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Introduction

Thepmposeofthmxeviewismidmﬁfymmphrypmcueesinpmungand
analyzing economic and financial data on the public enterprise (PE) sector. Rather
than suggesting a normative design of a PE reform program, it is a descriptive review
of examples of particularly illuminating tables and indicators 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
amlymandpmtauonsofdammpubhcemrpnseﬁmmlpeﬁomanceandthe
impact of PES on country economies. The second part provides examples of analyses

that assess the impact of PE reform.

The two parts of the review contain & totat of 19-topics 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 main body of this review.

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

Public enterprises play a significant role in the economies of Sub-Saharan
Africa. As sector adjustment policies are implemented, it is expected that the scope
and form of public enterprise involvement will change. Analyses and approaches to
the presenta.’on of data on the impact of the public enterprise sector on country
economies are therefore included in this review,

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

With regard to analyses of the impact 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 difficulties exist in isolating the impact
of PE reform. The state-of-the art of evaluating the impact of PE reforms is therefore
only beginning to take shape. A few examples of analyses in this area, however, are
included in this review. In some countries, data limitations preclude 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 exhaustive rendering of all possible exemplary practices,
this document represents a first step towards identifying and distilling examples of
exemplary practices in the area of PE analysis. As noted above, the examples are of
positive rather than normative analyses. To the extent that demand indicates and
resources permit, there may be future editions that widen the scope to normative
issues.

In any event, the Chief Econcnist’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 more useful. Please direct your comments and suggestions to

Mr. Robert Armstrong, Ext. 34584, -

Bank documents reviewed in the preparation of this report include mainly
Couatry Economic Memoranda (CEMs), Public Enterprise Sector Reports, Technical
Reports, Bank Discussion Papers, Working Papers, Issue Papers, Staff Appraisal
Reports, and President’s Reports. The coverage was not confined to documents
concerning Sub-Saharan Africa, although emphasis 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 inciudes references cited in this
review as well as other documents 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 overall direction of Robert Armstrong, Economic Adviser in the
Office of the Chief Iiconomist.



Data on the number of public enterprises in the sector is one indication of the scope of
PE involvement in the econoray. In the case of Tanzania which has 425 parastatals, the scope
of PE involvement in the economy is significant solely on the basis of numerical indicators.

Theteponon pParastaials 4} Program (Report No. 7100-
TA, 1988), incorporates a eomprehensive descnptxon of Tanzania s PE sector, The Tanzeaia
report includes an extensive table with descriptions of PE ministry affiliation, holding
companies, PE size as defined as paid up capital and employment, the percent of private
particxpaﬁon, and whether any management contract is in force. Likewise, the Uganda
report, ive Reform and Planning Study prepared for the Ministry of
Finance, includes 8 succinct presentation of data highlighting the number of firms and extent

of government ownership.

Public enterprise reform efforts need to start with an accounting of the scope of
parastatal involvement in the economy, and the Tanzania and Uganda reports document the
range of activity. With such a diverse and broad scope of involvement in virtually every
subsector in the case of Tanzania in particular, a thorough description of the range of public
enterprise activity is a necessary precursor to establishing a basis for the designation of reform
priorities.

The attached appendix (Tables 1.1 and 1.2) includes excerpts from the Tanzania and
Uganda reports that illustrate the approach used to describe the breadth of the parastatal sector

a1d the extent of government ownership. The comprehansive and concise approach could
serve as a model for replication if comparable data are available in other countries.

'lheKenyaOomwanomicMemomdm(CEM) Re-Investing in Stabilization and
: ent (Report No. 9998-KE, 1992), includes a graphic

musmonexeerpwdbdowintheappendmﬂmtmmamthempemdmof
government ownership in the sector (Table 1.3). It disaggregates enterprises with direct and
indirect central government equity, and majority and minority government ownership. The
utility of the illustration is its concise  presentation of the structure and,composition of the
sector,

£
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: Government Ownership of PEs
Table 1.2 '

Appendix
Page 1 1

4 Nome of Enterprise Finance or Other
; Parent Co.
rﬁwn Textile Mills Lid. 51.00 49.00
iAgip (Ugonda) Lid. 50.00 50.00
Blenders {Ugando) Lid. 100.00
ion Lid. 51.00 49.00
Coffee Marketing Board 100.00
stic Applionces lid. ° §6.00 44.00
Foods and Beverages Lid and subsidiaries 100.00
Fresh Foods Lid. 100.00
Winits (U) Ld. 100.00
institute of Public Administration 100.00
intemational TV Sales 100.00
ubilee lce & Soda Works Ltd 100.00
Kakira Sugar Works Lid. 51.00 49.00
Kibimba Rice Co.lid. 100.00
Kiira Sawmills & Plywood Factory Lid 100.00
ugar Works Lid. n.go. n.a.
ke Kotwe Salt Co.lid. * 100.00
Vicorio Bottling Co.ltd. 80.00 20.00
Development Centre 100.00
lint Matketing Boord 100.00
kerere University 100.00
Haspital Boord 100.00
National Council of Soort 100.00
National Curriculum . Development Centre 100.00
National Enterprise Corporation 100.00
Notional Housing and Construction Corp. and subasidicries 100.00
Housing Finance Co. of Ugando id 50.00 50.00
Clays tsd, 75.00 25,00
Gobott {Ugando) Lid. 75.00 25.00
Notional Insurance Corp. and subsidiary 100.00
Ugonda Hire Purchase Co.lid neo. nga.
ional Social Security Fund 100.00
Nationa! Woter ond Sewerage Corp. lggf:;
i ‘ '
Nile Breweries Lsd. 100.00
Nile Hotel Ud. 100.00
izi Training Cenme 100.00
Monufoaiurers Lid. © 100.00

n.o. = not available

. Source: Public Sector Administrative Reform and Planning Study, Uganda,
Ministry of Finance, prepared by BMB, November 1990.
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Government Direct Maijority Holding (Percentage) Page 2
Ministry of
Nome of Enterprise Finonce or Other
Parent Co.
eoples Tronsport Co.lid. 100.00
A rintpak (Uganda) Lid. 100.00
uce Marketing Board 100.00
Public Libraries aoard 100.00
Reconstruction & Development Corp. 100.00
Saimmeo (Soroti rlmpI.Mad'anefy) ° n.o. n.a.
iShell {Uganda) Ud 50.00 50.00
ino-Ugando Fisheries Joint Venture Ud. n.a. n.a.
[Steel Corp.of East Africa Lid. 51.00 49.00
] gar Corporation of Ugonda Lid. 51.00 49.00
[Toro and Mityana Teo Co.ltd. 51.00 49.00
oro Development Corp. ° n.e. n.c.
otal (Ugando) Lid. 50.00 50.00
ransocean (Ugando) Lid 51.00 49.00
gonda Air Cargo Lid. n.a. n.a.
Uganda Airlines Corp. 100.00
gando Blanket Manufacturers Lid 83.75 16.25
Uganda Dairy Corp. 100.00
gandc gzwlopmem Corp. 100.00
da 100.00 |
nda Fisheries Industry Lid, 100.00 ‘
nda Fishnet Manufacturers 92.00 8.00}
ganda Garments (1973) Lid. 100.00 |
Ugonda General Merchandise Lid. 100.00 ‘:
onda Hordwores Uid. and subsidiory 100.00
General Equipments Ud, 100.00 '
Uganda Industrial Machinery isd, 100.00 |
ganda International Conference Centre 100.00 |
Uganda Motors Lid. end subsidiaries 100.00
Comrade Cycle Co.[Ugonda) isd. * 51.00 49.00 |
Ecto (Ugonda) Ld 100.00
Gomba Mators 100.00
Republic Motors 100.00
Ugondo National Examinations Boord 100.00
ganda National Parks 100.00
ndo Pharmaceuticols Lid. 100.00
ganda Posts & Telecommunications Corp. 100.00
ondc Pmons lndwnu Ld. 100.00
100.00
Ugondo Steel Co. ud ° 51.0C 49.00|
100.0C |

n.o.
100.00
100.00

n.o.
100.00

100.00

'] Qnﬁ
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Table 1.3

Kenya: The Structure of the Parastatal Enterprise Sector

Source: [Kenya, Re-Investing in Stabilization and Growth Through Public Sector
Adjustment, Report No. 9998-KE, January 1992




Data illustrating the number of public enterprises highlighted in Section 1 provides
some indication of the breadth of government involvement in the economy. But it does not
provide parameters of the depth of government involvement, Public enterprise contributions
to GDP, investment, employment, credit, and external debt are useful indicators of the

importance of PEs in the economy.
Sector repom usually include data on the lmpaet of public enterprises on at Jeast some

seven-yearpmod (Table 2.1). The Preside a) 1nisis
(Report No. P-5055-TUN, 1989) includes a mble hnghllghting the impomnce of PEs in the
economy according to all five indicators (Table 2.2). .

More extensive treamwt ls included in the Kenya Oountry Eeonomnc Memorandum

No. 9998-1{12 1992) It lncludes extensnve nanonal data on the parasmal sector derived from
local periodic censuses and surveys. Among the indicators illustrated are public enterprise
GDP in current and constant prices, employment by sector, and gross fixed capital formation
in constant and current prices (Table 2.3). The Kenya CEM also includes an illustration
depicting the contribution of public enterprises to modern sector employment in comparison to
the rest of the economy (Table 2.4).

FmtheSubSahmugionasawhole.aBankTedmlealPaper Aftica’s Public
Evidence of Reforms No. 95, 1989), is the most inclusive. It presents

a table illustranngd:e importance of the aggregate PE sector in 31 Sub-Saharan countries with
averages for each of the five indicators from 1980-86. Subsequent tables provide annual data
for each indicator for all 31 countries (Table 2.5).

The examples cited here provide concise presentations of data that illustrate the
relative importance of public enterprises in the economy. The tables from the Senegal,
Tunisia, and Kenya reports and the Bank Technical paper are included below.
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Table 2.1 Senegal: The Economiz Role of Public Enterprises

(CFAF 8illion)

1981 1086 1987 31/

1. Yo. of FEs 2/ 70 8 LH
2. a. Gross-Value-Added of PEs 63.6 97.2 97.46

b, GDP a: market prices 669.8 123%.3 1421.3

c. Shaze of PEs (8)/(b) 2 9.8 7.8 6.9

\

3. 8. Enployment ia PEg (ia 000°s) 30.6 30.8 30.2 )

bo m.thotﬂctot mlo ‘ia 000'3) 1’800 ’.A. !‘.A.

c. Shaze of PEs (8)/(b) 2 17.2 N.A. N.A.
6. 8. PEs fixed investmeat 61.6 6.9 8.9

b. Investment in the economy 102.4 183.0 187.6

¢. Share of 283 (a)/(b) S 40.6 26.8 29.6 :
Py Estimated.
27 1ncludes only enterprises in . which the GCovermment has direct

parzicipation.

Source: The Senegal Parabublic Sector Review

Report No. 7774 - SE, 1989’ Pe ]

@ e BEDEEe B GO GO CWWRG e
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Table 2.2

. TUNISIA
PrBLIC ENTERPRISE REFORM L0aAN

. PE SEETOR: RASROZOONONMEC LMDCATGRS
tedliles diange)

1683 1880 1903

a. G
s 3190.6 3712.9 603%.3
Soes! Boomemy 39218.9 11899.9 132032.0
3 P2aflecal 3.2 9.2 2.6
8. 2aveswacas .
e 203.6 923.0 78.9
total Sscneamy 3738.8 2183.3 $923.9
g PRaffonal o 3.7 38.0 ° 39.0
€. Demsetss Crodie
?2s 3627.8 3234.9 1360.9
2ota! Recncay 3713.9 © 33Be.0 39949
2 PEolTotal 97.¢ 3%.¢ 9.9
D. Zssommal Dade (USS)
e 3178.8 1684.3 1190.¢
Tesal Scemcmy 3686.¢ 37%3.0 4389.3
8 PRe/Sasal C 36.8 3.9 37.3
2. Lmplesesas . :
P3e 374806 e 106983
Setal Pesmal Sesser 980342 as as
3 PRelPocns) Sosses 29.9 . ®
- .

The President's Report on the PE Reform Loan to Tunisia, Report No.
P-5055~TUN, 1989.

