relation to efficiency changes. Financial profitability is not a

4hile most of the transfers consist of operating subsidies, primarily to
the largely non*profit agriculture, mining and tourism promotion companies, part
(about 10% in 1986) is capital transfers.
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target In the system and# for same of the promotional companies. profit

maximization is not an objective at all.

27. A More meaningful MOSSUrMetit Of OPQr&tiOn&l efficiency is public

profitability in constant prices, which is the equivalent of a quantum index

of outputs ainus a quantum index of inputs. Public profit Is an indicator

that is intended to increase only when society as a whole Is better off.

Public profits are standard financial profits adjusted as follows:

Private Profits

" Taxes

" interest

" Depreciation

- Nomporating income (financial income and rent, capital gains

and transfers)

- Opportunity cost of working capital

Public profits

Taxes are added back In since this is a return from goverment's point of

view; this avoids giving managers a reward for reducing taxes. Depreciation

is added back in order not to penalize never plants vis-a-vis older ones or

reward enterprises for undardepreciating or changing their accounting

practices so as to reduce depreciation charges. Interest is added back

because changes in interest payments do not reflect changes in internal

operating efficiency but transfers from on* part of society to another.

interest does represent the cost of capital to the firm. The system assumes.
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however, that (enterprise investment and debt decision are best handled

through separate control systems designed to assure the most efficient

allocation of capital and not through a system designed to assess operating

efficiency.) Nonoperating income is excluded since it does not reflect

operating efficiency. And, finally, a charge is added for the opportunity

cost of working capital (the charge was 100 in 1986). The ClEs are charged

for fixed capital by including fixed operating assets in the denominator, thus

adjusting for changes due to expansion.

28. Public profits are then converted to constant prices using a

Divisia index01 . Since the managers of GIEs cannot change their prices in

most cases, constant*priced profits attempts to measure factors they can

control. The Divisia index uses changing veights, so managers still have an

incentive to seek-lover costs or higher profits through prices changes where

they have that option.

29. Some arguments can be raised against public profitability. One is

that by, in effect, ignoring taxes, interest, depreciation and non-operating

income, managers are not motivated t aainimie their charges and maximize

their income. While this is an important argument, in fact most public

managers cannot control some of these itss (debt and interest rates are often

determined by government, for example). Others are easily manipulated to hide

inefficiencies (depreciation or non*operating income, for instance). Public

91See Mary M. Shirley, *Evaluating the Performance of Public Enterprises in
Pakistan* (World Bank, PPR Working Paper 160, March 1989) for an explanation of
this index.
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profitability is not an all Inclusive measure and, other indicators, such as

debt: equity, liquidity measures, or financial profitability where

, appropriate, can be added to assure that financial solvency is also improved.

30. Despite its drawbacks, the easiest way to assess the impact of the

system on operational efficiency is to evaluate its effect on public

profitability. The public profitability concept was originally designed for

manufacturing firms and is not as easily applied to nonmanufacturinglo/.

Since most of the GIUs are not in manufacturing, public profitability is

currently used as a target for only five: Korean Power Corporation (KEPCO),

Korea Telecommunication Authority (KTA), Korea Coal Mining Corporation (KCMC).

Government Mint, and National Textbook Company (NTC). (Cost minimization and

similar financial targets are used for most of the other GlEs.) This does not

limit the sample as much as it might appear since these five companies are a

significant part of the CIE group: they represent about one third of the

total GIE assets and 45% of total GIE employment. Moreover, since they are

the sort of firms most likely to be considered for performance evaluation

schemes in other countries, their experience under performance evaluation is

of particular interest.

31. Graph 4 compares the actual public profitability of the five firms

vith their trend in performance (extrapolated from their last five years'

performance). The graph shows a dramatic improvement over the trend line in

the period since the performance evaluation system was introduced in 1983.

101 See Leroy Jones, *Towards a Performance Evaluation Methodology for
Public Enterprises..." g2,&it.
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This ref2ects major improvements in the two most important firm - 3MPCO and

KTA - which together control almost US$ 32 billion in assets and employ 76

thousand people (compared to US$ 763 million in assets an 18 thousand

employees in the other three).

32. Two of the other firms , KCMC and the Mint, also initially improved

their perfoxnance after the system was introduced but experienced a

deterioration in public profitability in 19".for reasons which have little to

do with efficiency. (Sao Graphs One through Five of t6 statistical appendix

to this annex for individual company performance). The Coal Mining

Corporation's cost went up due to deeper mining as veins near the surface were

depleted, labor unrest and higher than usual wage increaseall/. The Mint

experienced a drop in soles because government reduced Its demand for paper

money. while expenses grow because the company shifted to a better quality

paper. The Mint began to export in 1985/86 which should make it less

vulnerable to government buying decisions. Finally, the fifth firm. NtC. is a

small company (less than 500 employees) which was adversely affected by

government's decision in 1985 to allow students to buy used textbooks.

33. The two .ritical questions are: (1) are the improvements in the

manufacturing companies representative of the other GlEs and,, (ii).wero the

GIE reforms and. in particular, the performanc* evaluation system. the reason

for the improvements. on the first question there is no single measure of

"/To calculate public profits in consumt prices labor costs are deflated
using the government approved wage increase to discourage above norm wage
increases.
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efficiency that can be applied to the other CIlE., but, as mentioned, all of

the enterprises face some sort of cost minimization/revenue enhancement

target. A study comparing the ratio of cost of sales to total revenues in

constant prices found that the cost ratio was below expectations (based on

past averages and trends) in the three years after the system was introduced

(see Table 4). In 1986, for example, costs were 67.74 of revenues for all the

GIlEs versus an expected ratio of 73.1% based on past performance. This

indicator has less meaning for some of the enterprises (such as the financial

enterprises) than for others. Nevertheless, the consistency of the

improvement in the different sectors is striking. Furthermore, the evidence

of efficiency Improvement is borne out by the performance of the enterprises

on their individual efficiency targets. Even though the initial level of the

targets based on past performance may have been soft, as mentioned above, the

targets have become progressively harder as the enterprises have been required

to better their past improvements. Despite this most of the GIEs are still

earning a 3 grade.

34. The second question**whether these efficiency gains can be

attributed to the reforms**cannot be systematically tested since there are few

comparable enterprises outside the system. 3 There are factors other than

manerial changes that could explain some of the efficiency gains. The year

after the introduction of the system was a period of economy-vide recovery,

which probably explains some of the initial buoyancy of the five sample

enterprises, although not their sustained efficiency Improvements.

I' A similar assessment in Pakistan also found that the incompatibility
of data between public and private enterprises prevented comparison.
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Enterprises such as KEPCO and KTA were also expanding throughout this period,

however, both KEPCO and KZA show improvements in efficiency indicators (a drop.

in transmission losses in KEPCO and in the failure rate of local and long

distance calls for KTA) not positively affected by expansion. Furthermore,

there is qualitative evidence.that part of the improvements can be attributed

to the reforms.

35. First. the reforms have had a distinct impact on the way the ClEs

do business. Government intervention has been sharply curbed; managerial

appointments are mad* from within the enterprise; and performance *valuation

plays an important role in the CIE's own assessment of its plans and

personnel. Most CIE's have created an office for performance *valuation to

develop objectives, negotiate targets, monitor achievement and write

evaluations of the results. Since the evaluation has internal as well as

external significance, this office has become an important part of the

enterprise's operations and recently several *x*cutiv* directors have been

appointed from the performanc& evaluation office. Many CIE& consulted had

developed detailed targets for departments. divisions and offices based an the

performance evaluation targets. KU, for example, has an evaluation system to

check on the performance of its twelve branch offices which compote among

themselves for a good score. Promotions take into account the results of

those internal evaluations. XVCO does the same for its 290 branch offices.

which also receive awards, such as modals or ribbons, based on their

performance.
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36. Second, opinions of those affected strongly favor the reforms.

The managers and government officials consulted five years after the system

was introduced, agreed that the reforms had a positive effect on

performanceWS/. Furthermore, a 1987 opinion survey of 750 employees in all

ranks of the GIEs 1987 shows that this positive view of the reforms is

widespread. Ninety three percent of those consulted felt that there had been

an improvement in management of the enterprise since the introduction of the

reforms, about 55 saw a substantial improvement. Interestingly the

confidence in the Improvements increases with rank. About 94% of the

executive directors surveyed saw substantial or significant improvements in

management, versus 55% of the rank and file. (An additional 33% of the rank

and file saw modest Improvements, so a total of 88% were favorable). 1 4/

Anlzing the Reforms in Other Contris

37. Countries interested in applying a system like that of Korea would

want to know: (i) whether there are features of the Korea system that make it

hard or impossible to replicate; (ii) what are the prerequisites for a

successful performance evaluation system; and, (itL) how should the system be

adapted to circumstances in other countries.

13/ The CIEs consulted were: NHC, KEPCO, KTA, ENC and Small and Medium
Industry Bank; the agencies were: EDI, EPB, Ministry of Finance, Ministry of
Communications.

"1 /Song, Dae Bee, .
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17. Esdmadng the Costs and äenents et Reform

aovernments ncur flscal costa and bene~ts from Implemmndng a reform program.
Costs include aminattve costa and labor rcstructuring. Fiscal galna include proceds from
the nie of enterpriss, reduatons in personnel upndinms from retrmncment, and lower
budg~tary burdens from operatng lossa and nvestnmnts In unprofitable operadons.

Ihe Trke Se w nd Entrp Setr ei (ReportNo. 10014-TU, 1991)
includes an analysis for determining the mt preet value of implemendng the stateowned
enterprise (SOE) reform program in contrast to a scenario in wbich no reform is undertaken.
Table 17.1 summarizes the resuilts which demonstrate that dhe costs of the reform program are
significandy las than the cost of continuing SOE operadons without rstructuring.

This analysis is important because it puts into perspecdve for borrowing countis the
cost of implementng a reform program in relaion to the cost of continning under an exisag
framework. Positive results from the analys*s may encourage governments to undertake
reform without undue delay.

The following is a four-page ecerpt from the Turkey report which dis=as= the
asuinptions made for the valuation of assets, nominal wage increasu, change In real fixed
assets, real growth, and other factos.
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If there are loss-making 803s to be liquidated, the net present val« of th
reform program vill alays be higher, the sooner it is Implesnted. It My be
that, given the 0s8t of liquidation, 1abo restrUctUring and the social safeCy
Dat, the n689ssy fiscal *esUGS canOt be made available at eSe.
Neverthelesa, the program shuld be starmed as soen as possible.

60. E tep: for the potential proceeds fr=m the sale of 80S and inority
partiipatons all other component of the reform program require fiscal
outlays, at least initially. Then. are, of couse, also fiscal gains: labor
restructuråg reduces personnel expenditure; liquidation GlimInates a flov of
lossea; sal. avoids the med for investment outlys and restructuring of
teUporarily retained SOUE is likely to lover lossas. There are also indireot
gains (through tax revenues) from increases in efficiency and economic grovth.
but these vill not be availabe to fiance the reform program. Taken. in its
entirety the reform program has a positiv* net present value for the fiscal
budget. It is even possible, with appropriate sequencing and timing of the
components of the refora program to generate fiscal gais during the
implementation of the program. Reforming agriculaural support policies, which
burden the Soil Products Office, the Suger and the the Tobacco companies, vould
free a ignificant amomt of fiscal resources. Increases in stocks alome in 1990
amounted to US$3 billion. äen~e, a halving of Det atok building (or no ntstock building combined with targeted fod aid) ould already free US$1.5 billion
to finance other components of the program.