Source:
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Table 2.3 Selected Indicators of PE Involvement
in the Kenyan Fconomy

. .GROSS DOMESTIC PRGDUCT BY ORIGIN AT CURRENT PRICES
" MAJORITY -~ OWNED PARASTATAL ENTERPRISES

(1s Millioas of Ksaya Pounds)

OSTRY oo o o W o v 1088 v 1986 ~~1087 - - 1988 - ~~1980 - 19901
Manute cturing a0d mining 937 1047 109.1 1070 1117 1213
Electricity 34.9 35.9 37.0 40.1 1.3 51.8
Trade, restaurants & hotels 9.9 1110 1140 1157 1470 1673
Transport, storage & comm. 201.2 218.7 255.5 272.0 355.8 407.8
|Finance & business services 51.3 54.1 66.1 81.0 $8.1  107.2
|Other services i.9 2.0 24 2.6 2.4 4.4
=65.0

Sourcs: Central Bureau of Seatistics,

Table 1b: GROSS DOMESTIC PRODUCT BY ORIGIN AT CURRENT PRICES
MINORITY - OWNED PARASTATAL ENTERPRISES
(In Millions of Kenys Pounds)

2 iias i o ‘9“‘““ 3 M!.m Sl l‘m AL %lm w

$0.9 109.0 112.0 128.0 144.2 167.8
Trade, restaurants & hotels 6.2 11.2 13.2 17.5 18.7 20.1
Finance & busums services 13.4 15.3 11.4 55 11.6 12.5
1‘% N -10.7 ~11.8 -6.8 -2.1 -=7.8 -2.3

o s -
D 0T L IS e

Sourcs: Central Buresu of Statistics,
Table 1c: GROSS DOMESTIC PRODUCT BY ORIGIN AT CURRENT PRICES
TOTAL PARASTATAL ENTERPRISES
(In Millions of Kenys Pounds)

USTRY e TR A S 088 Viersir 986 e 108 D88 BN 1989 5198014
Manufacturing and mining 184.6 213.7 221.0 235.0 255.9 289.1
Electricity 34.7 359 3.0 40.1 473 5.5
[Trade, restaurants & hotels 103.0 12.2 1272 133.2 162.7 187.3
Transport, storage & comm. 201.2 218.7 255.8 272.0 355.8 407.3
Finance & business services 64.7 6.4 ns 86.4 109.7 119.7
|{O1ber services 1.9 20 2.4 2.6 24 4.4
lnpu_u_d bank umee charges =66.9 -61‘6 626 -6S.1 -$71.6 ‘ -£7.3

cor ey o v S WY TR LT T L Y ) m‘gﬁf =4 mw - a7

Source: Kenya, Re-Investing in Stabilization and Growth Through Public Sector

Adjustment, Report no. 9998-KE, January 1992.

: . .- [
[ . ]



' Appendix 2
4 Page 4 of 10

: GROSS DOMESTIC PRODUCT BY ORIGIN AT CONSTANT 1982 PRICES
MAJORITY - OWNED PARASTATAL ENTERPRISES

. (In Millious of Kenya Pounds) A

INDUSTRY . = - 1985 ... 1986 - 1987 1988 1989 19901/
Manufscturing aod mining 78 742 I M9 02 4
Electricity 18.2 19.5 20.7 24.0 24.5 25.6
Trade, restaurants & hotels 65.9 62.3 %9 1029 1126 93.3
Transport, storage & comm. 1567 1640 1748 1707 2008 2243
Finance & business services 353 369 4.9 528 §8.6 $71.7
|Other services 1.5 1.4 i.9

Source: Central Buresu of Stotistics.

Table 2b: GROSS DOMESTIC PRODUCT BY ORIGIN AT CONSTANT 1982 PRICES
MINORITY - OWNED PARASTATAL ENTERPRISES
(In Millions of Kenya Pounds)

R e e et e - < D9RS ke 1986 T 98T 1 1988 v 1989 . 199017

Masnufscturing 68.5 6.3 6.2 6.1 68.6 68.6

Trade, restaurants & bocels 2.7 5.4 6.2 8.0 6.0 7.3
Finance & business services 9.8 2.5 6.9 2.5 4.4 .0
w m m g .loo .3o° -0¢9
3/ Provigicaal

Scurcs: Contral Buresy of Statisties.

Table 2¢: GROSS DOMESTIC PRODUCT BY ORIGIN AT CONSTANT 1982 PRICES
TOTAL PARASTATAL ENTERPRISES
(In Millioas of Keaya Pounds)

INDUSTRY:: 582400 St i oo o 108G o+ ADBB 30 1087 <> I088 v - 1089 -~ 1990

Masufacturing and mining 23 164 109 10 1388 1390
Electricity 182 195 207 240 US 256
rade, restaurasts & botals 686 €7 861 1109 196 1006
Iransport, storage & comm. 1567 1640 145 107 2008 2243
Finance & business services S2 w4 S8 SS3 @y Q7

: 14 19 16 12 20
42 419 416 -S03 353

oy Y
4 R




TABLE 3s: PRODUCTION ACCOUNTS FOR MAJORITY - OWNED PARASTATAL ENTERPRISES
(o Miilioas of Keaya Pounds)

[Manufectering end mising BS 281 937 297 640 3432 2385 1047 295 553

i Electsicity 74.2 308 34.7 80 26.7 3.9 46.9 370 10.7 26.3
rede, restausents and hotels 142.8 45.9 96.9 20.2 76.7 140.4 24 1110 8.9 92.1
Transpoet, storags end comm. 359.% 1529 200.2 98.3 §03.8 3854 1667 2187 8119 106.9
IFinsnce & business services @.8 1.3 $0.3 30.6 20.7 N4 194 $4.9 3.7 2.4
iOthes sesvices 34 14 l 9 00 34 14 20 1.9 00
0.0 50 2 -50.2 0.0 499 -499 0.0 -49.9

i; A3 T HAL 0090 TR AT L B0k 6.

INDUSTRY :”

s

Manulacturing snd mining 160.9

Electricity 1006 63.7 5.9 2.2
Teade, testsuranis and hotels 110.3 22.8 6.4 1.7
Transport, storsge end commn. 4208 165.3 137.0 1349
Finance & business services 88.9 n.s 4.2 36.7
1Other services 1.8 25 0.t
Imputed bank c!mgea 559 - 0.0 ;. -63.0
TOTAL 5 . % 493,05 2. 3ued

L Mumnmmummmm-mm
2 tncluding consemption of fined capital.

Py

[44

01 30 & ?%ed
7 xppuaddy
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EMPLOYMENT BY SECTOR

MAJORITY - OWNED PARASTATAL ENTERPRISES

wiii S O ««»%‘é’m%:« e Y OB i 1DBE H¥ QM@%‘**:‘QQ“ 51988 4. 199012
Menufscturing and Mining 33,010 33,549 32,822 33,836 34,067 34,880
Electricity 5918 6,576 7,315 8,137 8,127 7,780
Distribution 9,100 9,256 9,717 9,740 10,239 12,520
Transport 26,021 24,843 25,599 29,682 30,087 27,799
Finance 7,657 7,985 8,358 8,631 10,017 10,497

Other Services 1,895 1,895 1,895 1,959 1,944 1,904

L SvatasmIAN s

rm?%%m.gw 6 601 BBV TV et Ly rd 6

TR
s

3/ Provisional
Source: Central Buresu of Suatistics.

Table 4b: EMPLOYMENT BY SECTOR
MINORITY - OWNED PARASTATAL ENTERPRISES

o 1985 1986 At TOBIE 1 1988 1961989 “44::199014

21,987 22,814 22329 23246 22460 22,747
2,096 2,190 2,809 2,961 2,794 2,711
1,121 1,335 1,105 1,024 997 1,023

Source: Central Bureau of Statistics.

Table 4c: EMPLOYMENT BY SECTOR
TOTAL PARASTATAL ENTERPRISES

;<3985 - 1986 2519871711988 1y 1989 1 19901/

Manufacturing and Mining $4,997 86,363 55151 $7,082 56527 87,627
ici 5918 6576 1315 8,137 8127 7,780
1,196 11,446 12,586 12,701 13,033 15,231
27,042 2678 26,704 30,706 31,084 28,822
N 9,657 775 8358 8,631 10,017 10,497
1,895 1,895 1,895 1959 198 1,904

308,805 10,443 ¥112,000 - 119216 . 120,733 7. 321,861 1
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+ < NUMBER OF FIRMS
MAJORITY - OWNED PARASTATAL ENTERPRISES

*
. = o
ARRNTR RO P BIINRT S, R e e
el i e . §D88 S P86 X108 51088 i 1089 439001 £ 5

Manufscturing snd Mining 32 32 32 32 32 32

Electricity 1 1 1 1 1 1
Distribution 17 21 21 20 2 21

3/ Provisional

Source: Ceatral Bureau of Statistics.

Table §b: NUMBER OF FIRMS
MINORITY - OWNED PARASTATAL ENTERPRISES

Sl 3988 £ 19868 98T i

C e e et S -:w-_:.:mﬁ 2 S
5 oA WM "‘3‘:“"3‘3:&-?(%’“‘

s
i
E:

12 i1 i1
Finance 13 13 i3

Manufacturing end Mining % 7 (]
Distribat

1/ Provisional
Source: Cantrel Bureay of Statistics,

Table Se: NUMBER OF FIRMS
TOTAL PARASTATAL ENTERPRISES

-e *®




. WUMBER OF FIRMS BY SIZE OF EMPLOYMENT, 1985
MAJORITY - OWNED PARASTATAL ENTERPRISES

25
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101 ~ 200
201 ~ 300
301 - 400
401 - 500
301 - 600

601 - 700

701 - 800

i Elee "'&ﬁIﬁsuﬂhﬂﬁiﬁ%ﬁgz;?r'-"’qrff
0 2 2
0 7 0
0 1 0
0 i |
0 1 1
0 1 0
0 0 0
0 0 0
0 0 0
0 0 0
0 2 0
0 1 1
1 1 2

0 7
0 1
2 9
0 9
0 S
0 7
0 1
1 1
0 S
0 2
1 4
0 7
0 10

Soures: Centeal Burety of Siatistice
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Table 2.4 Public Enterprise Employment in Kenya

Source: Kenya, Re-Investing in Stabilization and Growth Through Public Sector
Adjustment, Report No. 9998~KE, January 1992
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Sub-Saharan Africa: The Public Enterprise Sector

Table 2.5: Size of PE Sector- Summary Table
suabor  PE seatei- PE Shore of PE Shore of PE share of PE shore of

Countey -
# lon 6o Demestic Formal SectorDomestic Ezterns!
.f..“ g: :? Investasnt s.Eaploysent Credit a. Debt (DOD) ».
C——R YR 43.4% 48.3% .48
SOVSYANA w‘ b. -2&38 .o “o”
SURLNDE 64 a. 8.0% 80.6% 87.6% 18.38 §.78
CAMEROGN ] 48.0%
CAR ®% 4.6% 17.0% 18.68
CONGO 94 4. 36.88 80.2% b, 20.4% 29.68
COTEDIVOIRE 166 o. 17.9% e. .38
ETHIOPEA. 160 4.9% by 3¢.28
CAMBZA 19 1.28
GHANA 181 25.68% 86.6% b. 38.6% 3¢.8%
GUINEA n 25.6% €5.0% 0.98
GUINEAB 38
KENYA 18 78 26.7% 4. 8.6%8 3.5% 9.2%
BADAGAS o 3% 7.1% je.ex 30,35
MADAGASCAR 184 2. [ . -1 . € .
MALAYE 13 7.88 14.2% 11.28% 7.8% 12.9%
MALX 81 312.1% d. 8.18 17.48 2.6%
MAURITANIA 312 26.08 20.78
UAURITIUS as 7.2% 4.9%
diceER 44 4.9% o, 19.68 25.8% 190.8%
"NIGERTA 210 13.8% ¢. 28.08 11.9%
RWANDA 40 §.3% 6.88%
SENEGAL 89 9.5% 32.7% 84.88 4.7%
SIERRALEONE 22 1.2% . 17.1% 34,638
SOUALTA 45 1.6% B 8.8% €. 2.2%
SUDAN 200 47.8% 18.9% 3.08
TANZANIA 428 313.08 825.6% 29.6% 18.28
T0GO és 24.88 §5.6%
UGAKDA 186 3.2% 8.1%
ZAIRE 129 22.6% T H- 8.68 38.38

ZAMBIA 3¢, 81.8% 84.18 ¢. 87. 4.68 28.58

i PESs e aanciol Pyblic Entorprises; dofinttion does net include financial PEs of
. ;;’so::te spencies. Hostly, PEs listed sre governasnt mejerity-cuned; of theee, meat sre wholly owned
. gure .
¢. Of vhich soven PEs dorment In 1984, 1988; 11 PEe dormast in 31986,
d. Incliudes ?inenciel PEs,
o, Includes finenciel PEe,
1. 2400 group which roprosentes BEX of PE Lurasver,
8. PE CONTRIBUTION YD QOP: PE Greas Volus Added / CDP ot merket priecs.
b. Uanufaeturing PEs enly.
¢. For a acmple of 16 PEs.
d. For o sample of 29 PEs; abeut 805 of PE grecs valee eddad.
o. Dota excludos Uronium oxporting PE. .
€. Por @ seaplo of feur major PEa; about 818 of cimuletive government lanvestasat in PE secter.
9. Yenufacturing PEs only; neorly helf of PE grese value edded.
8. :E Mm‘.z.momc INVESTUENT: PE Gress Javestaaat / Totsl Grees Demsetic Inveutmont

.€. Eotimato for 1088,
d. For o osmple of 12 asjor onterpriess; asbout twoothirde ef PE greoss value added.

@. Fer o sample of two PEs: DININCO and Cums Volloy Woter Company.
7. “stimated on tho bonis of net finsncicl ressvrese ovailable te 2IMCO.

a. PE HARE OF FORMAL SECTOR EMPLOYMENT: Fermal sector implies wage lober though definition moy very.

bo “‘i“wo
¢. Estinste for agriculturel and industricl PEs.

d. Manv‘seturing PEs only.
e. PE SHARE OF DDMESTIC CREDIT: Domestic Credit (cloims en Gov't (mat), WPEs, privetes, and fin. imst.).

b. Nogative fipures iaply o lorge not govoraset surplus to contral bank.