61. In order to get an approxImate esiation of the other fiacal costs andbenefts of the reform program t~o polar scenarios ere developed. In the reform
scenario, it la assumed that labor reatructuring, liquidation and
&ale/diStribution of SOa is completed over a two year period. This scenariodoes not include other rehabilitation (e.g. physical capital) as this la
unneceszary in the case of companies to be sold or liquidatod and will take
additional resources and orog tine to accoplish in reeined SOU (TCD and TE).
Clearly, the tvo year period is a minim8a estimate of the time it vould tak to
implemen: the reforma. Th alternattve Ao reform scenario assumes that no
labor restructuring or sale of SOMs takes place for the remainder of the centuryand that it will take 10 years to liquidae nviable SOEs. Rality is likely to
fall soewhere in betveen, bur given the faot that mny SOUs have difficulties
Maintaining an adequate capital steck, dlaying the reform program is almnst
certain to raise the costs..

62. The reform scenario focuses especially on the costs involved in
liqu:idation and labor restructuring. Unfortunately, the analysig does not

- include Petkim and SOmerbank for lack of financial data for 1990. It is assumed
that DM.(I MT, TCDD, TDI and TEK are temporarily retained in public hands, but
undergo significant labor restructuring. The other SOEs vere divided betveen

- Iiquidation and privatization candidates based on the best case scenario of
financial viabiliry (see Anne 1).

Source: Turkey State-Oned Enterprise Sector Review, Report No. 10014-TU, 1991.
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63. For both scenarios three types of costs where estimated for each of the
three components (liquidation, sale and restructurng of retained 801E) of the
reform program: administrative cost, labor restructuring cost and other costs.
The results arereported In Table 4. Administrative costs are very roughly
estimated at US$100 million for the liquidation component and US$300 million fer
the sale component. These costs reflect salaries of additional staff, valuation
of assets and companies, labor restructuring studies and other aisellaneous
items. If a abare distribution scheme would be implemented, the administrative
costs could be substantially lover as much of the valuation costs would be
avoided. It is assumed that the administrative costs of liquidation would rise
over time so that the present discounted value is the same across scenarios. In
any case, this component is -lativlrsmall and does not significantly influence
the overall costs and benefics. Labor restructuring, the most important
component of the program, is described in detail in Text Iox 1. In the case of
liquidation, it is assumed that the net present value of the cost remains the
same across scenarios. This Implies that labor restructuring costs are likely
to rise over time, mainly reflecting increases in seniority which raise severance
payments. In the so reform scenario, it is assumed that no labor restructuring
takes place in 809s that are candidates for sale or that are retained in
goverment hands.

4. Other costs reflect the net worth of the SOES. They consist of two
components: (1) the discounted stream of operating surpluses/deficits and; (ii)
the terminal value of the firms either at the end of the 10 year period (in the
no reform scenario) or at the time of liquidation or sale (in the reform
scenario). The following common assumptions were used:

* real growth: zero for liquidation and privatization candidates, 102 for
retained S02s (per year);

* change to real fixed assets: zero for liquidation and privatisation
candidates, 101 growth for retained SDEs (per year);

* nominal wage Increases Io 1991 traslAte Into an average real wage
increase by 352* which to added to persol expenditure;

* valuation of assets: Inventories and accounts payables/receivables at
802 of book value; f£ied assets at 50S of book value for liquidation
candidates and at 705V for privatUsation candidates;

* all figures are expressed In 1990 IS dollars and in net present value
terms using a (rather high) 13 discomt rate (the real rate of return
on equity of fits listed on the ISE).

For liquidation candidates and for retained SEs the other costs are negative,
reflecting a stream of losses and/or a negative net worth position of these
enterprises. For sale candidates, other costs have a positive sign, reflecting
a stream of profits and/or positive At worth of the firs. Hovever, mainly due

i' For ongoing concerns, if accounts are don properly, the book value of
assets should represent their market value, but in the Turkish case two
observations Induced us to use only 702: (1) fixed assets are revalued across
the board with a government Imposed inflator, reflecting the cD? deflator, and
(i) the rate of depreciation in the public sector is only 702 of that of the
private sector.
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to inadequat4 opital replacement and operation Inefficienates the vaju of håse
ufi delieas over tiM. vherea in 1991 these tira e~i- generat. at least

US$2.5 billion from sales, vaiting tn years reduces this (nt present) value co
US$400 .silleon.

65. As Table 4 belov shov, the refor program compares very favorably: it
Till cost less than hal as ~uch as contiuing the operation of the t0gs, even
if the Goverment was to forgo the revenu of privatistion (by implementing a
share distribution scheme; see helov). The ajor contribution to the losses
comes from continuing operation of gOgU that better be liquidated. Postponing
liquidation for another ten years night .cost up to three tias more (Us$ 13
billion) than izediate closing dovn.

Table 17.1 m m EmT a apm~
aMEI11, 9M oetem, ts diaM ate>

)ieut tut,~annan. cost tos>ton

Lber t,t tic t<,00>k
Other CLE1 12LJL

~fee^* u6 d Vedeof fi

m ton .d ut*,amt <a,v

meue.om b eup bera skd uton •hte tke =afr

Other Csuo. .__

vm iatedto lbr ,ht otr ty4a& •frs% ~dIfo hi
pefoameasvalothuer éet ofm .flywt evcs n lnigrgrnsa

tegel £3,300> £5,300>

<4> hlLa £4,300> <17,00>
t tout p eettn pres <n.o> < 0t>,o t

cnherandla fmoun Intram~tuli e eter dsbtons,uEt solut oftiUhn

8assS: etSe1Se steof pref itetteses and termint vetus of the figr.

SLiedetmn and ee eeristses enly.

66. dence, on ae n perhaps better ask the question whether Turkey can afford
not to reform the seotor7 Most of the assu.ptions used have a purposely built-in
bias against reforas: the disco t a te is higher than on Governent paper.
reducing the present vale of future losses; restruaturing of retained companies
vas limited to labor only, bua other types of restructuring would improve their

.performance as vell; the effect of employuent services and training programs on
the duration of unemployment benefits vas not taken into account; 80gs ove a

* considerable amount to other public sector institutions, the resolution of vhich
does not require immsediate cash outlays for the Treasury. On the other hand,
postponing the reforas vill cost about US$1 .8 billion per year (1990 prices).

67. Although the fiscal cost of the reform program looks impressive (about
US$7 billion),* additional financing needs vould not be very large. If the reform
progran is implemented in a coaprehensive manner, it is even possible that the
program generates fiscal gains immediately. The folloving items voId
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siificantly offset the outlays:
• reform, in the agricultural support program (US$1.5 b111n pet year)
• savings in parsnmel expenditur* and losses of lqidagion ~dataes

(Us$2.8 billion per year),
• proceeds froe sales of ainoriCy participation (for a total of 118500

million).
• proceods frem sales Of 8018 (a total et VON$500, ~der share distribution
scheme).

These reform add up to a fiscal gan of VS9.6 billion ln a tv. yar period,
e=eding the estiated costa. Moreover. vriting off intra-public sector debt
to Treasury and ta administration and converting obligations to the social
security system into medi=-term goveret paper VOUld further loer actual
finan%ing needs by VS$1.9 billion. There could be hidde« liabiitlas and other
costg which the mission could not estimate. but on balance it appears that the
reform program could yield an ~mmediate, modest fiscal gan. Of course, given
the need for a stabilisation program that requires a redution of the priay
fiacal deficit by 3 ro 49 of CMP this may not be sufficient. Hovever, since most
of the deficit is loated Sa the S0 setor it is Implausible that fiscal reforms
Sa other pats of the public sector vill generate the required adjustment.
Therefore, stabilisation vithout reform of the 80E setor is unlikely to succeed.
In this respect, the implementation of the cofplete reform program, perhaps vith
external assistance, could be a sufficiently strong signal to the domestic
private sector to render a broader stabilisation program credible, thereby easingits financing.
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i8. Edtimatin the CAt Emntovee Rerendnnnt And A &odal Safetu Nt

Gov-r~s are rductant to reduc aces labor a part of PE reform not only
because of possible advorse politieal cosequmes, but also because of high coets for
sverance pay. m~e= Eg QReport No. 10014-TU,
1991) stimates the cost of sovrance pay and a social safety t comprising of temporary
income support and employmmt and training for rwced workrs. The costs are
compared to the personnel xpandlures that would be incurred in the abs~c. of reform. The
report conclud that the cost of labor retructring is loss than the cost of busines s usual.

The usefuness of this mnalysis is its attempt to quatify the cost of retrnchmet in
relaton to the cost of the status quo. In the case of Ghana, the costs of retranchment resutad
in delays in implementing the divuth~re program. The analysis in the Turkey report
provide a basis upon which short-term fnanolal considerations can be balanced against the
flscal Impact of reform.

Attached is a 30-pag excerpt from the Turkey report that analyzes labor issues and
the cost of a social safety net. The analysis incorporates extensive use of table ilustrating
trends in stat. owned terprise employm~t, personnel xpenditure, wages, and eimas of
severance pay and income support.
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IÅIOn TrasUE AND sOC!AL SAETT UET

1. The exstntg euploy.ent regime in sgs uffers from the following
problem.:

(1) bigher leval staff are civtil servants with pay and promotion
basd *a non-ec-*o~te riterta and lfetime guaranteed
eaployment;

() contrant e~ployees are not compenated on the basis of
economic eriteria;

(it£) the level of employment of vorkers and their vages are
determined through uniform collective bargain<ng vith a
centralized govenmant agency, outside th autonomy of
anagers and independent of the performance of the lndividual

• g0g;

(v) . the level and trend ta Ofployment ~uggest that there *sy be
sgnifcant overstafflag;

(v) while the eviden~e is =ot unambiguous, it appears that public
setor pay at least for vorkers La higher sine 1990 than in
the private seator;

(vi) real vages ta the public sector hav risen faster than changes
ta labor productivity over tha last tmo and half years, and
faster than thair private seter equivaents.

2. All component; of the sector refom program vill require a uigificant
amnt of labor restructuing. Trad unons im be epected to oppose the
program and atte ant diocation, tnom= loses and unmeploysnt. To ake the
program socially ac=eptable the Govenmat v11.bave to address thbse Lssuas up-
front by establishing a soeial safety røt. Aside from the payMent of severance
to vorkers, a legal obUgaton, the Government asuld ateipata targetting
teporary Income support, employment service and training to retrenched vorkers.
Sverance pay and Incom support itght s up to US$3.8 biltlon in a tvo year
Program, under reasonable amfptiom. Røever, the program is estimated to save
at least US$1.6 billion In persomael expendirure per year. The other components
of the safety nt vill also engender fiscal ouelays but vill also generate
savings as less incomb support vill be needed ilf vorkers fid a nev job faster.
If properly•designed and tøplemented efployæent services and training vill more
than pay for cheselves.

3. ThLs ae provides a detailed analysis of these issues. • It starts by
iScusngthe existing ofployent s:tuaton. hen it describes severance pay,
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• 9. • others i 808t are amployed une the genral laber legislation Of
l~ 2475 wlS applies to private sector cg%m~e. as wel a 808. In this

p h a of e s refeed to as cpe'-=.*. They on be
dÄnä.s.ed and are entitled to cp--mi- thrug samlerity severe Pay, bsed

en lemgth of serv%e . zu 1990 Chey aföam*a fer 53.4z of efploymt. althouh
s were cfy~d la Da nd ma nd omly 0.49 ia IT. WhIe thse Teoo=»

en be dUl~ a there are legal recraint om efplo~yrs hng repiasemsnt
errs ithin a sia ath per~d of the dmmal which may i21t the £reeda~

of a privatised or reta nd g08 to restru==ue Its wrkfore.