¢. Short tora eredit oa'{,
a. PE SHARE OF EXTERNAL OEBT: PE Eaternal Debt Outstonding (D0D) / Official Exteran! Debt Outstanding (DSC:

Source: Africa's Publiec En Seetor and Bvidence of Reforms,
Daniel Swanson and Teferra Wolde-Semait Ho. 95, 1989, p. 3S.



The output of public enterprises as a share of country GDP provides a very useful
indicator of the importance of public enterprises in the economy. The
Report. 1988 provides a concise graph excerpted below illustrating the ghare of value added
as a portion of total output by state-owned-enterprises in selected developing countries (Table

3.1)

S S Rens he Sr1Lanka Pub Nterprise Adiustme (Report
No. 5351-CER, 1990) includes a table excerpted below which highlights public manufacturing
enterprise output as a percent of total output for nine subsectors such as food and beverages,
paper, and metals. A unique feature of this table is that it also includes data on public
enterprise 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 value added and investment

8 Vaiue added & investment

Zambia (1964)
Burma (1988)

Venezuela (1984)

Guvana11984)
Tumse 1 1983
Algera (1943
Maguccn 1 1983)
Turhey 11935)
Coungo 1 1943)
Tanzana  dandy
Chule ¢ 1eat8y
Banclodeah ¢ funty

Lortungal o Joolg)

Mesna (1g)
Brazd ( 1gYy
Philippries « 1wkl
Nopat 1 leud)
Comia Ruco 1 1%

Dwmnacan Republa: ¢« fot

Svwnes Weorkd Bonb and IMF data

Source: World Develmt Report
1988, p. 169
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neﬁnmdﬂmofpublicmpmaﬁemwyumofmemmy
including government expenditures, domestic credit markets, and external debt. Net financial
Mmm:mwummmmmmmmmmm
tax revenues from public enterprises, and higher borrowing and debt service requirements,
Analysis of the financial performance of public enterprises is therefore an important element
in PE reform planning.

The Tanzania report, Parastat i
No. 7100-TA, 1988), includesasummarytable exea'pted intheatachedappendxxwhich
aggregates the financial performance of parastatals during a three-year period (Table 4.1).
The most comprehensive sources of data on parastatal financial performance in Tanzania are
the sudits conducted.by the Tanzania Audit Corporation.. The data demonstrate a declining
trend in financial performance on average among parastatals. The annexes to the Tanzania
report include data on individual firms and firms by sector which allows for variations in

perfomance among firms to be observed.

Nlustrating the aggregate financial performance of parastatals can be useful in
monitoring the effect of macroeconomic adjustments, such as in: -ases in interest rates,
reductions in subsidies, and elimination of price controls. The aggregate data is most
informative when juxtaposed to sector-specific and firm-specific data that can be used to
determine more precisely the impact of adjustment measures. Also, the aggregate financial
performance data gives some indication of the strengths and weaknesses of the sector as a
whole and its financing needs. But aggregated profit and loss statements may not reflect
certain flows between governments and parastatals such as subsidies and transfers. Hence,
they are one of several instruments that can be used to assess the health of parastatals.
Efficiency measures discussed in subsequent sections of this review supplement data on
financial performance.

The Staff Appraisal Report for the Lganda Ente : Projest (Report
No. 9739-UG, 1wl)mammwwmmmmmpmﬁtm
loss for a sample of public enterprises (Table 4.2). Each firm is listed separately by sector,
and totals for each sector are noted. The advantage of the presentation of financial
performance data in this way is that is provides a quick summary of the financial status of the

semt Addmonddsmﬁwdmwidedh&emwmefomasindudedinthe
2 Re anda prepared by BMB for

the Ministry of Finance, November 1990), Among the data included (and excerpted below)
are net sales and net profits, current ratios, liquidity ratios, and retained profit and
depreciation (Tables 4.3, 4.4, 4.5, 4.6).
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Public Enterprise Financial Performance

" Table 4.1
AMZAIA; FINRANCIAL PERFORMANCE OF PARASTATALS ALDITED BY TANZANIA AUDIT
¥ ! CORPORATION, 1005-88

Parestatols uith - 208~ 8,976.8 218 2,034.9 390 8,811.4°
Profits

Parestatale wish 368 (919.2) in (2,994.4) 388 (1,883.9)
Lossee

tiet Prafit 283 $986.8 %4 (82.8) 884 1988.6

Leures: Teazonls Audle Corporscion Amaus] Roperts T —

SOURCE: Report on Parastatals.in.taﬂzagiai:Téwarda a Reform Program,

Report No. 7100-TA, 1988, p. 17
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Page 6 of 6
Table 4.6 )
« Botgingd Prolt and Dopsorstien of o Saxpls of P, 1983 + 1908 {U.$h. “000) . -
COM SECTOR worel  escee
L smaracnons secvoe
m Toswle &‘&. Nu ’ g
Sanaps W (13.8: ‘
Em hﬁm «l 3 ":‘
Coro. 8 ' o4
; Toal Co. fugande) i »
A, e “331 2.6’3: 19,616
Abicoa Sinsl Carp. 14 . ne ‘
dse loo and Sade Wesks tad 1.838 1,618
st P Satory 4 prod  lve el ‘il ases
Viors borg 388 Aap| ey
o0 feods d ”» 3 %4
o e " W e ssee
l-ﬂ.":d-pum o :';f &‘vg 6260 188
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5. Bublic Enterprise Efficiency

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. Analysis of the efficiency of public enterprises is
therefore an important ingredient for planning sector reforms and assessing subsequent

performance.

Partial indicators of publxc enterprise efficiency such as labor productivity and
incremental capital-output ratios provide a glnnpse of the eﬂ‘xctency of the pubhc enterprise
sector. The Tanzania Report, Para : g
No. 7100-TA, 1988), includes partxal mdicators of efﬂcnency for pnbhc and private firms in
the industrial sectos from- 1975-1979. As noted in the table excerpted below, selected .
indicators of labor productivity are consistently lower for the public sector vis a vis the

private sector (Table 5.1).

The approach provided in the Tanzania report can be useful in identifying redundant
labor in the parastatal sector and formulating plans for labor restructuring. 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, Re-Investing jn Stabilization and
(Report No. 9998-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 illustrating parastatal incremental capital output ratios. The
illustrations are particularly useful for their comparison of the performance of the parastatal

and private sectors (Table 5.3).

6421-EGT, 1987) mennﬁes aggregate mdu:ators of PE productmty mcludmg 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 stee! within the context of case studies on each

subsector (Table 5.5).

) rial Reco ,mcluduananalyslsof
value added and economic efﬁcxency in the ‘l'annma industrial parastatals and is limited to
data for 1984. The report identifies the percent of PEs in the industrial sector that provide
negative value added when all inputs are valued at world market prices. The table excerpted
below highlights the study findings that 54 percent of all parastatals in the industrial sector
produce negative value added, as compared to only 11 percent in the private sector (Table
5.6).

The advantage of this report’s approach is that it provides a more comprehensive
measure of industrial efficiency than indicators such as labor productivity. The uniqueness of
the Tanzania analysis is that it includes data on private sector value added which provides a

point of comparison for parastatal performance.
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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
Manhours Iﬁlﬂpl e 2,160.2 3,009.0
Labog c..l"p& !n:{oyu 13,490.0 8,355.8
Labor Cost per Maanhours 8.7 2.9
Ooutput-Labor Ratio 61,966.6 90,467.0
Output-Manhour Ratlo 19.0 31.2
Labor Cost/%otal Cost (2) 32.8 18.9
capittlwhlbct htio 2 ° 8 23 ° S
Capacity Utilization (3) 56.2 $0.2
Output-Capital Ratio 1.4 1.4
Size of Fimm - Employee per Umit 972.4 81.6
Capitsl per Uait (at 1000 per unit) 25,782.0 16,248.1

Sources

Semboja, op. cit.

Sou;ce: Report on Parastatals in Tanzania, Towards a Reform Program,

Report No., 7100 - TA, 1988, p. 19
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Table 5.2

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

1986 1987 1988 1989 1990  1986-90

Change in TFP o/
Private Sector 6.9 11 78 60 53 54
. Parestatals 4.5 20 A4S 1.9 4.8 1.7

Majority-Owned Emierprisess 6.6 18 47 ° 18 72 3.0
Minority-Owned Enterprises 33 16 09 27 47 12

Growth Rate of Value-Added b/
Private Sector ¢/ 102 102 102 102 102 10.2

Parastatals 2.9 90 SS9 94 235 59

Majority-Owned Enterprises 2. 106 7.1 120 20 68
MinorityOwnod Enterprises S0 19 05 34 $2 1.8

Growth Rate of Labor Inputs &/
Private Sector 50 §.4 43 10 42 40
Pasustatals . 1.8 1.4 6.4 13 0.9 23

Majority-Owned Enterprises 0.6 20 73 27 1.0 29
Minority-Owned Enterprises 45 04 38 36 09 1.0

Growth Rate of Capita} Inputs ¢/ ¢/
Private Sector 23 117 i2 63 S4 54
Pamstatals ¢/ 114 114 114 114 114 114

Majority-Owned Emterprises 153 183 153 1S3 153 153
Minority-Owned Enterprises 0.5 08 035 0SS o035 s

Change in TFP is caloulated as the difference between the rates of growth of value-added and

factor inputs (labor and eapitel) weighted by their income shares.

At factor ocat.

Perind svenape.

Weighted by their income shares. Lol o

Source: Kenya, Re-Investing in Stabilization and Growth Through Public Sector
Adjustment, Report No. 9998-KE, 1992

eeg ¢
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Table 5.3
Kenya
Parastatal and Economy-Wide ICORs Compered
196640

Ratilos

S EIE DR CD EEEE
PRI PP SRR ) s

)

T

196 197 198 1989 1%
Yeurs

Source: Kenya, Re-Investing in Stabilization and Growth Through Public Sector
Adjustment, Report No. 9998-KE, 1992

\
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Table 5.4
Egypt

-

ACCREGATE PRODUCTIVITY INDICATORS FOR PUBLIC COMPANIES

Indicators 1973-1983/84___1973-1979__ 1979-1983
lacremental Capital-Output
Rates (ICOR) 8.1 6.7 19.0
Marginal Productivity of
Clpitll (%) i1.0 15.0 5.0
- Averaco Labor !mzid:y...-.._-.. e e e immae e e
- cw=e (LBF1973-prices) -—-~-~ - -————-1027(1973) " —1814" mnr—-zzsrmww
Marginal Labor Productivity .
(1R/1973 prices) - 3086 433

SOURCE: Report No. 6421=EGT
Egypt: Review of the Finances of The Decentralized Public Sector
March 1987,

-
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Table 5.5
Egypt
__ Z0TAL FACTOR PRODUCTIVITY ANALYSIS FoR. _ _ _ . o, .

n PUBLIC COMPANTES 1973-1963/8%
(In Percentages)

- oo L S T S S Aot
1973-1979 1979-1983/84 1973-1983/84

Crowtn Rate of

- v‘lu"“ed 1107 loz 606

~ Labor imput 3.6 6.2 3.8

- Clpital 1"“‘ . . ‘07 700 606

Total factor productivity chasige 6.52 (=)6.63 1.37
Coantribuction to Value-added grovth by:

- Labor isput 15.0 i71.1 28.1

- Capital ioput 29.2 297.5 51.0

= Total factor productivity change $5.7 (~)369.1 20.0

Sougce: Egypt: Review of the Finances of The Decentralized Public Sector

March 1987, Report No. 6421-EGT.
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Table 5.6
Tanzaunia
rJ
e Qe

Domest egsource Cost /a8

Lass Greater than Infinicy
than O One [b _ (Neg lue sdd

Publie 22 26 84 100
Peivate 28 61 i1 100
Total 23 a7 S50 100

Ja Shortozun Demestic Resougce Cost:s cost of domestic factors
(labor and capital sssumed at sunk coot, shadow priced) for
generating ene unit of world priced value added calculated at
actual levels of cspacity utilizstion. Calculstions mede at
capacity rates attainable if forsign ezchange for recurrent
inputs weze not a constraint are mot significantly different.

I Ezeluding iafinitv. =

Source: Report on Parastatals in Tanzania, Towards A Reform Program

cited from Tanzania: An A% for Industrial Recovery,
Volume II, Table 13, p. 136,
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Ethiopia Technical Annex
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Nominal coefficlents oé protection can ‘be measured for specific

commodities or groups of cormodities. Groups of commodities may be a

particular activity within an eaterprise, or all of the putput of an
entesrprise. Using appropriate weigh:é. PCs can also be calculaced fos
groups of enterprises within a corporation, for industries or for a

broad sector such as manufacturing.
The .MPC is a gross measure of assiszance to a producer or acsivisy,
Bowever, production involves the processing of inputs. The cost of

inputs may also be inflated by tarifls and ocher forms of assistance %o

the suppliers of the iaputs. The activity may also raceive assistance

which does not change the domestic/world price ratio, eg subsidies.
What is needed is a net measure of assistance which takes into acoount
the effects of assistaace to outpuss, assistance to impuss and any

2ssissance 2 walue szdded,

The eflective coefficient of protection (SPC) is a measure of the net
assistance to an activity's outputs and inputs. It is defined as:

-

T7c » NValue added s: domestic prices - YaD2

Value added at world prices VAW?

issance 20 wvelue adiin

g
th
[ T
(1]
Qe
4]
"
n

-a
con

VaW? = Cutpuss 82 World prices - Inputs as wosld prices.

Slilerence tetween thns

. » .
- F 2 -w s ees & 2 . ‘e s rzauroans Smemiso o e . o -
oe ceow ‘e’ cow weel wode - > Swme e Seew -oor--é -woe - -ons o

esasumzables, ezergy and other utilisies, space parsis and meintenmance,

-

H o = I o iee Rl com * S gas 2 o 3 P
Torzlales and teshnliseal ssplssznze. Thus walue a2dfad Inmsluii: shi os=e -e
- - - > L . - -
- e - - s an < - -
a2 ::::-.3 oa ’.-::..-boo .-3:::: e -3;;:&- ;-‘;s ;::: cesadenl
» o . K3 s r3 ° L ] - - ey e > 2
oas e oo mao ow -, -
FoSSoT. UBT2..F AT 23 0T gotsible oo sszloulzte 2 32 Sz 2 sITSLTuaer

X3
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commodity, because of the dlfficul:y 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 ;han the NPC
because typically assis:ancé' levels increase with each stage of
processing so that assistance to inputs is less than assistance €0
1f the assistance to iaputs and outpuzs is equal, and there Is
no assistcance to value adding factors, then the N?C and the EPC are the
The relationship also depends on the share of value added in the
If the' vzlue added share is kigh then the E?

They are the same if the value added share is

outputs.

e

same.
value of output.

approaches the NPC.
one. As the value added share approaches zero, the ZPC can become very

(g

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 Iiacentives or
proteczion allows the returns to factors of production, including any
residual profits, to exceed or to fall short of the returns achievabdble
if the activity had to compete without any goverament in:e:véiti 2.t
Ranking by their E2Cs gives a rough iﬁdiéato:’ of how differen:
activities are favoured by the structure of'ptotection. A high Z?C
ranking suggests that the activity is celatively assisted by the
protection structure and that there are government c’ea'ed econcmic
incentives for rasources to move into that activity. Conversely 2 low
Z2C indicates that the activity dis relatively taxed, and that the

tsucture of protection has reduced its potential size. Whether or no:
the differential sicucture of incentives leazds 2o the.ineffizien: use of

scazce Zacsoss of production can be es: el using another messure, the

demestcic resource cost

. Sevezal Zliliigrent Z.aiinlis nave tesn Zevsosyel o salotuliie #5%e:
veces., Thev Biiffer grincizally in sheir treazmen: of non-csrzde
inpuzs. The Corzden = =-mi ‘-c-"- sesh inpguss wizh wvaluz 22,
implying that such inputs gain scxme of the benefi: from assis:s:

2o ghe goalvity. The Zslasse sathsd ;::-:ie them wizh echer impuis

= wries > esiimate & gpricze Zisgtoriion I them.  The Zalzss:
seckhod has Tesn u=ses In Shis stuldy.  The adwanmi:zge of-whis is thas
the same messure of vaoue added a: world prizes ctan be used far Yoin

- - -~ taed
292 gad 222 zaleunlasions.
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I1.2.1.2 Domestic resource costs

The domestic resource cost (DRC) is an indicator of the ne: foreign
exchange that resources can earn or save in a particular activizy. It
is defined as the ratio of domestic resources used in a acti ity,
app:opria:ely valued at their opportunity cost, to the value added

measured at international prices, i.e.

w! + k Tconomic cost of domestic labour and capi=al
- > .W

DRC = '
VAWP Value added at world prices

where (w) and (z) are the opportunity costs of labou' (1) and capical
(k), respectively. The difference between the numerator and the

deaominasor is the rzesidual surplus or loss. IZ the DRC is less than

one, the activisy is considered to be efficient because the cos: ol its

.
L od Bel
-soinee

primacy Zfacsors of production, when appropriately valued, is less
the value of the foreign exchange that it earas or saves .2 thsce Is 3

.

residual surplus. Conversely the more by which the DRC exceeds one, the
aore efficient the activity is at generatiag foreiga exchange, and

-00 - o

considerazion should be given to reallocating .."xe resourzes to some -

other agzivity, or to not increasing the resouzces fo. his pa-:‘cu’a'

activicy.

3efcre saiing any aszion, however, it lis. desiradle to raticnalise why 2
Rizgh. Ave tco many factors of production deing alliocstel
to & assivicy which yields a low value added at wcrld prices, ie the
operziicn is Zemoastradly uneconemic? Is these extess laisur emploreld

F - an -

oz iz chzre undesusiliszsicn &f czpizal? =3 the csashoologr &2
groducel spropriaze? Identificazion of the actual ssuszes of the

inefsiciency may enzdle inprovements to be made. It is possidle 2o

cacaloulzse he TFC =0 take azcsount ©fF scme ef chese fzctocs.

Smoe gszpizal eguipzment is Imsctallel there ey not b2 anmr sulzadle
azesnasive uses, particulssiy & stunesy like Ssalicpia witih 2 shaLldw
indusecisl Szse and few ;::i::e: ¢l =ost goeds.  Sush capitsl can b
segasisl =r o2 suni essss. It I3 Relpdul 2o amow I ks zosivwice i

ssmgmis i= the shors zunm. A Shorsterun ST ean e zalsulzsed.

- * . -
deiines &5 the zazis of the eorpposiunisy cast ©F labour o sthe val:
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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
pechaps there may be a case for immediate cessation of production, even
if the capital equipmeat is scrapped. More typically, however, the
short-run DRC is less than oqe; while the long=-sun DRC (which includes
the opportunity cost of capi:él in the numerator) is greater than one.
This suggests that production might continue during the economic life of
the capital eguipment, but serious consideration should be given to net

ceplacing the equipment, or examining whether there are other activities

where it might more economically be used.

I.2.1.3 Alternative environments

Is this study NPCs, Z?Cs aand long~run and short-run DRCs hawe been

estineted based on the structure of protaczion and the =cual opersticn

waeows

7. ‘These are referzred L0 28 benshman:

of enzerprises in 1535/3

estimsces.

l1ternative estimates heve also.beea made to identify the implicasions
of * fuller capacity utilisation by enterprises, of higher labour
productivity, and the effects of a devaluazidn of the exchange Tate.

- -

-

There is considerable uncertainty abouz the estinates oF the N3Cs for

scmie enterprises. The HFC is used $o calculate the wailue adled 2z werld
srices and so it elfects the walues ¢f the "IPC snd ehe IR3s. T
certalin entergrises, scme sensitivizy analysis for alsesnzzive weluss of
the UFC hes slsc besn uniasriaiken. $ pamcicular Inmzerest is now Rizk

. - mA e el
meS0 02 L. 22 TEIITYR N L. 2ITinLE BulEs

o™= nterprises tha: were covered Iin this study aze discusse

L X2

[29
§oe
3
(44
»
L]

s
- pyes e nh o~ ae
w28XT SLo=SesTLin.



5} .. “ _A_zpendix 5

Page 12 of 40

$.2.2 The Survev of Enterarises

A survey of seiec:ed public eaterprises was carried out to obtain
estinates of effective protection and domestic resource gosts. The
samplel ©0f 36 enterprises is listed ia Table I.1. Inizially 34
en:erprisés weze selected wiib.in six of the Corporations under the
control of the Ministry of Industry. During the main mission two more
enterprises were added: the Naseresh Tractor Factory, which is par: of
the Echiopian Mezal Works Corporation, and the Dire Dawa Mea: Canmning
Factory, which is part of the National Meat Corporation, contzolled by

the Ministry o Agriculture.

" The Ministry of Industry provided details of the quality and value of
cecmodity produczioa. demestic and export sales, inputs, and strucsura

data Sor each ensecprise for 1525-87. Seme of th ntecprises also
supp.ied addizional infcormation on eaploymen:s, capacisy wsilisasisn and
thelr wusagze of inpuss.” The data was czeviewed Sor cmissisns and

~

inconsistencies and to ensure that it had all been entered correcsl
into the worksheets. .

The sample provided very hizh cave:a;e' of activity ia the National
Leather and Shoe (‘.o:;o:a ion and gcod coverage of the National Textiles

Corporatzion, the National Chemicals Corporation aad the Ethiopian Mezal
works Corgerzasioxn. ASout 22 gper cant of astivity in the Nazismzl.

Severazes Corporaticn was covered, and only one (exposting e:‘.:e:;::’.:é

: ¥ 2 -l Sehd k4 [of -l L .
an eash o the ZIthicpian Focd Corpozasica and the Nasismal Mass
P4 - F F4 - T O > Qg. - . )
Corperzzicn.  Zstizztes of total ZX%s 2nd IRSs Sor the enmczespriszss is
e m: ® e mmamowam ;--: caw o' - -l -'n . am o nweow! e ~es mowz e o e sw
e-y.a W o me ot om e e coun -eon —mee & IS X3 - - ®er’e * comssmdee e + T, ‘w . .

€2 23T answ how the sample WIS Chosen. ot seems OTiantel sswmosia

anpeion ap eslenr oema greese aq.!---

» -
8:‘.;'.’;:.’..92 3-:8&‘-‘:’ Q”,-. Sasd we Saed repeae swee ..--2.-.
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A great deal of data is needed to estimate rates of protection and

DRCs. The data reguirements are shown schematically in Figure 1.1,

Serucsural data

The £irst step was to collect structural dats on the values of output,

intermediaze inputs and value added <for each ‘of the 35 publis

enterprises. To calculate DRCs, the value added must be decomposed int

labour azd capital costs and aay residual profit. The valu:s of each of

these items in 1986/87 is shown in Table I.2. a#m.tﬁw in which these

values were calculated is set out in Attachment A. The net value of

production was usad for the value of outpus.
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Universal Leather Articles had such large losses that their value added
was nrnegative, This means that numw _would have negative DRC
ommwnuno»up The value of their inputs is less thaa the value of their
outputs, and the opportunity cost of the factors of production. is’

ceater thaa their value added a: world prices. .
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Figure 1.1 - Scheratic Representation of Data Requirements to
Estimare Coefficients of Prosection znd Nowassic Pescurse Casts
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dezd ving est.ma:es of world prices for each commodity, which is by far
the hacdest ard most time consuming par:t in calculating ERPs and DRCs.

Ffor each cermodisy, an estimate of the corresponding world price was
required. Most of this work was done by World Bank staff using
international price daza for comparable products. This is not an easy
task. It is difficult to ensure that the products are comparable. Zven
if che pﬁysical specification appears similar there may de differences
ian quality.  Ideally, ccmparisons should be made with commodities
exported by countries with similar production technologies, but oiten
this is not pcssidle. 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 compariscns should be for the same time period if possitle,
and also :efe: o the sazme gecgraghic peint.  Thus tihe intesnsiionsl
gosd 2m2 maraes

price should include the cost of transpgoriing gocds to the same o
as supplied by the local producer. In Echiopia the appropriate poin: is
Addis Abada. Thus c.i.f. costs and inland freight should be include

Due to the cos:t of internal tran spo... Sthiopian producers prodadl

decive considerable natural protection, but this may be offset scmewhat
if imposted inputs are requirzed in the production process.
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is available.®2 This has beea done for some cormodities.

On the other hand, all prices are tightly comzrolled in Ethiopia so that
the available assistance may not be used by producers. The
£ a thrsiving private nazket for goods suggests that scme ¢f

muech of

existeance
the benefits of the assistance regime are appropristed by distributors

zather than producers. This means that the structure of proteczion

canno: be considered in

systen. Relaxstion ¢f price controls without changes to protection may

cantly assistance levels fcr Zthiopian producers, while

o o owd

isolaticn from the pricing and dissrzibusien

increase signifi
at the same time reducing the zs:*stzu:e-prcvxﬂed to distsibutors. This

could well be a desizable ou:ccae if it changed the relative iacentives

of producing and trading. -

“nouss a2z vworld arisas

The Marzitime and Transis Authorzisy providel dezzils of szriffs,

iscriminatory taxes and traaspor: costs for many imported inpuss. This
-l

iaformation was used to calculate accounting ratios (of local to wo
prices) for these inputs, and for comparadle d~~es:‘ca" prodiced
inputs, The intermational price should include the coss of transporsing

» oo 22 1 -t

the imported im=ct 20 the entesprise.
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consistent with what has been used in other studies, and for other

countcies.

Assistance to walue adding face c’s .

No explici: subsidies or other assistance to value adding factors were
identified, However, there may be some implicit subsidies Ior those

enterprises which export at a loss. I these losses were not
underwritten by the governmen: the experts woul.d not taxe plzace.

It isnot clear how this problem should be tacklel. Cne way would be to
allocated a subsidy equal to the lossas on export sales. This would
increase the enterprise’'s value added at private prices and hence its

SR?. Iz would not, however, influence the MNR? or the DRC.

wnere an enterprise sells on hoil expert wnd Somestic martikess, it mav
not be possible o apportion losses betwesn the twec catessrias of
mackets. IZ the profit on local sales is greater thaa the loss on
export ssles there may be no subsidy. ther the export sales ace cross
subsidised by the profitable:local sales. S ‘.