10. Non-Umionised vorken are senior efployees who are prevented by Seation
21 of Act No. 2821 (ay 1983) from be*ouing abers of a trade i£on.J They
oWupy the mor. senior post nd-are svered-bythe sae legislation as unionised

vbräen. Ia 1990 they ere foud 1 oly 1 of the 32 SOEs and accomted for
only 0.OS of total 809 empoymet but for 100% ta OTAS and 0TAl.

11. Teporay orkers m on be dUmased and are ulfklly to quallfy for
staentory om.pe=sacL= The mloymnt stattstis for 308 dlscing~ h
tepoary Vorkers as a separaUe Gategory ~hLch ACoutm for 10.8 of total

efplon la 1990, and as ~uch as 77 1n CAn. It ls possible that saom of
these dvimaals have been eployed for mre than 30 vorking day even though
they are aiasified as teporaKy. Movever, ta the absence of further
nformation, it is ass~d that the .0S have 1 legal obligation to make

seniori:y severance pay or provide ompensation to this cacegory.

12. Trmnda Ii genlevmene. Table A6.2 show the trend la total efploymnt
1n ach 309 for hi~h data s avalable over the period 1985.90. Total

employent (exclud~ng pekia ud Smerbmnk, för mhich no data wre available for
1990) has Inareased by 23.5 since 1979. same of this cs the result of expansion
in Sdividual 808. sines 1979, hut an impormant part of the growth ~ eploymen
ls the result of m 80u stareng since 1979. TE bas expanded almost three-
and-a-half times, ud 0Al by four times. Ninteen of the 32 SO8 bad a
decresse la efploy~snt sa 1990. ZIghteen of them bad love~ total employment in
1990 than ID 1985. hut total eploymnt rose- by 2.2S betveen 1985 ud 1990. It
declined I la 1990 from its peak La 1988-89.

61C shall be Inlavful for amy of the follo~Lng persons to constItute or to
jila ny morker' or eployers' trade umion: spectors, aditors. direcars and

Ay other persons carrying out simit fun~tons La the establishents.
instItutions. adeainstrative agencies, banks and insurance companies referred to
in the second paragraph of section 408.

* *EmplOyment which oing to 1ts na~ure does not last for more than 30 vorking
day» shall be deemed to be tamporazy work and employment for a longer period
shall be deemed to be permanent vork.
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. 16.* eivil servanies wth eenrae vill receve individual payments rather
than civil service scaces and allomances. In 1991. the max~a ontract payment
for clvt:4 servats, a TL7 million a month. The ma~i.=. for non-ctvll service
.eployeas efployed on contraot s TU milläon. The maima are determined by th.
Govemen but no nformation vas available to establiuh how the actual levels
of contrast paymsn. for thosa not on the maxi~u are settled.

17. Detags of the pay systems for workers ln SOEs are not avuilable.
äroad priniples set out .n various docuOnts are as follovs: The pay of
unionized vrkers and pocsibly temoerry_ v a s determined by collective
bargaining prcegsss bug, the goveren seeks to establish commn vag* systems
thoughout S0EsO. Nonuinto verkers are not permitted to jota trade union
and their pay ls apparently determined vithin the guidelinms establiahed by
govement. Managemnt of individual S0Es have little aug~nomy La determining
vage levels. Racent trends se to have gone towarda a more rather than less
centralized system of vage determinatlon. Thus the pay system t 80LEs appears
to be strongly controlled by central govermental inscitutions rather than
managemmn of individual SOU. Bonuses are paid but these are not directly
related to output or performance in any economic or fånancial sena. The pay
system reflecta a 0ivil .service approach where un~foraity la sought and la hch
here are no economic criteria agains which to determne pay.

Trends in Personnel Expenditure and awes.

18. No direcr infomation on average ages and salaries la SOEU vas
available. Details of total Personnel Ependiture for esch of the fiv*
categories of employees in easch 50E are available and these provide indications
of the wovemxnts ln total pay and other benefits uch as employers' contribtions
to social insurance scceams, and social benefits as well as basic vages, bonumes
and allowances. It is possible to ettmae average vages from these figumea.

19. rersonneL.emeditur inicludes all tems of labor costa. There have
been significant changes in the distribution of total persomnel expenditure by
category since 1979 (Table A6.4). Then civil service employe~s accounted for
about one-fifth of all personnel expendiur. =nlonised workera for about 701,
temporaries for 6.6z, non-unionized va-olrs for 1.0 percent and there were no
contract eployees. In 1990, civil servanr accouned for only 49 of total
persomel expenditure, mnionized vorhers for 59.1, contracc euployeas for 26.51,
teporary workers for 8.8Z, and non-unionied for 1.8%.
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20. Difer.nia1 tn average personnel expenditur. among the fivecategories show ~ag. variagios betyeen 1979-1990, and also show that in 1990the average personnel expenditure for civil servica employees (81.12) andContrat eployea (77.8%) ers lower than that for unionised vorkera (TableA6.5). This is soewbat surprising as it ould be expected that contracteuployees, and civil 9ervants with contraGts wuld be paid more than unionizedvorkers although the higher average persone= expenditure for non-unionized isto be expected as these are the bigher-graded eployes prevented from joininga trade mnimn beanse of their snior positions. Although no detalls areavailable it is laly that the indiduet 1amr costs for civil servants andcontract euployees are a u.11m perentage of personnael expenditure than forunionised vork*r. If this is the ~sse a loer averagg personnel expendituredifferential could be ~~nsistent with a higher vage differential.

21. The very large svings Ln the differential for contract eployeas vith
large increaes in 1984 and dramasic redu~tions in 1985 and 1986 are explainedby the individual composition of the contrac eployees. In 1984, the nuber ofcontract employees fell from 805 to 152. rising very considerably in eachsucceeding year. Changes in the coposition of the category have bad a largeimpact on average perannel expenditure.
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23 m awrap u= for dm five
Gategor:Les La the SOZO tb* datator porsorgal ame b~ bean usad to
*89£mr* amrap mage*. sule- V*su m a peremtap of total persomel

for pubUe sec~ corporattom. <a IMPT -rumrage ~ the 32 SDU)b~ dacl£md fr~ 61Z ta 1986 m 1~ ~ soz " 1990. Adjustir4g r.b£&
proPOrtion tør the Wath ~ om ~ caiculato UM<M,I and real £~ og ofvase& (960 Tabjø ås. 7). åa m~ " dmma",ad m a proportion of total
param=l ax~t~ dm £=»~ la am~ ~ w« the p~
the I=røaue in &»r~ ponm=l -#~,

24. &&al &"~ vag« før all ýffl~N ros* bY ~at UM het»en 1983
=d 1990* b= thOTO bad boen a fall by om quartør t~ 19SS, and thøI=remes o«urred MJY Ja tho møgt rø~ y~ #DM large t

a. £=rense v« for'Ctvtl ser~t*, ~ gt 70z. re~rn-jeg go4ned oray 13% ~d uni~ ed vorkars
20Z. Fm~ wagGs vør* f~r i=remod by 1,41% " 1991. Whilø thø øfføct&
of this ca=ot be i=luded in the jnd£rez of rgal pay &8 thea* are calculated on
m &mmåal hazis ~ the CF1 for the full ye« 1991 1& not yøt kn~. it «y be
reasonable to co=lude Char. rbørø vill b~ b*en a further larae Iffrøve=nt in
real pay In 1991.
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Tabu &&.g r@pørtø B:L~L~y l"Ser Læraaaas in &"rage hourly

19 r*,£6 em~** £D mmw~%~ ~ la pr:Lvate G~ øs atm* dm

at 19186, averap h~17 vagma tu publu ~tor G~ac~ rø6,9 tela-
" ~6 ~66 tor PrIvate soccor m~ 9 TOOG

fold ~r qO&M -
W l~ d= bålf " ~- TAO Public 9"ter «*'r~ h~ly vag** w*rø &1iSht1Y
14m6 ~ døse in t" PrIvara **argt In tb* firat quarter et 1988 wd tide* m
~v by quamr at 1990. C~ ** ta Pay re af
~~ um~ ud tImre =y b~ boen som ~t* la th* «
cefføgttløft øf *ø -datag b= ovm sø ~ 6"d«« still ~cates & ralattv*ly

iffsø in tb* relative bourly ø&~ øf Vorlærs in public. gaetør
b~ufacawir4. Mm I -r.» ---- In 1991 ~oh ratsed twa vaps by so» 33%
VIII b~ ViderAd thø g" fu~r.

=ir mj& Av~ ~y »M km le & Mw% 1~ ~~fle

til am »U am =.4 117.7
tv 3M I$ITA W3 3111 ULIP
t mi "Li 3172 =.I In.#
ti al? ML? W$4
III

gø~ UG

Ib@ av~ 16 =a~ sumat# that al=* 1990 ~ public sactor
pmbably paya hiSher ømrap pay t* br~. c= go~ øf vorkera. T~re ig

tra~ evidmme quatad La ~ om røp~ ~t pay for blSber-gr~d post&
is comidersbly lømr in &DU d= la dm privat* stater but no flim statLatUal
ovid*=* hu b*« prød=*d te J«tW e~ualm.

28. Ih* ratom prW= for thø SOU is lUmly to load to re i a ~ nt o£
labor. CIYLI ~~ «W~ la SOFA camæt bo d~»d. Røm~, for othar
ca.tegort*s, di~ma la pø=i~ and la che ah9ence o£ p=tal soc:Ua «~Ity
p~Lom for u~løb~t la 1~ thøre ~d bo ammra hardah:Lp unløst
6p*cW socida *&£*ty =t prøv an Incroduced. Mm 1~ t øf closure ør
retre could bo ~ ~ ly 9*wre la som loca.litiøs ~r* SOU c=rently
prøvtde dm ~ imtone-affl~ at Thare is also =ad for
Lapr~d ~r polleles La SOEs that ~Id. at lamt c~orarily, r~n In
public b~ - 0=6 - - -Ut at MU an bold accountable. for tb* £~ tal
perfozmance øf thair mtarprLses d" r*~ aut~ In ~lø~t, and vage
poUci«. Fm~, ifframd efficl~ and partomance vill b* ~ omre oaoily
éb~ d l£ ~re appropriate pay systømm =d ar* Introduced at tb*

iaml.
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Dsm4isals1 .and ieverane.

29. SLet1 ~IIaatan sanet be disesaed for ecenmc reasoes. hey sam
. be d~~uied £or Gartain diacipinary efenase bu* this Ls not relevan~ go th.

sae ef reenwaian. Under mrent legslatIon 6i7il servans nut be ~loyed
ta erain posta o p~om apeuified funetonw ta Noa. This provaxio ill Mnot

-apply toSO0a which are privatised. Civil servan= efployed la N0us vhich are
liquidatd mast be absorbed 4ewheren tahe ivl servie. Uhile rhis could

iups. söm. st he Goveam*enU allote this stff to posa ~hich vuld
have been filled with new amam. Thos. -aplyed in SOMs which are te be
privatised sam reaim,sLvil.sermsa.and w.ul4-then hav. to be absorbed elaevhere
ta the civil service. Mever, som. of th.M sy chooe. to reain with the
privatizd g0E and reaign fra the ciVil service.

30. Thos. efployed la reained N0Us are currently required to hav. oivil
service staus although thi can be as a contract aivil cervant receiving higher
pay than mder the civil service provisions. It is proposed that the requirement
of the Constitution that earain %un=tns carrled out by holders of poau ln
SMEs mat be perföred by eivil service aployee be amnded. It will then be
posasible to employ non•civil servie täployees ta all posta t the reafiing
0Us. If the laa is changed ~h ata posabilitis are:

(a) GiVil servans will reata ~ ~ployed by dh. 301 but grantfer
from eivil service u, contrac. suaw sa occurred after 198$.