There were four enterprises which experted in <1936/87 aad which operazed
$

8% a loss. These wrrze Jdire Dawa Mea2t Caxzning, Addis Garmenst, Universal

leather Asticles and Massawa Sals, 3ut if it is assumed hez: these
gncerprisss were subsidlised, Low shsuld the Losses of thioses enterpsinss

which only supplisd the local mazke: be zreazed? Since 2l ¢f the

encerprisas sre pulliszally owned zhaw 2ould srpersze inmdafiniczelsr 2t :
-

jlo subsidies nave bDeen included Iin chese ess zes. The sosas
assistance 2 10ss ZaRking enterprises Zay ctherafore be undersczce:l.

o

2azics of she sociz. O shadow price, O oppsrzunity cos: (the terms ar
’ r’ 7 » 3.3
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These ratios are kaown as conversion factors. Separate factors wese
estimated for ‘different categories of labour, as shown in Table I.3.
The me:hodclcgy used to derive the conversion factors is swrmarised

Weiss (1987). - . g

Table I1.3: Converéion Factors for Labour Costs

Category of Labour Conversion Factor Assumed
Range Average

.

Unskilled Labous
- Rural 0.35-1.13% 0.55

Ucban 0.51-0.73% 0.65
Sxilled Ladour 1.2

Avezage for Manufacturing 0.70

a A range of reg‘o“a’ estimates.

Source: Weiss, opn. eic. . . .

A standard comversion factor of 0.75 was used for the prelimimary 2322

estizmates Zerived during sthe I8R Missica. Ideallw, however, &isffarzen:
estinstes should e used depending on the losaticn znd the skill mix of

(-3 aceryzrises. The availadble daza is se: out in Tadle 1I.4.
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gnsarprice Workers wages & Saleries
Va.ase of Pern.
Wages & - Ind. Sikilled Un- %Total Skilled Un- Tozal
Benelits vorkers skilled skilled
‘000 bisr Ho. Comme HO. weee> Ceon "000 BiPy ceee>
{ Zshiopian Spiee EPxzractlion 391 83 29 28 87 206 160 366
2 Dire Dawa Mast Canaing 879 417 n.a * ne.a
d Ambo Minessl Water 1638 214 3 288 b ¥ 443 366 809
4 Beabile Minersl Water €78 96 26 236 262 181 3as2 833
$ Addis Class & Botsie 333 221 84 202 287 430 356 796
§ Hazsr Scewery 1901 q n 401 472 $00 641 1254
7 awvash Winercy 1978 425 66 649 718 27 $81 808
8 Addis Garment 924 440 e 62 440 928 7 938
9 Adel Adada Yasn 6742 2377 2474 292 276¢ 328 28 3sé
30 aAxaki Texsziles 19690 6002 4520 1586 6076 10694 2406 23:90
2. QezXolisha Textile 3180 1378 134 832 1976 2029 671 2700
+2 Dire Dawe Textliles 20089 6587 6219 3:8 63537 18340 580 <572
23 Tehiogian Fidre Producss 3ns 1716 1287 479 1736 1689 479 2:438
14 Guolele Gasment 993 834 471 $0 £21 810 40 859
+$ Addis Tannery 910 353 f.a n.a
16 Auash Tannsry 2380 743 f.a f.8
17 Comtolohs Tannery 242 93 fn.e n.e
9 2ohiopia Pickiiag & Teaaing 781 237. 00 182 252 474 2:4 §33
19 Eshispizn Tannery s 873 n.a n.2
29 Modio Tannesy ‘801 230 f.a n.s
! Anbessa Shoe * 2039 809 383 190 743 19 . 21 130
22 Eshicpisn Tooswess 902 204 n.a fn.2
23 Zsziopian Rusber & Canvas Shee 3013 974 380 $90 970 i s$0 b3 24
24 Sikyz Abey Shoe 2983 (133 n.a 5.2
25 Universel Lescshaer Arsicles 489 169 f.s n.2
28 Zzaiopia Pplassics 1808 469 k)] 448 485 272 20258 2238
27 A¥dis Foen & Thesmoplasgtis 682 158 27 133 182 396 427 €22
8 Sullele Soep 634 164 28 160 188 188 344 829
<P Massewer Salt $03 147 € 134 149 64 733 7
S Tsedey paine 904 238 s 199 238 288 §09 233
3L Esslcpian I 5 Steel Foundsy 8T 436 b4 32 433 8436 2022 2343
22 KaLis. Mesa. Wosxks 208 287 193 45 238 11:19 K] 823
33 Xslfe Housenold Usensils 428 128 k[ 63 b 249 9 382
34 Xosoze Netal Tsols 894 172 159 a3 272 2 38 738
3% llezecesn TIrILTET AssesEly 854 138 2.3 2.8
S6 Werae Housendlit 5 S2f.se Furnicurve P31 $4 252 172 89 285 78T barg | a8t

%.2. m2T gTRiLslle.
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The gocial cost of canical

The social cost of capital of each eaterprise is the sum of-the cost of

the capital consumed plus the opportunity cost of that capital. The
cose of cipi:al consumed egquals the depreciation rate times the current

market value of the capital.

Time series data of the book values of fixed assets were obtained fronm

each enterprise. A series of investment each year was derived f{rom the

The investment values were revalued to 1986/87 using an

s o

t price index for private invesiment and replacing the accountin

book values.
impliei
depreciation rates by rates whicth more accurately reflect deteziorazion
ian the economic life of the asset. The estimated book values and market
values of capisal stocks in 1985/87 ZSor each enterprise and the
depreciation rates used aze skown in Table .5.% I S2ny cases the
cuzvent acket value is significantly greater than the book values.
This means that the social cost of capital is often siganificantly
greater than the privase coss which is takez to be the ac'"a‘
dep:ebia:ioa.allaued for by che e’prises ia theis accounts.

-

< an eaclier study of pgriculsuczal LaCs fo:-S:hiopiaz. the World 3anx
used g zaze of 12 per cexn: for the shadow prise capizal. (The shadew
;:ice is the highest cesurn S0 capital Ia the anext alternative

srestment. Weiss (1537), however, proposed a czte of 3 per cexnt £

the econcmic discount ca2te ¢  ‘opporsunity cost of ecapizal’ 3

"

”"

bat e .o %

& zzse ¢l 10 per cexnt hes been used Zfor chase TRC salculetions.  Cihes
things being egual, the higher the rate the higher will be the long-sun

> oo o0,
ST estimsces, sinmce =orze ©f che value added 2= social ;:i:es is

nee - 2 LY »
2oociduseile o the o082 &F capizal, leaving less Soc the zesiduzl.

s See WT Zegzor: ES8I-37, Catoes 2.0 &nd 2.2, P3. 22.=128. The imdax
wgs for ol ,e;:s 25778 2o LF2803T, The waluss we:: T, TTe, .,
§28, #8S, $7%, 2300, 21324, 33«4, 1978, 1145, 1222, and 123%.

2 Wozld Sank, “Ezhicpia = aAn Ixpor: aAsticn Progran’, Repor: YNo. SiIze

-nen - esem ,ia P
—e s wmes 2o Q.-.o..ogo. B, e
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-, - $ 54 ” wd 4 & 414 »d /8%
Capisal Stocks Depreciation PEstimated
Book Ree~ Rate Capacity
CORPCRATION/ Enserprise I Value valued * ysilisasion
. ‘000 Birr ‘000 bics ) )
ETTHIOPIAN FOOD CORPORATICH . .
3 Ethiopiaa Spice Exsraction 108 4189 9.7 82
HATIOHAL MEAT CORPORATION
2 Dice Dewa Meat Canain . 2088 338: 7.2 25°
ETHIOPIAN BEVERAGES CORPORATION
3. ambo Mineral Water 1178 9262 10.1 74
§ Addis Glass & Bottle 3477 5924 9.1 68
4 sar Arewesy 33997 47945 8.3 64
7 avash Winecy 2530 - 8076 $.0 33
NATIONAL TEXTILES CORPORATICH
8 addis Sarmens $47 32%0 8.2 26
9 adei Azeka Yarsn 13390 $.53% 7.7 92
=0 Akal Texsiles €838 44084 7.7 94
=i Ssmizclane Texuile 183339 +358%89 7.7 3
22 wize Dawa Texsile 23334 102434 7.7 93
+3 Bohiopien Fibre Predicss 3033 141890 7.7 76
14 Gullele Gasment 1512 23%0 8.2 30
NATZONAY LEATHER & SHOZ CORPORATION
25 acdis Taanesy . 707 | .2763 7.1 . a.a
s Avagh Taanesy 2134 . 8873 7.1 88
17 Cemboleha Taanesy 916 1082 1. * on.e
<8 Bhiopls Piskling & Tannisg . . 8 3043 7.2 fn.a
39 Eshiopian Tannery 8852 43106 7. n.s
20 Medio Tannery 1568 1790 ?.1 18
2. Antesse Shoe 1298 4730 7.% :
22 ZInispien Feeswess ) 576 3022 7.2 a.e
23 Binisg.an Ruszter & Canves Shse 3994 0932 Tes £3°
24 Tukur A=y Sns 322 337 T.l 5"
35 Tnivessel Leasnes Arzizles 2019 3:93 7.2 2’
NATTONAZ CTHIMITAL SCSRPTRARISY
$3 TenicpLe Poastis 3273 9854 8.2 k2]
ST AzS.3 Foam b Thesmsplssiis 2223 3 *.T bt 3
23 Seaemeoe S22 P 2 P -3 3.2 3
< Massavwe 3a.t cedd 24343 Te? 43
30 TseZay Paints 633 238 T2 40
STHIOPIAN WORXS CCRPCRATICH
2. Zenispian Izsn b Stesl 9454 b4 311 10.8 é0
20 Xeliss Met:il Wores .84 §532 8.2 A 3
32 Rslle Hoomensld Uiem3lls 373 (¥ 331 7.4 FTd
ie RETose malaL TIt.d ol 3 I -
I3 Neseresn TIASITIT Azismslt Y § Mg ¥ 4.2 2t
2t Weras H2J3ERSLZ b dllelad FT.rnalest E3d 1828 sl it

..
een8STi8N.
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Exchange rate’

The estimates of EPCs and DRCs were made using the official exchange
rate of 3.07 Birr to the $US. In the black market, exchange ra:es of &
Birr or miore to the SUS are quoted. The overvalued official exchange
rate increases the assistance needs and DRCs of Ethiopian producers.
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1.3 RSSULTS

I.3.1 Nominal and Effective Protection
The be-zc‘.ma"' estimates of N2?s and E2Ps are shown in Table I.5,
togethe: with estimates of the values of outputs, intermediate inaputs
and value added at private and social (economic) prices.

The results indicate great wvazizbiliiy in levels of protestion both
within aad between Corporations. All enterprises receive negative
output :ssistance for their export activities. Some of these exportin
enterprigses are profitadle even <though they receive low or small
negative rates of effective protection. Examples in this category

include Sthiopian Spice Zxcraction and tha 2anneries.

- % ‘ -n = -
Cther enterprizcs exgert 2@ loss. In some cases, the l3s3:t2: zre so
= w: : .
grea: thzy they exceed Zaltor parments. This produces a larze negstive

sease g:c*ozﬁ.c. Examples in this category dnclude Dire Dawa Mes:
Canning*, and Mzssawa Sale.

Py -
. .

The only other exporters of any siganificance ace the two gacmens

producess Iin the sample, Addis Garmenz axnd Gullele Germeme. Add:
Sarzent exporzed arosund wo~thicds cf i:s ocus S2csuse of shis iz is

.0 - + - . - . - .
estinizzel o Lzve & low nominzl rize &f PoOS2QTLSN 22722 zo. o it

precuszicn. The estimazel walue adled at world prices is nowaves TETE
-ow, plelding 2o elffective zaze i protecticsn of ower 230 ger zam:. IS
2 5ulsily a2l Tesnm Impulel o TUvar its L3323 onm o enTor: wislces. the
elfective raze woull have Deen mush Righes.  Sullele emprrzed zsousd oo

per cen: ¢ ouspus. For its cdcomestic sales che estimazed sase of

-

s - : Lo s .
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Thus, based on- the economic environment d4a 1986/87, eonly spice
extraction and tanning were viable expor:t activities within the sanple
of enterprises. In the case of spice extraction, the viability depends
on dianternational demand congiiiozs for i:s output aad local supply
conditions for inputs. Its value added per unit output is low. IZ the
input price rises relative to the price of its output it may be an
unprofitable activity, as has been the case in many past years. On the
other haand if it can obdtsin its supplies of peppers a8t edvantageous

prices it could easily become a highly assisted actiwvity. The £irm has
<&

indicated that there.might be scope f£ac it ‘to. achieve cost savings if it
could more closely integrate with its suppliess of domestic iaputs.

Turaing to the other activities, hopes have been expressed that scoe of

the ceomodities produced within the Zthiopian 3everzges Corporsticn have
-

- s < -
some expeos: posteatial. A litils wine and beer Is elreziy euporce

a: prices well below coszs of producsion. This indiczates thst

Brewesy and Awash Winery ace not economic, even though the estimasted NR?

and ER? Sor the latter ace low.l Two entezsprises, 3abile Mineral Water

and Addis Glass aad Boizle, have mnegative value addeds at wosld

prices. The effeccive rates £for the beverage producers” may be
underestimated. 3ecause of the poor bottling techmology, thece is a
potential danger of consumers swallowing glass slivers ia their droink.

o * . - - .
Eence the cdomestic preodust s infesior to the produc: used for ghe
A

internaticnac poice cooparisens.