(b) se indivias vill no be requred by the SOE and vill
atn their righ of ranuer m civil servie efploy~n:

elvshere as In.the case of cloure or privatizaion.

(e) sm idividuals will no be requir d by the 80E and will
volMUnay t iaten their e.ployumnt subj es · m receiving
compnsation as •diffiam belov.

31. ceUr,LaLeva. mo-civil servame, cm be dismissed at the end
of their conrast by no reneuing it and presumably before the eud of the
con~ras it seapensation is pad. hy hav m anitlnom im my copensation
i their centrac= la nr Cenuved. Mew .auac C.plees are former ciwil

servans who =ransferd u contrau tamus ta order im obta higher pay thmn
was posible under the civil servi. system. They nay hav dons so with the
expection that their eploymnt vould contime with similar serity as the
civil service thouh withot a to eal Suploymmnt garan.., and it may be thought
that the 1988 goverent guarane regarding the ma nmuce of civil service
rights for those who ransferred to coMrat satu~ migh: still hav som effest.
Uhila it night be argued that havng obtained the highr pay by giving up civil

. service statu, they should be prepared te accepe the riska åasociated with non-
civil service eployment guarantec, it cn also be arged that la the even= of
rer n~hm=n contrac vorkers uight be given som. copenia they may be
included l th. tamrne suppor c~=ponent of the social safety n ~ (see belo~).
ot. that the recenm decision (August 1991) by the Comstietinal Court in
iarh.y, findtng the las permitting onrracc labor ta the public secuor (399)
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omoasionte~ bas given these workers an mulear sta".

32. WnIantuad ad een-tmtentmnd verkmm are wovered by the genral Lbor
uf 1475. It is possible to dimiss or euenh thes. ategeries. Contrats .
ndr La 1475 cm be prperly -euinated by giving to weeks' am~i t= those

Oployed less than si= oth*; fo eeks* nois. for those efplOyed more han
sia oths but less than mne-and-a-half years; siX eeka W4Mt to those employed
for mre thmn one-and-a-half years but lens than three years; ad eight veekU
notie to thos. employed for more han three years. In the even of lquidation
ar ret: enhanne On privatision or restructuring at least eigh eks' nots
will have te be given to some vorkrs. but there vill no do%bt be longer period.
of eensultation a preparaio for the hanges' sa the eight veeks requirement
should Ipose no significant burden. Dowever, it will be necessary to asertain
whether any gOgs have ade agreements to extend these period. of notice, as this
could extend the Uime taken to closs esablshment or retrach some workers.

33. The provisions of geation 24 of the Lw ay place restrainta on the
restructurmng of efployuent ~ ithin an gOg.4 hile it is likely that most
teminations vill be aimed at shedding exoess staff who ill not need to be
replaced, än som cases ~agtme ay wish to replace exiti~g statt by more
experienced or better qnalified individuals. This-sight fall afoul of article
24 hich seemingly ould require an offer to rehire. Thare vill no doubt be
legal precedents for gaidane, but the imporoace ef this provision is that the
straigheformard replacem=n of individual employees with new recrults who may be
better qualified but who are demonstrably replacing the retrnched workers may
not be consistent with Lay 1473. On solution In such ases might be to make- the
receipt of benefits nder the sgsal safety Net provisions conditional on
alua=r aeen. which ould apparently no: be subJaet to artiele 24 (this
needs to be confiaed by national legal experts). It should be made clear,
homever, that by acceping volumtay resignation or agreed temintion, the
workers concerned vould no los. their entitlement to noti. severance alloance
and other components of the social safety Det. In ordar to avoid legal
complications, it may be mceasa~y t= replace the usevrance* allovance by a
otermination benefie. to make it clear that the law on severance do not apply.

34. In the oas. of dima~ of ten or nor. yorkere, the emplayer is
required tom niae their mn and qualifj~aionu to the relevant office. of
the labor and employent service. at least ene south prior to the date' -of
dimasalt, with a view to their placement la another ndertaking. This imposes

' *24. Effets of dIsmISNal. gEployers shall not efploy any mew vorker in
place of varkers ..... whose cotraccs are ter~iated nder section 13 of this
Act, for a period of six =ouths, effective from the dat# of gach termination. If
an efployer is obliged to engage nu vorkers for the san j obs at the - same
vorkplace vithin this period. ho shall giv* notic. of the vacancies to the
previoualy terminated vorkers. The right to clai reinstatennt 1hall cease to
be operative after 15 days have elapsed fro~ the date of receipt of such a
not~ce.
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. n ~ignificant restraun on dn 808 and it is envisaged uha g there vill be
considerably more las n with *he MnU=y of Laber and eploy~eat services than
specifled in the Lv. It may wel be that som collective agreemnts covering
.08m omtain provisions regarding rodundance. and retreMtaems relaing to the
seletion of ndividuals, perhaps according to length of serve, and the xåp
· o be offered then. It will be neesay to abertain whether any such
agreements havs been made and if sa, thair tras.

35. Section 14 of Labor Act No. 1475 provides that nIggl= w&eM~
pay sball be paid la the event of eemaaot by the employer of the contracc of
employmet- of vorke&g Goveuad- by- thff &Wi uses the contracet a terminated
because of ioral or Mehonorable conduct by the workor. Seniority severance
pay bas also to be paid if the uindåvida ternimates the contract for the
purpose of qualifying for an old-age or disabiliy naurace pension or lmp-jsu
payment from an organisation estblished by an Act. It is iportant to ascertain
whether any contracts or collective agrements have been made which provide for
additional payments over the 30 days per year of service as this could have
sgnificant effects on esteates of the potential cost of senioricy severance pay
by SOEs. For retrenched workers seniority severance pay vill be determined by
their length of service and the last level of vages of each individual. It is
assumed in the calculacions in this rer that there are no addtional payments
aboe the legally specified dmots.

36. Section 14 of Um 1475 also states that the last public employer
shall be liable to pay the seniority severane pay for the total period of
service in cas where a workor vas efpleyed in several distint public
institutions. Seoction 14 als requires that the employer shall establish a f~nd
in respec of senioricy severane pay and covering old age, retirement,
disability, death and lufp-su paymmats. Bovever, it appears that S0Es have not
established and regularly contrfbuted to such funda. If this is the case the
costs of providing seniority aeverance pay vill be an additionul iem of
expenditure to be set by SOU or the Geemment.

37. In the absence of detailed data ostinates of the cout of seniority
aeverance pay for all workers have been mede based on the average vag for easch
category in 1990. As the distribution of verers by years of service is not
known estinaces have been ade fer 5, 10 and 15 years of servie. Table A6.10
shows for easch S0g the average severce pay for mionised workars with different
years of servie in 1990 prices. It is assmed that the 1991 pay iueraase vill
lead to an intresse of about 40 in rosi ages, se the ama= vere adjusted
accrdingly.

38. h estimated . ae enst per muionised vorkar of seniority
severance pay for workar with 10 years service (after the 1991 vaga increase)

- is TL 8.4 million and TL34.8 million for non-uionized workers respectively. For
all SOE the cost of severance pay for all vorker., assuming an average of 10
years service, would be equivalet to 29.6Z or three and on half monchs of total
annal pårsonel expendicure. In DIM there are no vorkers and in =T? there are
o fLe that sven if they have an averag. of 15 years service the cost ould be

mor. than 0.4% of a~sl total persoe expendiCue. If äverag ength of
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fr .UE.g.1 Ttet sse e1t rsse assrt'•
tnsme of vees ala)

<ta - e ulm 1s18a

S.S 1.9 1.0 14. 13." 1.15 1.5 17.5 18.0
0.50 1.0 9.o0 10.50 .0 1.90 n . 0 M.90 18. 0
0.5 1.00 4.0 d.n 9.00 11.5 13.0 15.5 18.00

0.5 .J5 10.13 10.69 11.5 11.81 1.3 IL% 13.50
0.0 .5 64.5 7.18 9.90 10.13 11.5 "23 13.50
0.5 0.J 3.38 .06 45 8.4 10.13 11.81 13.50

0.5 0.50 6.W T.13 7.0 7.8 8.5 8.8 9.00
0.50 0.50 4.0 5.5 .0 6.5 7.50 8.5 9.90
2.n 0.10 2.2 33 4.50 .AS q l 7.0 0
8ue IIIi Cateutattoe
mets: 8 c wrmn esfficient for Gmu w ian

of selunt bnftt fe n f pm u.
Sa wffjent @f u~stpeat bngfIt to prevteu n IOeLt.

47. 1|he fac that he total amt of benefits inereases as the time of
aneplyent res ls not at odds with the n=tion of an tientive to find a jav
job. A new job vill provide for aditional Inas. For exafple, if after 6
Mnths (with -0.75 and v-l) a yorker finds a nv job ke vill get total benefits
of 15 Months plus 12 monh of actual vaga. It will alays be rewarding o find
a new JOb. The inenive to find a nam job quckly vill be greater the higher
is z and the lover is T, and h highr h. rate of ti~. prefermnce of the
vorkar, given chit the rate of wages ta alternative efploymn discounted for th.
dstilcty of the job ls at least equal to v. If orkers hava a high rate of
ti~. preference and ther. £s sm postive ne vage from other eployment, the
lumP sua may provide a strong inentiv. to Lind nev joba. With regard to the
appropriate value of v there may be a onflist betveen the provision of
inceätives to flind ny mploymen more quickly which sugges a relatively.lov
value for v, and the reaities of the-labor ma~tec and the requiremencs of social
policy which suggest a high r value of T to provd adquate insen support in
conditions when alternative employm~nt opporwunities may be severely linited.
While a value of v-l may be censIdered o generoum, partcularly it accomt is
taken of the seniority severe pay that will be recelved by mmny workers, a
value of .5 may be too lov o provid adequate ine~= suppor for thos unable
to find other job. A high valuse of may be desirable to encourage speedy re-
Gfplyment.

48. Uile financial support should be provided to those adversely
affectöd by the restructuring th~= should not d_sourags speedy and effective

• readjustent of indivlånas. Sarad are 0Ys~mes y to ensure that individuals
receiving either special une~ploy.ent benfit or lufp mua -~eatrl4on do move
into real efploy.ent or self-efploy~ent. The most Ifportant safeguard £s to
ensure that individuals ener real job uhen claiing the lmp sum copenuation.
Any elaån for Iump sm paym^nt can be akan as evidenes chat the individual his
relinqushed cams on fur~her payment of the special unmfployaut benefit, but
if the job should prove to be short-tez there could emarge social or political
pressures for further employment assitance.
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with *t tM Torkar*. TUNG with lass 59 hut måra ~ &ey om
~ of servlöa could bo 8=5t44 4 PrOPOrtlOft of the ~ bemfits. nara ma
va~ poegIbIlltlos to åfflemient ~ &c~. Tvo ~WIGg are: (1) r#~
läa bemilta ta proportlon with ~ sormd; or (11) nå~ ~ dwation for
~ch the Incoma v~rt la avallable la thst prope~. lp« dm firat, ~1
offimpannation ~Id b* calmutad m:

C for

total Y«n dåflned as 611~ söulor*, 4.8. se änd a - aceml years
at DervloG. la eho sacoM om*. dm formula. bbc 8.9

C m t-T + for tsr-k*
9 a

52. mu selection of a 81~ 1~ of service for ~ JfIcation for
MICItlemur ta ~ Incoua moport ta 64&60t14,11Y a =~ of judgemmut. It cm
best ha =de efter detalls of ~ distribution of mrkarg by 1~ of gervice
b^ been oblealnad. Mura ~ 4 bo political änd 1~ =:Laj relations
conacquances lf du period la lm& ~ to omlude a *£&nlflcanr
Proportion Of du ~ZCO=G- Mm GINOrtGr the quaU£~ p*~, Ce ~tar the
f~ lal agat ra . rm=. It =y also, bo äppropriara r& mam sam. mall
P4Y»«t to the94 ~ MYG b*= Offl~ for c81Y a Mmre period, mW less e=

Y*w- ~ TLU mr. rGOGIVO GUY WIPULOGGC SCULGrity saverance pay and
of om Gr CM0 m~ ~** ~ halp &=lierat* fågancial Urdship.

53. baw bom ag~ in that fem way el=* 1984
and ziost of ~ vill b~ »Jarlvely 9Mrt perl~ of g~ rity as eontrmt
Gwpl"688- Contra@* mg~ stam vm to circummt the
civil service pay lämlu and provida bl#mr salarjas m igc~~ for civil
serv=tg employed la SM9 as v*U as to offer mr* coepatitivm pay to nc=lts
fr= the privata AGGrar. ~ COUCZact efflay*ou cm bo relemed de the ad of
täGlr O=*YGM cm=act thONG Of ~ d10 «» civil servmuts bad expectations
Of Jöb 96CUrICY. 80 too Ud ~ of ~ r~tad ftom tåa privata acctor.
It »y bo &~riste ~rgfogg m pr~ g~ gp«Ua Inge= v~rt pr«",~
for ~. åkm*~# 40GC~t «¥I~ 9b01IIIA SOMGraUY b^ relativsly higher
skills and dumföra »y bo umffl~ for a diorter tigg md »~ jag&
retralning. le ~ t bo appropr 1* provide do 9~ sort of loymnt
bmuftt änd lump ma prowlslom an for uDIGG124d and =a-unl~,ad vorkers but
for a aborter period.

54. Mm cost of p~ dl% m~ lo~ t bemtit an full vaga& (v_l) for
(T-) 12 months with du lump sum payment cowertad, at (am) 0.75 muld bo TU2.8
aiUicm per coutract ~~ If all found lav Jöba Imediataly änd TL17.1
milUcm if &U remluod m=ployed for 12 mmda. å~, using ou b«r» ame
som=lo, (set Amex 1) du total fisma *ost ~d bo betuem U8$260 mäljlion gnd
US$350 allUcm.
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55. ft 1s posstble the se emuerarw_m hav been epIyed by che801 £or longer than 30 day. or ena reu rIng basis. :f this is h. oas. it gaybe d«ded co mahe a fLggafa pay~*nc t* them. As am ~tra~ epora:y
workers wh hav a 1~ative l ofgth of es.vlea ot 12 mnh* might be givmn twaen hs ages. hs ~ ~uld be cowlstent with the suggested pa&men or n.tifth
of a years bentfita för each yer et servie for those with lega thn flivs yeass
senmlrkty. fer teporay worker this benefit ~ould ame to Z6 milliom. If
all workars Vere granted the benefit la our best ast snario the total cos~
ould be I*** than US$20 aillon.

56. With couiderable variation among 30gS. the total averae ese er
~mrkm ta 1990 prICe of h severano pay.snt and Iomm supporr system is abou
TL3S m~114on or US$13.500 (see Table A6.13). Assumng that a goim~ of 250,000
Vorkers would hava to be retr~nched, the total cost ~ould be abou~ US$3.4
blulm. In realiey, as nse all retrenched workers ~ould stay mu~ployed for h.
hole duration of the ueployment benefits period, the fiscal cost -vill be

lover. Mreaver, it vas sammed that ~neuployment benefit would be pald at thelast vag., whereas 1n realty a somehat lover Wage =ay be Varranted. Uovering
I by 10% would save about US$300 xillion.

57. abe? Marke information- In each area = tkely to be affeoted by
=neuployment the local offices of h. inistry of Labor shd hav inforataionon:

(i) vammG OL that locality. Extra efforts should be ade toobtuia datails of all venmi and nr. rely o existing
arrangements for volunta:y notificatio. It is nOC proposed
that legslation be ch~ad to require efployers to notify

vaEICSs or to requre ~hem to folloM existing practice for
SOgM and recruit irstly only through Kieny of Labor
offices;

(11) yanc lm other areas;

(iU) traiing and re-traiing scåma establshed elseuhere for the
types of skills require by the va~ancies or by the industries
and atvities ~hich might develop in h locality;

S(iv) sself-emplyment opporunitåes;

(v) training for self-employ.ent sche. which have been used
elseahre.

58.- Aeve. Notifieation. SOa should giv. as mach advance natification
as poasible to the efployment services and training agencies so that they can
Prepare speCC:al programs. It is expected that this vill be longer utice thmn
required under La 1475.



& &

/�� ��.,�·�&-
.



240
25 of 31

le is mn ~t dm ~ trY of b~ I~i~
31 4a6s -Job vlaa~ =d =a~ ptg¥talUM ha øh%ø to ros~

qa~y v~ -M la. - _~~* mm 1~ ad~ t-"--oø a~
be 88 "M = »-^-,Lænt ta 4,-4[m&~ ~d ~ 4

et dm Ma~ er 1~ ~ d bø tra~ tbøi qmetal ~en
tér -WL ~ a"~ og «Siø«"& V«~ 88 G«IY 8&

Idæ ~ la er~ P~G=
U~ æw"d by ~t ~ ~tar dm

øp~ id n to »tam.

61. *air& ~ eliff an Joh a~ =d »-=~ M~d
be prøv~ ~ -4w f buls for øwzy dUlma=d votlør ~ V£Ohøs Ltt and

to do 80. It 19 better to hold ~ lzdivid»l
«uo«UIINS sess"= at the place of vork. Jol= tý ør ~ of ~try of
Låbor oftUtala ~d 5= --x- - att om pr~ v~ ~Lam

of orpw=Ltteø :£« 0~ activity ~d k~~ of dm øs
9~ and »tiva~. ftell~ anaustom bet~en the ra

~d ~ ~tty of ~ øf£UW& ~ bo =*a~ co a~ the t~ of
a~ V~ - - -. iLU~ ta ~ SM way baw ~ tha Møs et o~
to v~ ~ atabc be 4dff~.

62. ~likrable »*om~ an ze~ for ~ mm»Ung ø~. The
egne of dm am&~ ~ v= be borm by tbo = and V~mant vill

a~ sø 8~ ~ tzy of ubor
P~ly be m~ It La zat pauffle te pr~ m awwatø os~te of the
amt Of ~ Low baw bøM =km as te v~ SM a» to be tad
by v~ ~ymw of ~*x v«kbmg 0~ jab owr"#0 ~tiøs
I~ Yo t»* at »-=~ W~ MLØt ba au£t&le a~. Prori~
offl"~ ~d emmellin &*""» d~ ~ Ift off:La*s of lin vas
m Gmt v5s27 mill£«. Zf tus P»jø« in *ø affit:toml ~et ý:oat
of P~~ flm~ cøffiwo]141%6 for dulocated ~ ~ra a~ not " high.
The ~ *dditi~ olm= ~ ~ly ba d» ~ at dø --- ~vw froe ~

tho o*MMIUM to=. ~ b= a bLØL
y« british la the ~ "ffitry 4~ ~t It em be a «æw
£ætor ta a aue«uftl Pro~. =d 90»~ of dm
"W m» ~Iødp of vor~ mýd~ -- a- ~d
ba be~ &ble to assens dm »~#9 matab ty gor mene t~ of ~ or

p»gr«.

63. «a4ermea. 15 a~ »utiv&iy tau alta=a""
øwl"m= oppeýPPMI~ my be £~'* ~Utý to ~~= tg »w to ochar
4»m =y be =oss . »Mos 9 the zu~ my gnum pzøv ~ =~rn7
howlag m*sidies and MMCUI -Stlan, ar~= In "atton to tha I=om Mwon
MM~as. It ~ U~ »*an to aoe ~ tind other Johs radær ~
re~4n<zig m~løyed ~re vtll be a~ of «~~t beneftt pa~ta ~ch
em fl"6 ~. ormta of IU aLlIton, for «M*lø (affro~tøjy DSWO).
~~ still 1~ to coæLderahle ~ om m~lo~ "=fic if vorkers jømd
a Joh VI~ a £av amtim.
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* maf.umne and Em1emene Oeaeatten

64, por some ividuals further training may be manemay. They
posseas skills hich are marktable and the main assistenc. to be provided is iz
job search. Otherg may have lo, poor er out-dated *killa with little prospect

of tininng other job vithout training. 1I efployers in the locality havevaancies individuals en be selected for traing with the parcipatton of the
employe:s.

65. he choice of the typ. of skIll/oC.upational tranig provided and
the seleion of ~ndfIus for ap prate -*ours- ln h. absence of potential

J oh offers by employers necessarily Injects Uncerui*teS Into the decisions.
The ~iny of Labor ta association with other econOMO Kinistries will have to
decide which gkills are needed. The seletion of individuals for training
courses la begt don by groups with experience of training and of eploymmnt of
the skill in queation. Ons. decisions about the typ. of training have been
taken the seleation of individual~ would be bect done by oemittes which
liluded represenUatives from the SO, the prviders of trainig, and private

sector employers from the Idustry ar swctorG onsered.

66. zåiewmnu ara semm- The gepioyment Guarantee schem already
operating hereby Oployer enter o agreement with the Minisry of Labor
to train Mahool-leavers and guarante to employ those ho eGOmplete the training
cours. suceasfully. can be extended and targeted te the retrenehd vorkwrs of
gOgM. The training would be provided an employ~rf pre~ises with special
finnGial support to aset at least some of he costs. .r will be ecessary to
ensure that employers do not abuse the saeme by converting the neadad traiing
period Into prod~etive ativity by unpaid labr. Eployers would tak part in the
selection of individuals for training.

67. cot of Traiin. gatiag the ea of training is difficult
without some indiation of the typ of traing io be provided. ith the package
of measures proposed for iGME.asuppor ther. will be no ost of upport for
vorkars receiving training other thmn the ~neuployuent benefit paymenta. The
ites of cost are therefore, the amal prvsion et training -instrucors,
equip.en, premises, aterial, n a paymnt to eployers i they prvid rh.
failties. There will also be se ay ladire comsts ethe govenmUt

employeeu preparing the training prgres er advising on efployent placement.

68. Costa of eraiing progras l other countris even wen expressed
in term= of the previou wages et the raia are seldom a useul guide. There
are videly differing mathod f et traing ta differea counries, the Inital
skill levsls of the worhers vay, as do their experiense and ag. It le
preferable therefore to make rough esti«ates of the possible costs of training
based on mch material as is available en 1utkey, although the typ. of training
required by dislocated workers fro·m arge scale gOg closure or restructring vill
no be the same as that provided n es: existing training scemes. In general.
training schemes Turkey may coc: abut US$400 per worker if ther is a
sizeable re.training in new skill involved. This A about the mid-point of a
rang. et coste found in 110 training schemes. it was alo estiated that UU5K
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oea1d pr.vide entreet taining for 100,000 workers ever the naaz Live years at,
.a east of ahou US$40 *Ut11e.

. . I umplo~iunt bemefit is pad at full oages for 18 month sa
-average msd wrk.r aho mound a Job after sta months training ~ould reaeive
,a total of L27.5 *U1=en. Unmplomnt bentit for the full 18 ~as would
Gost IL2.9 million he ~ aving a a ~result ~ uploymen lasting only six

.ma~h uld be abIt Ug$2,000. ~nes, f« Lf raining program cost
saiftisatly »r. then he estimated US$400 per vorker., it hy are effeetive

in redu"ng he duatin of tnemplyset, the ovrmnt i ven ave in =
tes. In fet, aven i S tak s 15 ste fr the worker to find a job vith the
training (at WØ$00y, theprogra stilX 'breakea .ven.