- sldmencsd PTEP Sae - dampwe® ®°*2epne ¢ oaiemad (% wae apme * 3
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Within the National Textiles Corpuration, the estimates of assistance
are variable and in some instances surprisingly low. This could be due
to problems with price comparisons. There may .not have :been eaough
allowance for the generally lower quality of some textile products. Cn
the other hand the domestic pfice controls may hold down the production
textiles. Of the seven sampled enterprises, three had low
assiscance, two high EZ2Ps of greater than 100 per cent, while

price of

levels of
the other two had negative value added at world prices. One su:prising
ke generally high levels of input assistance faced by all bu:
represents a

resuls: is t
the exporting exnterprises. This' input assistance
significant implici: tax on potential exporters. In particular, a high

price is paid for cotton.

The National Leather and Shoe Corporation comprises a very efficient and
ecanonic tanmning sub-sector eand highly assisted grodusers of leather

producss. TFor tanning the ellzctive rates wese all less thaa 10 pes

s
ceat or negative. The tanneries obtain some beneiit from access to
hides and skins at slightly below world prices. This may not provide an
-“cent.ve to increase the supp y of skins and hides, whith is necessacy
if the tannerzies ate to increase their production. .The estimated

esfective rates for the production of shoés were a‘l over 100 per cext,
‘i*y of =h

-se

and even these estizmztes 2oy be too lew because the poe: g

-t

gamestic product =eszns tha: the (RAPs are poobadliy undesstat Thess
22
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As with chemicals, the assistance estimates were variable for
enterprises in the Ethiopian Metal Works Corp: ration. Scme of these
entesprises were estinated to have low or ne:.tive effeg:ive rates.
These numbers warzant fursthers ex ﬁiagtions.

The overall estimates of assistance should be interpreted with some

caution. Apart from the apparent anomalies outlined above; the average
figures imclude some of the nonsense values {or those enterprises wit!
calculated negative value added at world prices. The average level of

output sssistance was 23 per cent, while the average effective rate was

25 per cent.

T1.3.2 Domestic Resource Costs

The ovezall estimaz2 ¢f the lonmgerun IR Zor the 38 entarprises in
2985/87 was 0.22, while the corresponding shert-zun estimate was J.-3.
These numbers give weight to those enterprises with negative CI2Cs,

reflecting negative value addeds at world prices. If these six
enter p:ise31 are excluded the average long-rzun and, short-run DRCs beccae

0.65 and 0.4, rzespectively. - .

o

ia general the LT and Z2P estimaztes are well correlated. Eowevwer, scme

bl -t o Camom aw 3 S

enterprises wisth a kigh 222 mey nave 8 iong-zun AT of less than ome i

they are suffiziently profisable. Addls Toaxm and Thermoplzscicz, anl
waska Housenholl and O0Ifice Fusnituse ase examples of this.  Froliiss
cepresenzes cme-third and one-guarier, Taspactivelw, of shelr waluss of
suspas.

Conversely 2z lowly assisted actiwity :wy ngwe 8 .ong-zun IDRC of grezces

' - e 2 - - eapd T L L1 .‘ - -mes s c‘ F-9 - - 4
chan oxe if it has no: =made sufliczient provisicon for the repliacemen: of
S S - e Coemiliaale - - e $ - % -

fes cepizel sz, Zinicgicon Tammesy I such in anample.
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one or less, while the corrzespending number with shorz-sun IZRCs of one.
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greater than one, tamely 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 formuls where the denominator approaches

zero should always bde treated with caution. They are a:t least Z0Te

economic than the ence:pris‘es "wi:h negative value addeds.

At the Corporation Level, only the Ethiopian 3everages Corporation
recosded an average long-run DRC of grester than one.
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1.3.3 Sensitivity Analvsis

.1.3.3.1 Nominal rates of protection

In aay study of assistance, estimating 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 deterninant of the ZIR? and

the DRC.

Table I.7 shows for each public enterprise the nominal rate of oustpu:

p:otec:ion.:equi:ed; to yield an estimated long-run DRC of 1.0. It also

shows the corresponding short-run DRCs and ERPs, and, for comparison

purposes, the benchmark estimates of nominal rates.

While there may be uncertaiaty about the precise values of the nominal

rates, =here =&y be greater conmflilsnce that the rate is above Or telow e

cersaia level. ©Thus so lcng as it is believea tlhat the nominal ouspus

- o

rate for Ethiopia Plastic is less than 70 per ceat (compared with the
estimated race of - 12 per cent), there can be some confidence that it

is an economic activity in terms of its lomg-zuan DRC.

- .

Py .

IZ there is any uncertaiaty adous the‘values 0f any other variables tha:

eater into the caleculation of DRCs or ERPs, a sinilar sensitiviy

LY

nalysis czn be cacried ocus fo- those vaziadbles.

eaed

This sensizivicty analysis is of =os: interes:t Soc the exterprises in zh

B
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The sensitivity analysis -does not really clarify the position of
enterprises in the National Textiles Corporation. The nominal .rates

that give 8 long-run DRC of 1 are sometimes lower and sometinmes higher
In comparison with other studies, such as

72

than the estinmated rates.

the rates in this study are consideradbly lower than in

This would indicate that textile producers may not

\ .1
that by Mitikie~®,
those other studies.
be economic usercs of resources.

1.3.3.2 Cangzaicer utilisasion and effiziancy

For a variety of reasons, many of the enterprises ace unable to operate
full capacicy. <This section consicders the implications of this for

Jo
the enzerprises’ assistance reguirements and DRCs.

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

$

Measure intd the asgistance caleulasions.

(£
(1]

> + s
e 2 the maxiawem woLume

Capacizy is tszxen tdo be a technical measure ¢

output capable of being produced with the existing stock of capital

equipment. Usually it is based on a three-shif: operation. Production
NSSae amye 3 emen

typically favolves a secies of operations. Different czpital e.--,me“.

is used for esch operation. The capacity of each piece of capizal

. .
s .
~eed > a o -~ $ & wnloal < - o oW 1 -
eguizment might vary. The p-ece(s) of capizal equipment with the lowest
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of factors internal or exter£a1 to the firm? 1Internal £factors might
" include poor maintenance of equipment, bad layout, low productivity or
low quality. These internal facstors may, however, ceflec: exteraal
causes. Spares may be unavailable to undertake repairs and maintenance,
low productivity may be due t:.o a lack of trained labour, the poor
quality may be due to the quaiity of the purchased inputs, eg sluminium
for Kolfe household utensils. Other external causes include a shortage
of materials, or foreign exchange to purchase imperted materials or

73

spaves; sufficient labour may be unavailable - particularzly to operace

more than one shifc;
the going price-to justify operating at. full capacity.

or, of course, these may be insufificien: demand a:

.

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

of output, based on three shifts. Most ‘provided estinmates. The

appraach adopted wvarzied £rom enterprise to enterprise. <2 scme
instances cazzcicy was rsecztel to planning sargass. -s2 t2 cother

production constraints, which are recogaised in the planning process,
this would give a lower estimate of full capacity and imply a2 very high
level of capacity u:ilisntion. Mission staff also made scme estimates
which £illed ia many of the gaps. They a’so overlapped wish sczme of the
enterprise estinates. Genera.ly the two estimates weze close, bus

sometinmes the mission's estimates as significantly lower, eg fors

Zthiopizn 2Rubber and Canvas Shoe. The estinates are shown in
Table I.5. Zaterprise estimates were used when availszhle, unless ther
o whish szze ke

cios : : :
iflered signilficanziy fzom che Mission's estimzczas, in whis:

Ao

lattes were used. The distributicn of czpacisy utilisscion was &3 shown
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If an enterprise can operate at fu}l capacity, it will reduce the cost
of capital per unit output. This in turn will enable the enterprise ¢o
lower its output price or to increase profitabilicy, or some combination
both. IZ the firm is exporting as a price taker and/ar is operatisn
at low or negative profitabilisy the outcome might be to maintain

existing prices aand increase profits. If profit rates are already

satisfactory the lower costs might be passed on the consumers. (In
pracsise, with prices rising gemerally, increased cz2pac it/ utilisztion
may slow down the rate of price increase.) The actual outcome is
unclear and will depend on the circumstances of each enterprise and the

policy of the goverament.

Two alternzzive calculations can be made to illustrate the effects of

operatzing a: full capacity. The first calculation assumes thz: th
re.d

lower cost is reflected in higher profitability rather than chang

Jdamamge I %d

ces., This nmears that the unit values of outpuss and inpuss 2t

\1
.o.

priva:e and at socizl prices ace unchanged eand hence =nominzl and

elfective rates of protection stay the same as shown in Table I.6. Also

. the unit value added at social prices is unchanged. The total vslue
added at social p:ices does increase, however, due td the scale effezs:

& A 1,
ol extics produc:-oa. © The ccapcs-:ioﬁ of wvalue added also changes
.
.
; : . cos
because the extra ;:aduc:;on is achieved without the need for addicional
. : . ; 3 :
cezizal eguipment. <The shaze of capital in value 23Zed is reducel ani
< P K L] -on gy L] ] < - - :
~ence the estimsted lang-ren ZRT falls., “ne  shorterun TRT i
. o L3 2 . . -
unchanges. The effect on the long-run DRSS will depend on the shzse of
> L} 2 - o : L ] 3
Sapltal In wvalue azzef a: sociszl prices and on the level of capazisy
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.

weight 4f dits output is increased to reflect full capacit

utilisacion. 'To avoid these scale or compositional effects, long-Tun
DRCs which iacorperate full capacity utilisation have been estimated by
deflating the value of capi' al at social prices rather than by

increasing the values of all o.he. inputs, and the value of output.

‘For the second calculation it is assumed that the lower cost of capital
would be unlikely

o

s passed on to the custemer viz lower prices. (This

i the output is exporsed.) Since the r1d or social price of outpuss

is unchanged, the eifes: will be to reduce noninal and effective rates
*we walue added at social prices and the share of

Ll

ded are as in the first calculation so that tkhe

of prcotection.
capital in tha: value al
DRC escimaces are the sane as before.

The implications of these alternative calculasions ace demons=crated in
the example shown in TFigure 2.2, The bYenchmazx and full czzezicy

escimsces 0f assistance 2nd DRCs are shown in Table I.9. (Scxme & e
estinates for the Corporation sub-totals and the overall total will have
to be revised once the ousstanding capacizy utilisation data arce

obtained.) '

.
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is not the saviour £or 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 Dbetween
enterprises are ignored. Through these linkages lower production costs
for one enterprise should reduce inbu: costs, and hence assistance

needs, for user enterprises. These linkages would not affect estimates

of DRCs.

1.3.3.3 Labour productiv .

As with capacity utilisaziom, it is possible to adiust the benchmark
estizazes of DRCs and assistance to allow for the effects of lower
labour costs per uait ousput. Reducing lroour costs will lower both
long-run and short-zun DRC estimates. Nomunal and effective rates of
are only affected, however, iI producers pass on some of the

:
protestion

- » . I3 i - e 3 - .
2enafiss by lowering prices o comsumerss. I prolucters soe2 price tazars

While it 4is generally recognised that mos: of Ethiopia‘s . public

el e

exterprises employ moze ladour than might be necessacy to achieve their

Froduction targets, it is not easy to quantify the extent of this. Th

cose of ladour is noi only & Sunction of its gquantizy and price but also
the productivizsy ¢f cthat ladour., The price of lazdbour is szlresdy

tzRen 2coouns of in the Yanchmairtk esstimates.
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significantly. An al:e:m:.{ve iaterpretation is that they show the
additional bucden tha: must be borne by public enterprises through
saddling them with the dual responsibilities to produce goods and to
absord as nwuch labour as possible. 1If an important objecgive for the
manufacturing sector is emploménc gereration, the cost of labour over
and above’ that needed to produ;:e at minimum cost should be recognised as

a subsidy to labour rather than a subsidy to production.

A significan: improvement in productivity has besn assume Net
surprisingly, the implied benefits Zfor the performsnce of exnterprises
are consicderable,  especially when labour costs 2ce a large share of

total costs. Although the overall impact is similar to that for th

full capacity utilisation scenario, the distribution of effects accoss

enterprises is differeant.