70. sa ele. The prevision of lmp -m eenpensatin in addition
to seiority svran»« payUent Vill pravid s ~v indi il vith th. fm naa
pporui~ty to start som self-*ploymnt activity. british experie~e shovs

that tt ts essntial to provde traig In busness methods, book-eping.
-fiaual aaters muah as cost em~trol ad prising, as mel1 s a the technigal
aspe-ts et the a~tivity. s al e~ployers and bUUSmSma sa provid val e
assistane ga his traig. C-peration beteen them and h inistry of Labor
d~rough the lsal advisory coittees ean m m e that the training for self
afpløya~em/sall busIess activity is realistie. It aiig for ~slf-eployment
is providd her. seuld be a ~ule tha he v«kr uld bq regarded a having
begun self-euploymen en cd.pletion of th~ sOse, or saT onm or ta montb
aftr. %he l~p - payent vould bha be paid on a delaration by the vorker
that be bad begum self-eplmenm. It ~ould hen be possiblø to saumlate che
saving frem transfer ftrem oimployment to self-fmleyusut and paym~t of the lump
.su m. h variable t ould be the length of ~h Wainig plus aW extra on or
t» months alløeVd for sett~g VP the aativity. he ammnt hat wmuld be saved
fre. the possible maximm in.uploym~t benafit for the full perod ~ould be known
and &oø decision regardig tha am t that uld be spent ga triing ad still
lead to the Goverent breaking even eud be dtaæa~.

71. ia Me11aZiv h1uEiSe. A group ef uneuployed orkers seeking
to establih a sal fIam a s11sette. basis ay need traning in ~buni4a
produ~tive aspets. aest iu nt all et h il require raining in business
organizations lega t== rs regarding espay activties, ~e~ounting. fliance and
marketing. The same approh as suggestd for selfUeploy.snt regardng payment

Of the lump mu ad -almulating the aost of traiing can be adpted.

72. =h sebin~d severane pay and l,mp øm meupensation uay not be
nugh to fiamce a ventm e. he Gersat should ncosicdr providing specal
terary assistanse ga the fom of belp towards the iutial cost of obt~ainng

premises, equipment and orkig stocks. his ould be lov-interest loeas for a
specified period, providing that tha proposed projet has been properly coted
and assessed. here closure of the OZ takes plae there y be opportunitis
to provid preises to sall veurs sa specially favorabli term for a fixed
period. in ocher cases It my be feasible to sel som of the equipment from
the. SO to .he venture sa speil tam.



243 m LP1

Page 28 of 31

73. ln all these asa there suld be a Gonfliet be*en the desire to
-asis the uneMlyed star up small veumas hich are ecewsm 1uy viale in
the lenger-r~ and the proper assesaat of the project to enasre that public
funda are respombly diabursed. A aN ternanal generaUiation eivil
e~vants are not n ~ully Tell *quippcd to aess carcial venures, Their

erang and backgroud tends co ake the. cautious in assessing riaks.

74. The share of sou in total non-agricultural employ~ent in prov~ce
la 1985 la slovn in Table A6.14. The igurs are· for Prov~*es and the effeet
of closure of ms on a localiy may be ore sevre .tha indicatöd by the
Provincial perenuges. There may be conaiderably greae concentration of
employment in soe to~ns. Even so, n some provnaces tOo accomt for morc than
10 of the total efployed populaion ecuding agriculture. Lack of detailed

data prevent any further analysa. It does appear, hovever, that when SOUE have
been identifled for closure or serius restructuring of employent, a decailed
analysia of the Ipac: ss employmen Ln the locality should be made.

75. Although it vas not possible -to obtain data on collective apeememts
it la uderstood that colletive agreemens often 1nclude provisLons for family
assitance and edu~esion funda. Ir vill be necesa:y ts obain details of all
the colletive agreement pr'~1=ons Ln lach g0E affeoted by restructuring. If
medical care or some aspecs of ~eemeno are provided undar collectiv#
agreemente the closure of an ent e parltiularly if it la a major e~pioyer
ln .the localIy, can have serous impac e the 10a1 social services and
infrastructure. 2: may be appropriace for oernment to ake a special payment
to the 8unlcpality to mae: costs of transtion from 50E provision to omty
provision of som. of these esa Ial social services. Such a guarantec coul
romve some of the jutfiable fears and opposition o restru=uring.
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be absoba d i th pblio seto uhilo wU ker and sen=a«t omp1.yees een bensfit

frn the safot7 bt. 2h seat of s~ch a pmrm ave not me-- vs o.paved to '

the ga.. If rainng ovs avo effisiv aud work~r» find new jobs quiskdy.

does not requixe changes in the legislatin provided that veakers rosign
vlunarly to avsid a ean14oan en -h gta a result.e the Uabo Lay

(1475).

81. aFr sga that vill be retained by the Stats. at Uast for the in,
being, emulderably nero autonny d flexbLity ta pro=ul aagmeu=C vill
bo needad. It vould be highly dosirabla to a~ad el. 128 of the Costitution
9o as to pe~it oa-eival service eopleyaent i managenent positions. Manaeset
Gould also neod the po~er to dermmunm eploy~cnt levels as »u as to ngotiato
tho vages of its orkers.
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19. AD AnatEa MU Ea Ewor Fr AMMdn 11 gne m act fmdettr

As more data and eperinace accuuta on the raults of public enterprse reform,
oe aue nt will be undertaken to determine whether the finanial performance of

restructrd or divusted firm improves and wheter fimancial improvements have an impact
on a country's economic performance.

A Bank Working Paper. Ds Divestiture Mater? A Framework for Exerlence
(WPS 475, 1990), provids an analytical framework for assessing the impac of divestiture. It
sugget that future studies incorporate comparisons between

• the same firm before and after div~titure;

- divted and undivested firma in the same sector and
country;

- the performance of a divted firm and the hypothetical
performance of a firm bad it remained public

- the performance of divted firma in competive and
noncompeitive markets in the same country; and

- the performance of divted firma in the same industry
in different countri.

The paper is useful in providing an approach to analyze divuature more rigorously.
The results from mch analyses will enable reform planners and borrowing counry
goverment to shape plannig and implementation in accord with achieving maximum
outcome.

Attached is a 19-page axcerpt from the paper that decribes the proposed analytical
framework.
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asntae.ar ti ltease dose not dLn.4ty addreas dI,vesti,ure per ee.

Unh.le.a te vs. ef the pefssne of privatc verene pubiTe r~nership 1s

elvats W.eads . lu6@ £s ta senraly hared by the othr authom who

hv ade the attmps Tharc ta evden et a statIasta1y Dattafactory

d to suggest that pubiu enterpriss ta DC hav. a lee 2vel of

tbehMIol effteten~y than private ftu=. operattag at the mams sale of

*peratte" (MIL2ward, 1988).

To ge b@ed, or avold the chertomg of the above studies, we need to

ak three qu.et~ene about dävestiture. The firat te factuals 1hat are the

anages ta eGOn&e effled~y and fical IncIdene, if anyt The sacond la

hypothettGA8 ihag are the pOastble fastorg expIataag divectiture outcoms?

The third 9 analytteal4 %hat to the casal ~tak betveen dtveatture outomes

and their hypothetLeal detemlamata?

masurement Ismes

EonGRte Effiienev The hypthetLoal cases Flgures 1 and 2 Identify

the expected changes n et*conme effte~ny. The underlytag prmise of the

tvo såapfu ed cass that, för reanso ment~ nd bove, dLvettture vill

0 Yor survoya of th lterature, se, for exeaple Ulvard, 1988;
mberger and Patt. 1986: and veftar and larma. 1987.

Source: Does Divestiture Katter? A Framework for Experience, Ahmed Galal, VPS 475,
1990.
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ead to a eduation.n averae azsta (CpCS). lpor purpoe of staplt%esg

vae6 ese sta.h oll~ *ns -

o Th martginal, and oomequetly average, coats are constant under

pub9 (Cg) and private (Cp) ouershipa.

* he fi U operates at a ive short-= epae:ty before and after

divestiture.

o Under public omerehip, the ti ta asmed to break-even

(?gurCg> •8

Under perfeat aepetition (ig. 1), the conaumerg are only villing to

pay the %arket priee, h*her the c~odtty to produced publily or privately

(P ( a Pp). Tha R i merely able to recover its total cost@ (revesu w cost •

Q0).I contragt, private producera are able to aske profits equal to AgCD

(revene gQp - coat DCQp )I The consumar's urplus remans un=hanged.

Tharefore, the expected et gain to society te captured by the change in the

producurg surplus (ACD).

allany of these assumption need mot hold. Private Gnera IMy, in
addition to cost reducion, be able to Inere~se oatput through greater
capacity utilsation even ta tbe short run. Harginal costa could be i=creasing
or decreasig. Market atructure my be oligopol tte. Firas sy enjoy a
asopony paver in input markets. Thee variatios are likely to complicate
the atory considerably, ho~ever, witbout substantially altering the basic
otion to be illustrated her*.

'8' Proft, as defLed here, ta the ea»e a producer's turplut or qust-
rest. Therefore, these term will be used interchageably, unlese speied
otherwise.
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Png. 1: Ivestiture of PEs undfr CaMetitIon

04

06 0

mee a

Fit. 2: D6vestiture of PEs under Monopoly

r

C9

1 Desand
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Undera mnspiay (rig. 2), the effect of d:vettturø t not åaé

atagtforward. To =d~aSe thi profits, the sem «re are e apectad to

rede output (fra Qg to Qp) and raLas the go1tag puise (frm Pg to pP).&W

Compared ith a seto producer*s urplus unde pubie mmerehp (revenue a ost

a CgQgW), proftts Gnder private onerahip are epeated to go up to PpDCp.

Besause average oss s« tpected to delinm (frm Cg to Cp), part of tbe

intrease ta profits te attributed to effite~e taprovematø (CgCp), Vhile

another part tø attatmed at the expese of the eansumers (P$CC).

Tradittonally, the latter ta asaumed to be a mere trasfer frm thi onsumerg

to the produmer..t Therefore, the nøt gasn ta productive eff teeny te the

area CgCDCp. Consumere would have lost the area ABC, vithout m-king anybody

eløe better off. Therefora, the epected net gain to soSety depemdb on the

magsitude of th efftet~ny gatas (CgCDCp) a~nue the lose ta consumar's

surplug (ABC).

The above amalysi cmparea the operatton of an øntørprise for on

partod under pubie anerobip veirmu amother per~d under pr*vate ownerahip.

Clearly, th -ve ts øadequate. A ftim' Ufett=. goes beyond one per:od;

lose~ in one pertod ceuld be recovered ta another. Horeover, the benefits

fram dIvestiture could only mater£alise after private enrepreneurs have

enough sime to adjust. Therefore, øtatte change. ta the produmer' and

"I TWo asumptios ar. necessary for t oute«s to astat: (1)
goverment exerc:is pric control over tI output of the PE, and (2) no or
.i~effestve pria regulatton follutag the transfer of asseto to ti. private
seator.

"' Dle@, of course, distributoal effecte are taken tato account and
vartiua transfern are valued ditfforetly, depedng on their recptents.
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sensumat's surplus sola d be .nes to span a Sim's lUe ey . 1ad,

that a VWy J@ms et a.1 (for Chsaag euget that the deerab£Uty ef

dtvesattu a hou~d be judged an the baes of the vale of the sum of the

disseunted ehanges ta the produsero and ganm=r's uplue Ofmpared to thet

level undev publ" ownørstp.&§t i the sm ta ighr than sero, thse

dLv.etgse te advaatageous to sstetyø

T= aalygts of the producer's autplus, when undertabsn ta constant

priaes over tt=e, Vl reflet tbe Offeet at statte as vell 8 dysa~e ~hage.

Vithin ti ti*U3 the latter may ialude Latroductng ae produse and

pemetrattng mm markete. It vil be useful nonetheless to supplement ti.

analy~Ls by estimattog TIT and fim=Ua profLtabtiLty. The reasom sa that TP

analys dåstfnguties the contributLon to the go~th uate of real output of

vartoua Ifputa fro the costributton af productivity uaproveets."' Yn~tal

profttabiltty (ich tis defined as ti. peremtage of profite, before and after

ta»e, to nøt ~orth, sals, and cspitul epoyed> t uaeftl because t

captures--short of subsidLe--the degree of responsivenes* of the private

oumers and managers to market sigals compared to thair publi seator

predeaessore.

»' Thi statment leave aside fre~ the foemtlatotn of Jone@ et al.
(forth ing) the uhadem altipiLer for goverment revenu. The tiseal iapact
of dLvestiture La addressed separately belo.

01 This tsas s~n£e TIP tø calculsted, la ae variant, by aubtracting the
-contrtbutton of factor and tntermdLate puts fro total output groth; in
turn, th. contributiom of factor and tat.rmediste aputs can be derived by
calaulattng a veighted *verage gro~th using the respective sare of inputs in
cost as veights. If the reeidual is positive, tis lapites a TFP taprovement.
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V. ae find omah ef the Wasattaa equred to salesuate mhe abov

«aue~ t h ~e ta. tae~ atatemt and bal *boet. ~or,

tafm9att4n ast be au~gsted by bdformattcm om pr*se and quatitteo et major

tapute and autaput, ad ~. sapactty uttitsattcm. Equpped vth thi

dafesa*tn, v* emn caleulate the produsere surplu by mubtractirg fr=m the

ma e podustten at fastetr ost and set iawperating tasme, the eastø of

Antør~edate-4&puter «pyee - p ttens end -rental ep W n then

derive the chau a te produesrea ouplua as the diffeene beteen the

absolute vale@ of ~wo pertde. Chang. ta h enumr*e aurplua (otmwe

~nen s thie deadøstght lose) can be approdaatod by uattplytng the ohange in

observed ei11ag prise.tis th. hang. in oboerved sold quanatte and

dividig the *utese by two. " Saed togethe:, the ~banges in the producer'

nd aoneamer*o surplua prøvid; a easure of th. change In economle effttceey.

In calGulattng a*U measures, ve atght hav. a probl= ttading

enterprtøe that have been divested for an average tatts. Therefore, out

ettaatIon hae to proeed in tyo staps. First, v. ahould calsulate the

»sasures fer the pertOd for ~hteh estual data ara avalablo. And second, ve

should estifate the aeaAures for tI. Test of th. fti*a' lUeta., based on

efpertense and sm epeetatonu about future polsy *butt aud expected

respo=ee by entorpriaeg and consumare.

V~ortuately, only th. chang. ta the consumr's *urplug, not the
»a%ude, needa to be usaured. Othertee, the shape of the deand eurve (ør

£t* lasttetty) ha. to be etitaed.
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ne apia !neidena. To judg'e het theLI itseal sO4- of'

dvet*tua ta pe:Ltt&vø e negtive, øve =ut Smpa th ~t pyesent ,ain

(MV) og (1) the fuada that veld hav flowd batwen the Treaur and ~he r,

if publte m»vaht had b" tonued, and (2) tae Lund that fLf beee« th.

Trea»u and th. divested fi.

To uahe thi. coparison, . usat Edentify the. fless that veal have

oeosæurd =nder couttnud puhie omehip, proJet h for th. rest of the

fl'. 2Uftaa, and then diesm.nt them. In genera1, thes. fow. aZe .ither

pIsetSt r tapiet, capital or pzeatt~na."' afpf et tasfe fr= the

Treaanq to ta r ay inludel unrequEted transferø (uba@dies aud grata),

tE»e"*e* ta arars a ta: paymenta, .quty suj.te~f, aud long-tem

lndtag, teludtag torgan epttal. ipitt tranfae.o, a&UD fEIM tab Troa~ury

to the f, Pay tMYiudeS ta: extption and ofpital subsidtes (e.g. grant8,

lwer utereat rates) and ipert duty eefpftts. Mrrorig thi

elasieataen, eXplett transfer ire th. P to the Treaaury may tnlude$

tax.. and loyalttes, tneases ia govermmnt arvas for tha terpria.'s

goed* and serv~ea, dividend., røpay~.nt Df øquaty (i app14ea)lø> ad long-

term borrow s, laeludtag foreitg espital. Assume g a 9:ate ti= lfetaa,

thage flow houd ~ alo. lad* a 8e«fp valu. bpuett transfera, fr= the E

to the Trøasury, may :ncludos the ceto. OL fulS11ag oo-.acUme al

obj.eetve,--e.g., lwer soli4ng pri~e., xs employment, and provison of

social seivtees.*

s Th..e flow. have been dnttited ja dtale in lloyd, et al., 1984.

8@ Th asmptton her. to that bad e not r~øedeed thage aervices, he
gvment would have bad to do *a.
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W een us the efroswverk to eø*aste the PV of the flows "eultIAg

from d*vestiture. owever, . should use th~s fraavork as a checkl.st to

vh~ch additional tfl hould b* added ad subtrasted. ror example, igutag

divetiture, spiteit trasfer fram the Tresury to the divegted fim are aot

thely to taelude operatt~nal sbsLdt6. or spftal tajetåns. Yet, they

hu tAelud - the. budgta~ utlaya =*~&sdat~ by divesttture (the oot Of

the admtatrative prosa, finasetal and phyecal restvueturt~g, labor

*everan* paat#, »e-trat~g soheme , etc.). sailarly, IfpfItt Treasury

trasfer to the d*ve6ted fLt are sot itely to £=slude tax and taport duty

exeption and cspttal ,sbaidies, l.e søs eessons vare made vhen the deal

vas struck. gapite:t transfer ta the oppoatte directioa (£.e., Lre~ the

divestød £L= to the Treasury) vll taz~ the *lUtag pr~e., vhich

*orresponde s ta se sense to the 8crap valme =nder the above frameork.

Stalauly, d:vested fL~e ~1l aot resmit divideads to the Treasury, unless of

coursthe govEmnt hed deided to retatz som. quty foll~ving divestture.

Under both framsorka, coyporate taex* w1ll anma ae a transafer to the

Treaury, provdød fis wevre aking profits.

Ve ea get met of the aLe=netan we smed to selulat the two mV.

largely from the a-Of-i~ gi the enterpise and the govenmilnt budget record*.

Ve must alag øettaste thre. parametse the utettaim of the fit=, the relevant

disonting factor ta a gtve« sntzy, ad the shad Multipliter for
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gveesI rvee.OO hes paraters are Osefle ta the fie and the

senatry. ?hseee, we shben14 oeasider th saena sas.-by-sas.''baste.

~A explained undet the prevus 9setien sa econsce offsany, we wtil -

q@st likely have tr le fidag enterprises that have been diTested for a

average lutta ef aim. Tharefore, the ettaattn sf the fis l apae

abe~ld foUlar the- s~ cm tepa öm1ld above.

änsothetral ketermiuant of Divettu=e O mtee.

measured out^sees aid for the astst, several fascse an fafect the

perforuaee of divected i. Thes. arel (1) the ~abges the private eator

may tatroduc. la the im after divesuture, (2) the hasserees of the

setor, (3) the m4veson9 e en MeINDta (tasfar as it direatly affests

divested fis)* ad (4) ohanges a- ay of the. th e eorG resuUag from

the sal. negotiattaa.'

it hea been agued that em dell r ta the h onds of the pvaIte sctor
ta worth mre then sas dcar ta the h~nd sf the gveEma. almmsag (1987)
has shmun, C~ r ezample, U at ta the .S. a della l governmens Tevsnne coste
sh~ut u1.30 ts 81.50 ta s f al De es~ ss. Therefore, the st
budgetary tapaet et divestture bu ta be mitphie by a eaveref factor,
whlsesuld be estaated la each emutry separately.

8uA fifth factr s whether the divested E was vestructued pror to
dtveselture. ghould that be the ass, laproved perfo*mae ay he du. to the
TeGstuctuas fett and mot to divestiture. The «emater-argment t the-
withot divestituve, mestvustartag ay s: have taken place. There is e*.. .

en, beyad the sspe sf this pape, as ta whether the g ement she.
resreamre pie to sal, tO unavel the marketabihtty of 4he antp . or
~sept a lossr sales p~.. and leave the regsuuiag to the o amsnr.
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Priateowersie To= * profLte, the sev prtøate easter uer.

bould empected to tatroduce obervablo ehageo vithin the fim. The..

»hanges øaf e s produetten -nw products* and penstratsAn of s

marketal better cti, mo totag, ard mottvattenmof managers; more

approprdato mS ef labor ekU and product:vtty-based campenatiem sehemeeg

tsehnologStal rehabiltattæ, repa0ement, and epaastong higher ~apacLty

utliaattos; reorgansatten and fimsial vestrutur gg better aft and

quality f oautputs; more reliablo and cheaper sours of taputø# and more

appropriate tehn~ques for maSagirg tventory. The ll hypotheate te to

oheerve teer er mone of these chags.

"ugE a ies. The charactorttte of the diveated fLt='s

setor een cr*pple er boest is perfomae, arfespective ef any changes

withi the terprise. The ~toe orftteal gf the.. *=olude market structure#,

the eftfectivene ft a=y releva t regulattag agese ad the appro~e..aseness

et appUted regula~try Lormula# (jf warranted), and the øature of asetor

tehnology. The epectatten os that the mor. cmper4ttve the market structuros

(er the more effeative the regul'try arragmentet em mpetitve markets)

and the mære eot-eavlag the technologie, the greater the 14k61!tbod that

dtvesUtitra vtll tudce greater wfLd*Seey tuprovent.. The Overse tø aizo

espected te hold.

Mareooi Evrnet gveral aeee-a varIable. are also

Idkely to directly affect the peromae f dIvested fI., The.e tslude:

the state of ecoemnU activtty, the state ef ~apital market develpment, ad

corporate tam and ex~hauge rate pole*... Ior e e, a bo~ltg esenmy Dould
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SnereSse demand, thus dapres. the pertoss«ei all *tas, divested er mot.

Convr~ly, a re~essien would ~hr~k demd, hus *tatLmg the opportunty for

dmstt al.e ef mest, i not all, firas. gtatlerly, vell--develop.d espita2

markets, a meutral corporate ta system, and mor* realsttc e«change rate

poliete are .zpeetod, in t~, to tape. fiantal dtsctpt9e, pr tø

eiftent allwsatie of resomuees, and øttaulate the actLvitles of efporting

fires,. I=s1=A4 dis*ated Ons. Alternattve pOlisteS and undedvelped

capital markets ar* e~peeted to have the oppos9te affeats.'

Neemotated Te=. TIay, the opecite detal megottated dur~ng the

dtvestLture transatLa n shape the tiLs parfomnce. Ior «zapo, i

strkgås tb deal, the mm oers Gay have bad to agres to iattattos to

theLr ablity to respond ilezibly to market eMvIree~ts (e.g*, the

transaetion agreemant sy restr~ct tiring readtamt werker., closing plants,

r deveeptig different warketo and distribute oa~m1). Conversely, the

deal £e «speted to have a positive tapass en the gr's performance ti Lt

pemits the amn nrm to trn tbætr eterprie around a »essay.

st~l 9ly, divestiture tr%a~eet ar. apested to hurt overall eeeme

perfom~ance i they weduse setptie.--that is, i they ivolve onomsions

to seeten thb deal (e.g., graag maspely rights, protettom frem Itports,

sau eem.ptions, and preferentlal as«se* to eredit and otber ~tpuae).