- e

pastisular, scme enterprises wish Deachmazk SRss

-
taity arce pushed intdo the less thaa unisy oz the el ose o unisy
categories. <The former include EZthiopian Fibre Products and Scthiopian
Tannery, while the second category includes Ambo Mineral Water and
Sthiopian Footwear. The effect.ve rates Sor these fours entesrprises 2lso

£fall signifizantly.
Not surprisingly, the overall shors-zun ORC falls from 0.45 to 0.3,

while the average lomg-run IRC drops frem 0.82 o 0.57. The sves 23e

eZfective rzts of gprotectisn dreps siznifizansly 29 5§ per cecn:.
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RATES OF RETURN IN PUBLIC SECTOR INDUSTRY, 1980/81

e

{ndustcy Effective Rate of Protection Economic Rate of Return
Textiles
:gzm textiles -28.10 13.6
gool testiles 3.3 - is.1
Csrpets . 125.4 4.2
Food
Sugar -72.2 3.2
w‘ and essences "7’.3 nol
starch and yeast -88.4 45.0

. oils, soaps and detergents -93.3 1864
Processed vegetables -56.8 12.3
themicals
artificial fibres NVAKP -9.5
foo-edible oil WVAWD ~11.1
lesther and tamning -12.3 8.3
fetals
lres and steel 75.7 2.7

K m nlﬂ? ~2l.0
fo-ferrous metals 895.2 -3.1
Steel Pipes 647.1 -2.0
ferzrous castings |/ 4 -46.2
termics -205.6 -12.75
Gisa and glass 2615.2 =16.4

[

Igioeering
Stor vehicles AP -32.7
hilway carriages 16.8 17.3
licyeles and motorcycles 481.9 -3.2
Swr vehicle parts 3.4 11.9%
“istrisl electricsl products -32.5 52.6
“smer durables ~7.5 20.0
“wmer electronics 1885.4 «3.6 o

Source: Review of the Finances of the Decentralized Public Sector in Egypt, Report

No. 7831-EGT, 1989.
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Table 5.8

The Divergence between Economic and Finsncial Proficabiiit

- in Public Sector Iodustry, 1980/81

- Esonoxic Finan.:ial
Rate of Return kate of Return

" cotton Textiles 3.6 5.9
jate Products S.1 17.5
. oils, Scags & Detergents 16,6 -$5.6
m 3‘02 701
precessed Vegetables 12.3 2.2
. gfls and Ugsences 78.1 17.6
starch and Yeast 45.0 6.2
artificial Fibres -9.5 1.9
fios-edible Oils ~11.1 3.8
w .170‘ "w.’
Leatber and Tamning 8.3 &.1
Iron and Steel 2.7 10.9
Algminum -21.0 12.5
Nos-ferrous metals -3.1 15.5
Stes]l pires -2..0 18.9
Formed :.d shaped steel 6.4 11.7
¢+ PerTous castings -£%6.2 -$.7
! toed motor vehicles -32.7 -13.4
. Rallway carriages 17.3 12.1
Sicycles aad motorcycles -3.2 1.5
isduat electrical products 52.6 .6
! Kectrical cousumer durables 20.0 15.2
! Comsumer electronics =3.6 20.5
| Cormmics -12.8 2.4
: Chios and glass ~16.4 20.6

| - —_—

Source: Review of the Finances of the Decentrailized Public Sector 'in Egzg-t,
Report No. 7831-EGT, 1989.




6421-EGT, 1987), provides 8 qnantitatwe evaluanon of the impact of key polxcies 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.
'l'heutilityofmis analysis is its ability to demonstrate 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 THEE MACROECONOMIC PERFORMANCE OF

PUBLIC ENTERPRISES

jotreduction

8.1 A thorough reform of the NPE sector, as noted, constitutes a masjor
chailenge for Egypt. A comprebensive program of actim oeeds to be

isplemented vith immediate effect. Many of the ¢clements of tbe required
refcom progras were bighlighted in the previous chapter. The purpose of this
chspter is to provide a quantitative evaluation of the impect of key policy
changes oo the macroeconomic performance of pubiic enterprises. The

discession focuses on the outlook for NPE performance under the preseat policy
eovirenment. The ocutcome in this ‘reference path’ is mext compared with
gituations that result from a number of controlled policy experiments. That
is, each experiment counsiders the impsct of a change in caly ome policy
vacisble at a time. Jo the final experiment we illustrate the combined impact

of changes io these variadles.

facrceconomic Framework

4.2 The quantitative analysis of policy chsnges is based o an
economy-vide -odel using tke accoumting framework of a sccial accounting
matriz (3AM) 47, A basic characteristic of this model is its intermal
cousistency. This is s ssjor advantage becanse it ensures that the results in
ooe acxount are fully consistest with the ocutcoms in the other accounts.
soother notable feature is that many prices, including the free markst
exchenge rate, are determined endogencusly. A sharp distinctiocn is drawn
tetwaen public and private production by explicitly modelling the key
interventions affecting public production. Thms the determination of prices,
ths allocaticn of foreign exchange, investmsat program and use of finmancial
surpluses are different for public and private enterpriscs.

The Reference Rum

4.3 The idea of the reference run is to construct a base scemario which
uuwuumsmmcmmuuwh key policy

the sultiplicity of axchange rates, the presest pricing policy for pudblic
caterprises, the existing trade policy end the current fiacal policy are
retained io the reference run. 7The external eavircomsmt in the referemce rum,
and im all other experiments, is the same as presented ia the current country

y bn‘nlhqldn‘h“hﬂhamﬂurﬂnmnuudm

m: uuuq Pager, Lgype Divisica, Vorld Bask, ms.

Source: Review of the Finances of the Decentralized Public Sector for Egypt,
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economic report 1. The mqin assumpticns regasding the external esiviromment
and the policy framework :: the reference run are summarized io Tables &.1 and

b.2.

4.6 the projected des/ .opmeats in the nsticmal accounts under the
reference scenario are pre- ~uted io Table 4.3. The overall GDP shows an
average growth rate during b= estimation period of ouly 2.2% which is less
than the pcpulation growth :ste (2.51). This depressing growth prospect
reflects the sharp decline +: Egypt’s external circumstances coupled witk
ioadequate coapensatory pcl-cy seasures. In fact, the deterioration in
Egypt's terms of trade, lai ¢ly the consequence of the dip in the price of
oil, implies an even large: .eduction ia domestic iocome in the 1986/87 )
period. Thus, gross domest.: income (GDI) declines sharply ia 1985/86 and
1986/87 and tben registers s modest improveament based on a projected revival
is 0il prices. Public sectc: income falls faster thsn the private sector
income, chielly due to the /.rect impact of the reduction in oil export
iaocome, but also due o the 'ontinued inefficiency of public enterpriszes.

Iable 4.1: KEY ASSUMPTI' S ONDZRLYING MEDIUNM-TERM EXTERNAL ENVIRONMENT

]

Base Rate of Change (%)
_lev:l
19684 85 1985/86 1986/87 1987/88 1988/89 1989/90

Crude petroleun cutput

(-lOtm ) 53. ’ .203 707 ‘o' 0.0 0.0
Natural gas output

(al. tons) 3.2 21.9 7.7 19.0 20.0 20.0
Crude oil export price

(3’“’"1 ) 27.0 .”.0 .” .0 l’.ﬂ 1.5 oo 11 .0
Sorkers remittances

(current ‘ -10) 3496.0 «17.9 3.0 3.0 3.0 3.0
Suez Canal receipts

(current § ml.) 897.9 5.6 10.9 9.7 9.7 9.7
Net fon:l..p borrowings .

(current § al.) 3415.0 -28.0 -13.0a/ -21.0e/ 3.0 3.0
a/ Assumes repaymnt of arrears accumlstad up to 1985/86.

S T R

1/ uorld Bank See: Report No. 6.9>-GCT, Arab Repwdlic of Bgypt-Current

Economic Situatiom and Pconomic Reform Program , July 1986.
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Table 4.2: REFERENCE CASE POLICY ASSGPTIONS
- 8ase Year Nomioal Rate of Growth (%)

Value e e gt
1984/85 1985/86 1986/87 1987/88 1988/89 1959/90

=

commercial bank iocentive

‘exchange rate {LE/$) 1.25 6.0 6.0 6.0 6.0 6.0
Average Domestie Energy

price (LE/ton) a/ 41.0 15.0 15.0 12.0 12.0 12.0
Electricity price )

(nilliemes/kwh) 16.0 25.0 15.0 12.0 12.0 12.0
Cottop Procurement price

(1Z/toun) 585.0 15.0 12.0 10.0 8.0 8.0
Public Fixed

Investment (1€ ml.) 6122.0 0.0 «15.0 10.0 15.0 20.9

Share of private savings ’

sobilised by the ;

mm‘ “’ 7000 5.0 -300 "300 0.0 0.0

a/ Iucludes natural gas.

4.5 The finsacial performance of MPEs dstericrates further. Ihe overall
deficit videms from &% of GIP in 1984/8S, the base pericd, to 98 im 1986/87.
(See Table 4.4). This bappens evea though a sigaificent cut iz IMPE imvestuent
is assumed. The current surples (IS ssviang) woakess soticssdly, decliming
frem 9.2% in 1984/85 to less tham 6% in 1985/87. The maia factors
contributing to this include & fall ia ofl incoms, the inefficiency of NPEs
sod a faster increase in cost of prodecticon relative to cutput prices.

oil prices

Following a projected revival ia
small improvement in NPE surplus. Bovever. the ovaral! deficit remaing large.

4.6 mmamtmwhmm.wwm

burden (See Table 4.5). Despite a significant glow down ia public
expenditure, toe gross oaticsal fiscal deficit remmins large (17-20 percemt of
@P). The share of MPE in total deficit rises from 33X i 1984/85 to 42X ia

1989/90.



Zeble 8.3: GROVIE SCEMARIO IN THE REFERENCE PATE

(1o Percentages)

- -one
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GDP (at market prices) 1.1

Grosa domestic income -3.7
publie income -8.3
Private income 2.2
Exports 5.8
Imports -11.9

208
-4.6
-8.0

2.2

-4.3

2.5 2.3
2.9 3.3
2.5 2.1
3.3 3.6
2.0 3.7

2.3
3.4
z. 7
3.6
4.5
2.7

Average
1984/85~

1965/86  1986/87 1987/88 1988/89 1989/90 1989/90

‘Source: [BRD Projections

Table 4.4: NKRPE FIRANCIAL PERFORMANCE IN THE REFERENRCE PAXE

(2 of GDP)
A 1984/85 1985/86 1986/87 1987/88 1988/89 1989/90
Overall Surplus(e)

Mm‘(‘) °’0‘ -‘.0 "’ 01 -1 0‘ "’ .5 "‘o’
lovestmsnt ”-o 15.0 lSoO 1500 !5.5 15.9
Carrent m‘” 9.2 7.0 5.9 7.2 8.0 8.8
Source: IBRD Projections

Table 4.5: BUDCRTARY BUNDEN OF )PEs IN THE REFERTNCE PATE
(% of coP)

", 198A/85 1985/86 1965/87 1S67/83 1988/89 1989/90
Gross naticoal fiscal
deficit 23.9% n.? 2.3 18.4 12.5 17.0
lndgetery bdurden of NPEs 7.8 %.0 9.1 7.8 7.5 7.2
Sare of KPR daficit in
aationnl fiscel deficic (R) I3 Y | 43 42 43 &2

-

lcurcg: IEBD Projections
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4.7 Toe balance of paymruts pressure iatensifies further. This is
reflected in 8 substantial deprsciztion of the free market exchange rate (202

sonuslly) (see Table 4.6). A positive aspect of this, bowever, is the
st imulus to private exports. HNevertheless, the overall export performance

does 00t sbow much improvement because the share of private exports in total
exPOrts is very small. The official exchange rute applicable for public
exporters appreciates ino real terms gemersting am additionsal disincentive

factor.

Table 4.6: EXPORT PERFORMANCE AMD EXCHANGE RATES IN THE REFERENCE RON

1984/85~—1989/90
(somual asverage rate of change)

Jotal exports (ghnfe/volume) 6.6
Public sector exports(gtnfs/volume) 4.0
Private sector exports (giafs/volume) 17.0
Nomiosl free mmarket exchange rate

(sxoual rate of depreciation) 20.2
0fficial exchange rate

(ammual cate of depreciation) 7.6 .
Differential between domestic '

and international inflation 9.0
deighted sverage exchange rate

17.2

(amnual depreciatiom)

Source IBRD Projectious.

Policy Overview

4.8 In the previous chaptor ve presented ksy clemsats of s smcroeconomic

policy reform prograa required for improving MPR pecformance. Asoug those,
three specific measures constitute the backbone of a successfal reform

srograa. These are:
() Daification of the exchange rate. .

(ii) Adjustment iu domestic emergy pricas so as to close the gap
between domestic and world esergy prices by 1991/92.

(iii) Alloving prices in NPEs to be Jetermiced according to economic
efficiency.

The simmlation model is used first to amzlyse the affect of each of timse

three policy imitistives scperutely. The amalysis illustrates thet esch
ectioa will have strong positive ispect in some aress, but the total impact
aay @ot be very large. Ono the other hend, the amslysis in the simmlation

s



that allows all three policies to
i{ndicates thot the policies reinforce each o
isprowmeat in terss of botb growth proepects snd macroeconomic
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te¢ isplemented simultsnecusly
ther and, therefore, yield a large

balances. The

ssin sessage is that a comprebensive reform program will be needed to achieve
a substaatial rsmprovemeat in the macroeconomic performsnce of Egypt's pudblic

enterprises.

Gnificaticn of the Exchange Rate

4.9 The impact of the wmification of the exchange rate oca the

sscroeconomic performance of NPEs in the sedium-ters is summsrized in Table

4.]. The growth prospeets improve following.the umification of the exchange
rate. T GDP grows by 3.32 sonually over the projection period cospared

Table 4.7: MEDIUN-TERM IMPACT OF THE UNIFICATION OF

THE EXCHANGE RATE, 1984/85 - 1989/90

Reference Case Exchenge Rate
Scomario

(Anousl adversge Growth Rates)

GoP (at f.c.)

[r 1) ¢

Exchange cate depreciation
Total exports (ghnfs)
Public exports (gtafs)
Privates exports (gtafs)
Impocts (gtafs)

Ccusumer price index
P“blic income (.t foeo)
Private income (at f.c.)

MPE current surplus

NPE budgetary burden
Overall saticoal fiscal defiecit

2.2
0.2
17.2
6.6
4.0
17.0
-1.8
13.7
1.0
3.3

(R of CDP, ond of period)

8.8
8.4
17.2

3.3
2.9
11.2
9.5
9.1
11.4
=1.5
10.7
3.6
2.7

9.3
8.2
16.5

Source: IBRD Projections
vith 2.2 in the reference rum.

the 9 exports dus to an over-valued official exchange rate.