Conversely, dive.tituve trnamsette saen havm a posttive tzfluence ti they are

used to uere~ss petittem (e.g., by breaing p amwopltes, faeilitaing

' ZrIdene ef divergense behm ee esasle efuislency and I=ausS al
profLtabi.lity would anover haw these plies mSght have aleseted divestiture
entesm.
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ent and entry, egu2attag private m1opole6, and proV~"&ug equal treaan

betweefn P and dte<stod Ei*a>.

*mny of these factors omn and should be quatLtLed. or eample, CDP

srwth rates on be used as a proy to desrribe the state of econ~mS

metLvtty, and *cmn comeentrattm ratio* cn be usd to classlfy market

structure. Oher factor have to be assessed qualtativcly. These luclude the

qualty of the nm manager. and toma of their contracte, the ffsttveness of

tvntory management tecmnlquei, the appropriatenese of the regulatory

formula and the effectLvenese of thelr i§plementing agencLes, and the

detailed transactlen story (e.g., the role played and conessions von by trade

unon~, the nat*nal orst~ of buyer, and wodaitty of divestiture).

Ieaues of Attributlon

The net irmtical questlon tot to hat e~tnt are observed changes in

performance due to the divestiture :tselt, as opposed to eogenous concurrent

factor? For eanmple, Uf a divested tSmos sales inrease and profte grou la

a ti~e of aboe~coSt CIsasem, Is lt du to better management, to

ezogenous expaasSo of d #d, er to both?

Analyt~caly, the ms~or hing.O om the slemtten of cases and the

cholee of a tfownter-factua--that is, what buld have happened 1n the

absene of divetiture? The ote of mase. Iavolves a trade-off between

studyog Ufrm ia ome country la detail and studying many cases, sectors,

cnd e tres ln ac lees depth. The coce of n approprat et ter.
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factual, la ama1 oample eoting, adwitedly tavolves as uch art e

*ctence." It evitably enta£ie.subjectiva luterpretatlen of outse~ and

their'casal factors, thum MIplyag rom for error and allegatiom of special

pleading.

To reduce these Ialtatnoma and reach even tentativoly gener1a"abl poUey

conLust.os vo eeto- tarhe a-balkehe b.tween depth and coverage W.e should

attempt to control for the various aets of e~petog explanatory factors, and

to tea.e causality out of 1ited data. Errora i laterpretatiom ehould be

fully recogatsed through eenstivity analysia, with au pen data matrix

allaving other. to aaln how the oenwlusions were reached. These lsues are

addresed below under the heading* *ase studies without apology*, *#ample

melectin*, and *Omparative aaseasment*.

Casa studies áithlt Aeloe. The alternative to followi~g the case

study approach ia undertalkag rigorous eeonetriU analysis. Such analysis te

Wufeasible or Waerior la the present context for several reasons. First of

all, it la extrsly demand*ag, requiring a larger mber of obervation vith

a suffictently bengthy history than esta la met Cuntries, bea~@e

diYstiture Is a reative4y recent phnmna. It further requires a complete

specificatlon of the divstiture phenhen", hich has yet to be developed.

. ut even if these requireent are satisaied, ecnometrio aanyste Vili still

mies detailed and valuable Wafomtom that oan anly be captured through

carefully contruted lterviews vith the nera, worker, rivals, and

b The probie. of attrbuton, ansoumtered her., is c~ t' any study
that adopta the case-study approach.
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bueausate. Obwus .zapes tnælude ~n ssesmsat of the transparency and

fatrness of the trnsaaction proess, the effeetÉvnss of the rgulatory

agenty, and te appropr"atenss,of the egu2.story ioamlae appitød (e.g.,

output prie~ag). Otven the preseat stat* of thmoretteal developnt, there

appeara to be mo alternative to casee study approsehl morsover, ths approach

~S1 provde valuable contetual tzfovmatom that would neitmr be røvealed.

nor analysed in an 0con tric study.

To be sure, the case study approach haw fta am disdvantages. At on@

etrem te the Ven-kn~va problø of geosnetaltsat, .. , a story of ons ~ ir

ta a givn setor and country ta not ncessoarly elevant to other ca..

lrther, the approach ta imapable of teøt£ag statietteally the Sgn,

relvance, and sgnfiaMce of the -adependent variabls tudivdually. gut v*

can reduoe these låaetatto bys (1) deliberately Crther than ra=dmly)

soleettng the smple to snsure a ide coverage and (2) spiGLtly conducttng

various parfoam a coparisoM. to an attemp to establish causality.

&ammi Seleetin. In tryåag to sle~t a sample that represent4 ti

universe as acb s possble at a eestemab toss, tb foln ~Sag crmtria say

be usefuls

(a) Th sa~ple asuld Iand 0se free both deveoped små developin

contrie ss that performane cauld be sontrasted under radically

dffere~t eircustames.
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(b) Tme mss e~14 be sseted ftom cfpecttve and ancopetiv

nket etructures to p.nSt Late:-seatoral varLaçLons.

(0) the case. shcald he suffeltently large to warramt thetr

~nveståga~me bu% not too larse to affec the whole eonom

substn~ially. Other~se, th partal equiltbrim analyass

?roposed here vould be taadequa.

(d) gelected fime chould have as ach post-divesftture hutory as

posetie, @o that private entrepreneurs ould hav, bad an

opportuity-to introdue whatever adjiumenta thy deemed

necesary.

(.> tor obviou reasons, preference ahould be gven to divested firms

with aufftelet docameaten.

CMizsaatammia=s. Varous perfornae omparsom an be seful

in trytag to tease ca~aty out of la ted data. (nve ~uch fparsons are

Ommarsed ta the table bel.) gsh of the Upalsons te deosmged to coarol

for certat= varables, pe~ t&tg the oher(s) to vary. The first three are

åntended to t~a the queetim of whether the chauge of Ownership aes a

differens, hl the fourth cnd fifth are *ata to e~plore vhether

variaoa ta acctor ed IaeroeCOMtMc sett~gs effeet outeo.ign,itatly.

**' Alternatvely, the sple sud be slected marrovly from one sector
(e.G*, Cranspor) ta s e: of develptag conies. W hile more asageable.,
this altenative precludes the possibtltty of capturMag th #fifet om
dve:iture otoCMG of etoral variation and differences beteen developed
and dev~uoptag countries.
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mh f*ret p~riOMaNse teeparU@e ter the oma eatep~ batere and

after divetLtuue. It but"d en the motton that the unterp:±e eat st lar to

the dvasted i=s to the øntorpse LtUlf bufore d:L<wsttuøe. T efore, ay

~hage* that may be obe«»d w&thn the iLge folluing dtvettuue coud be

largely attebud to th hag. ta wmnuøhtp. This Ceneuon ~ould

partieulaly hold Ihen aseociated w*" stable =acroaite c~ndtton~ and

sta": settoral characteristte before: and after d:vestitue.

:formanee Cmosartaonis and ost
.ikelv Related E£~aatort Variable

Sa. PIsy *tveated/ Sa.. Divegted Divested Firme,
Saterl nd~v*std Tim Yis..# Dff. Sectors,
After FIWs,Same 'tbi Daft. Seator, Dtif. Countries

Sector,samae Vtout Same Contry
VAPr.SL Country Divest.

(1) (2) (3) (4) (5>

i . Oenership z a a
2. Seetoral
charaet'~

3. Uacroe@mente a

4. ranssette (L~kely to t~luam gutea.o through it tafiuen~e on 1-3)

T~essond ~eepaten euespnde to the Siah~p and gay study, cited above,

with o. besto daforsoe. That i», the empart popoed ber* i betwn

divested and undtvested ti~s ta the san. seatwr (*.g.* ta the te«tile sector,

rathar than In tho teatl and eleetetty ectorø> and th same untry.

(e.g., Chile)• ?his eenparIsn wouild futhe eubeteattate the em laten of
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the poevtens ne tf tt vere to eveal a superuortty ta the performamnc sf

divested f~ in omparteG with their couterparts that '8emaned pubit . If

the e'espareen alteratively revealed tastgatfitant differenes ta

parformene, as happened ta the gis9ep cad gay study of the .X., several

competång efplaatioms are posatbles the econy vas bom~ng so that all fiar

vee doing vall, performanme taprovement of mndtvestad firs were the result

of the threea--f--dvesettUve, ossa -- ma.a4of the two.

To sort out the effeet of the change of ownerehtp fro. other exogenous

4on=urrent fators, such as the effect of a boamlag ~cony, va can "ake a

third c.parten between the perfor=enae of the divested fim and an explicit

eouter-factual (1.e., the hypothettcal perfo*race of the divested fi= had

it coutiamed public). The couater-factual ea be oanstructed oa the basts of

kn~wledge about the opration aof the enterprise before It. dåvestiture, the

actual operattn of the enterprise once divested, and additional Independent

Invledge (e.g., the state of ecomsmie activty, the tncome elastlctty of

demad).

The fourth cofpa~= ts betveen the perfoimance of divestad . fir ta

cmpettive and moa-coetitive marhets ta the came country (a.g., Chile). &y

permttlng ectoral vauiattenm (e.g., teat~le and electritty), this

- emparison should uncover the exet to which market strutures, regulatory

arrangements (if wa:rrmntod, and teahnolostes mnde a differea.

The fifth an final compaTIOD ts '-etveen the perforamce of dLvested

firm ta the same tdury (e.g., tet)le) but sres *seuntae (e.g., the
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l.% and ChIle). This .opaftson abomld ahed om* llght om whether tuter-

s=try, vaulatt0e (uaer-.ettinge mad. a dtir.ens.

The øowlusLon of the five smpar"os ~Uld be møst ao~pelLag if they

wr* to =nGover a sygtmatte patte=n 8abh as the foll~vUg. Divested tir~

peroamd comsistently bøtter did undr provlos pubLta w~rsblp,

than dtd si r-d 9e0te6 pubrt itin, and tha thir hypothatmal

perf«owmac bad tey costiued pubic. la ths as, the evidee ould

unequtvocay support th notion that soLety ~ould be better off leavtag that

.actiLvity to ti prtvate sector. ghould the analyst fiuthe un*over that the

perforsse of divested firms assuperer when they operated ta 0øpetitve

(r, alterattvely, offeettvely regulated) markets, gt would have further

strengthend the positton that c~petiton and effectLva ~egulaton are

åaportant detvmato of d:vesttiure outsæs Fnally, hould the analyst

reveal that dIvested fLm operated moro eftt tly ta coun"tres vstb vell-

developed «sptal marbets and souad exchange rato, tan, and Gredit poltet.

the analysi ould have fa ~rther supported e«pected predtetima. find~ags sa

the oppotte dieeton ould can dat quettom the current w*dom. in both

astances, hbeever, a oredible etery of aeaealty ould have been establt*hed.

la the prosess, ubstatial bnowledge ould have been assuumlated--for

zample, hat vere the emditons tha: led to observed onteames, and whether

they bad to do vith the maturs of mvaeehip, seater haracterietta., the maro

envWroent, ar the tores of the deal. h analysis ~ould have proided a

piee f evdene ta vh~cb the ssmptons are ard ezp~ltt, tather than

buuied lapllstly la rhetoris, th. austuittag othere to objectively entradt
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