The main impetus to growth comes from the
public sector. The snificatisn of the exchange rate removes the bias against

Thus, NPE

exports grov faster which in turn improve PR incoms and sgving. The balance
as reflected in a slover depreciation of

the exchange rate (11.2% sunumally compared vith 17.28 in the refereace case).

4.10 Although moat variables improve, the impact, in mmny instances, is
smmll. JNor exssple, the NPE's budgetary burden ia 1909/90 falls smrginally

from 4.42 of GOP in the refercnce case to 4.28. Simtlarly, the owrall

saticoal fiscal daficit shows an improvemest of caly 0.7 of GIiR. anotber
prodblem is that private sector’s iacome grows slowsr thaa in the referecce

of psymeats gituation also
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case. This heppens dus to two faectors. First, the wnified exchenge rate
depreciates much lese compared with the free market rate in the referecce
scenario, causiog a slower growth in private exports and income. Secondly,
despite the reduction in privete income, the Coverument cootinues to moblize
the same proportion of private saving as previously, causing a crowding out

effect on private icvestsent.

gnergy Price Reform
a.11 The medium—term impact of an increase ia domestic emergy prices, such

that the gap between world snd domestic emergy prices is closed by 1391/92, is
shown in Teble 4.8. The reformof the energy prices has a substantial
positive effect on NPE surplus and the naticnal budget. Thus the IXE surplus
in 1989/90 surges to 12.6% of GDP compered with 8.82 in tbe reference case.
the large iocresase in NPE surplus obtains from the combioed effects of a
larger reveanue from domestic consumption of emergy as well ss bigher revenue
from energy exports due to a slower growth in domestic consumption. The
iocresse in NPE surplus improves its fiscal contribution so that its budgetary
burden and the overall national fiscal defict both fall significantiy. The
other motable positive effect is co the balance of payments. The exchange
rate in the free market depreciates such less compared with the reference case
due to the lsrger availsbility of foreign exchenge in the official pool which

reduces the presaure oc the free market.

.12 Tee impact oo overall economic growth, although positive, is small.
The public sector’s income does grov moticeably (3.3% compered with 1.0% in
the reference case) but the private sector‘s income grows relstively less,

Iable 4.8: MEDIUM-TERN DPACT OF AN ENERCY
PRICE REFORNM, 1984/85 - 1989/90

Reference _ Eoergy Price
Case - Reform Csse
Annual Average Growth Rates

r (.t foc.) 2.2 3.0
- 1) § 0.2 1.1
Exchange rate depreciation .

- o‘f‘cm 7.‘ 70‘
- free merket 20.2 10.0
- weighted average 17.2 8.3
Jotal exports 6.6 16.1
Public exports (gtafs) . 4.0 9.6
Private exports (giafs) 17.0 13.0
m (MB) -1.8 0.5
Consumer price index 13.7 9.9
deblic income (at f£.c.) «1.0 3
Private income (at f.c.) a3 2.6

C of &P ot end of period)

R current surplus 2.8 12.6
% budgetary burden &4 1.2
Orazall sstionel fiscal deficit 17.2 15.1

Source: IERD projecticus.
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effect of govermment borrovings.t

public_Sector Priciag Reform

4.13 The sedium-term effects of a public sector gpricing reform, which
allows all NPE prices, except energy, to be determined according to ecomomic
efficiency, are depicted in Table 4.9. The varisbles that regpond positively

to this

Table &4.9: MEDIUM-TERM IMPACT OF PUBLIC SECTOR
PRICING REFORNM, 1984/85-1989/90

Reference Public Sector
Case Pricing Reform Cese
Annual Average Growth Rates
[~ 4 (‘t foCo) 2.2 2.5
[~ 1} § 0.2 0.5
Exchange rate depreciation
-official 7.6 7.6
-free market 20.2 17.1
-weighted average 17.2° 13.1
Consmmer price index 13.7° 12.4
Total exports (g & nfs) 6.6 6.2
Public exports (g & afs) 5.0 4.0
Private exports (g & ofs) 17.0 15.0 .
m -10' "'107
Public income (at f.c.) ' 1.0 2.0
Private income (at f.c.) 3.3 3.1
(% of P, end of period)
IPE current surplus 8.8 10.0
PE budgetary burden 8.4 3.3
Overnl]l oational fiscal deficit 17.2 16.7

Source: IBRD projections

policy change are NPZ surplus, the budgetary burdenm of NPE and the sational
fiscal deficit. The economy’s growth prospects also isprowe but caly
wmrginally. The positive ispact of this reforms ca public sectors output
grovth is ssaller compared vwith the previous two simulations. By freeing
prices, the efficiency of public productica improves but the stimulus through
increased exports, as in the earlier simulations, is mot available because
there is oo change in the exchange rate policy or in epergy prices. There is
also & small positive effect ou the balance of psymsnts. As & consequsnce of
price flexibility and its impact on demsnd, ths efficient public producers




Appendix 6
Page 9 of 11

ey ;e Smb

89

Combised Pol Reform
8.18 Sslov we report the results of a eod»i.aod policy package that include
the following elements:

(i) unification of the exchange rate;
. {3i) incresse io domestic energy prices so as to close the gap between

world and domestic energy prices by 1991/923
(ii1) a reform of NPE pricing policy such that prices are fully flexible;

(iv) a slowdown in the goverameat borrowings from the private sector io
response to the improvement in the overall budget deficit;
(v) removing all restrictions from public and private sector exports,

except cottons. *
(vi) allowing a smaller decline in public investsent relative to the

base rumn.
For ease of refercnce, the key policy assumptions in the combined policy case
are compared with the reference case in Table 4.10. The Government has

already made progress in sany of the sbove policy areas. However, the effort
bes to be considerably stremgthened in terms of eospnhmim. saguitude

and the pace of implementatioca.
Yable 4.10: ASSUMPTIONS UMDERLYING THE COMBINED POLICY PACKAGE

Reference lase Combined Policv Case
Trade Pol
Exchsnge Rate Dual Exchange Systems Onified and Flexible
Exchange Systes

Cospulgory surreander Ho surrender require~
requirements for all sent, except for
agricultural exports cotton.

Public Seetor Pric Prices beced oa Pricss based oa
sverage variable cost margisal cost

Export Restrictions

Energy Pricing
(Acnual average growth rate)

0il sed gas (2) af
Electricity (2) 15 o/
Fiscal Policy
Share of private savings §9-65 »/ 69-4S b/
sobilized by Governmsat (2)

Public fimed investment
(% of &) 19-16 b/

af Botvecs 1966/87 and 1989/90.
}/ The walues in the Dase year (1984/85) and the finel year( 1589/%

sespectively.

&6
35

R

19-18 b/

'
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.,15 The positive impact of the combinsd policy package is gudstantial.

1 GDP grows at 5.12 sunually compared with 2.1% in the reference
Botk public and private iaccmes grov sigunificantly faster compared with
fereace run. The drasmtic improvement in the public sector‘s income
1 to a much higher NPE saving (reaching 13.0% of CDP ia 1939/90 compared
vith 8.8% in the reference run, which ia taru causes a significant reductioan
budgetary burden. The national fiscal detficit falls sharply from 17.22
P in 1989/90 in the reference rum to 12.4Z, despite a larger pudblic
tment, because of a larger fiscal contribution of NPEs. The balance of
ats aiso improves, as reflected ia the slower depreciation of the

Table &.1k: MEDLiUN-TERN IMPACT OF COMBINED POLICY SCENARIO,

© 1984/85-1989/90
- Reference Public Sector
Cese Pric Reform Case
Annual Aversge Growvth Rates
o? (at f.c.) 2.1 S.1
-1.1 -3.6
fxchatige rate deprecistion 17.2 11.8
’dc‘ i“a 1307 1108
fotal exports (g & nfs) 6.6 13.6
y ”m (‘ & Ifl) 4.0 13.0
trivate exports (g & afs) 17.0 15.1
m“ ’ "108 1-3‘/
b income (at f.c.) 1.0 S.7
i income (ﬂt foeo) 3.3 4.5
(2 of GDP, end of period)
®E ) 4 .urPl“ 8.8 1300
£ buigetary burden 4.4 2.6
saticual fiscal deficit 17.2 12.4

Ssarce IBED projections
o sverage growvth zate is A.9% over the period 1965/86-1989/90

416 The factors coatributing to the favcrable results in the combined
plicy scemario are as follows. First, the public secter pricing and other
reforms improve the efficiency of public producticom. The sarginal
woductivity of both labor and capitsl rise. Second, the emergy price reform
ad the wmification of the exchange rate both provide significant impetus to
mblic » vhich i3 turn boosts public sector ocutput. The combined
+ dfects of a faster gosxth in output, relatiwely higher cutput prices and the
wrplus obtained from higher energy prices generats s scbstaatial improvement
ia g lus and national budgetary revenues. 7The larger public saving
Ulowg both & higher level of pubiic investmmmt and lower goveroment
from the privats sector. The former provides ths third chemmel for
in public eaterprise output. IThe lsttsr releases rescurces for

)
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eiditional private investment, which in tutn contridbutes to a higher level of
output in the p-ivate sector (see Table 4.12). The private sector also
penefite rrom the elimination of compulsory surrender requirements for

“ricutuul exports, excludiag cotton.
Table 4.12: SAVING-INVESTMENT BALANCE [N THE COMBINED POLICY CASE

- Reference Case Combined Policy Case
1984/85 1989790 1984/85 1989/90
(As a 2 of GDP)
NPE Saviag 9.2 8.8~ 9.2 13.0
1PE luvestaent 17.0 15.5 17.0 16.4
"‘ utic‘: -708 .607 -708 -30~
otber publc saviag -9.1 -8.6 -9.1 -%.2
other public iavestment 6.6 1.9 6.6 4.8
other public deficit -15.7 «10.5 -15.7 -9.0
totl.l mlic “‘ic‘t -?3.5 -1702 «23.5 -12.4
private saving 16.3 17.0 16.3 16.2
private investment 6.7 6.2 6.7 8.8
private surplus 9.6 16.8 9.6 5.4
Foreign saving 13.6 7.0 13.6 7.1

Source: IBRD projections

Conclusion

8.17 The current weak sacroecooomic performsnce of Egypt‘'s NPEs does not
constitute an ingsurmountabdle problem. As {llustrated above, through
spproprisate policy reforms, the economic impact of NPEs can be substantially
isproved. The challenge for policy mskers is to take bold initiatives and
qickly isplement a comprebensive economic reform program which has elements
sinilar to those discussed in chapter 3. Ilndeed, without s major reform of
the existing policy framework there csa be little bope for a reviwal in NPEs’
meroeconomic parformsnce. Howewer, while the mscrosconomic adjustment i3 a
prerequisite for s succascful zeform of the public emterprises, there is
significant roos for productivity improvesents through emterprise specific
wtions. These improvements can be brought about throuwgh changes im
cutput-mix, raising the level of labor skills, providisg incentive payments,
wpgrading the lewel of techmology, more aggressive macketing techeiques and

isproved msnagesent skills.




Public enterprises usually account for a significant share of total investment in
borrowing countries. Because the extent of PE investment varies from as much as 80 percent
of total investment in Zambia to less than 10 percent in the Dominican Republic, it is
important that reform efforts proceed with accurate data on the role of public enterprises in

country investment.

ommon Moracceg, 18sue : ; : y )
10157 ‘MOR’ 1992), illustrates the imponance of PE investment relatxve to the private sector

and other public entities. Pie charts and bar graphs excerpted below show trends in the
compogition of investment in the economy from 1982-1989 (Table 7.1). Public and private
sector. investment is disaggregated, and within public sector investment, PEs’ and central and
local government share of total investment is highlighted (Table 7.2).

No. 7100-TA, 1988), includes tmﬁguresthatdepicttrends mﬁxed upita\ formanonfrom
1971-1985. Text tables which are included below in this review identify the government’s
paid«upshaeapinlmmmabmlmemmmdasapmentofwmlshuuapinlby
gector: financial institutions, national resources/tourism, communications and works,
agriculture and livestock, energy and minerals, industries and trade (Table 7.3).

: D ‘ No. 7774-SE, 1989), presents another
waymhxgnlightl’l-:invesunem. Table74bdowidennﬁesthelevelofmtalplanned
government investment as part of the three-year investment program for all major sectors, as
well as the portion of total sector investment accounted for by PEs.
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Morocco -
Table 7.2
@Gross Fixed Capital Formation
ne of QOP
10% - ,
usq' T o7 - I
e o Bl ~
BB :
s% -k 4IRITB
1H( 1 |l §
A N 11 BN AN
4% (| BN | B\ §\\ : \\ I\
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TABLE 7.3
" Tanzania

COVERNMENT? SHAREHOLDING IN PARASTATALS, JUNE 30, 1986

Paid up Share Capital Percent

- - (ISh. Million of Tota
Financisl Institutions 408.7 4.6
National Resources/Tourism 637.6 7.2
Communications and Works 626.8 7.1
Agriculture & Livestock 1228.3 24.0
Energy & Minezals 3249.7 36.9
Industries & Trads 2636.3 30.2
TOTAL SEARE CAPITAL 8.805.6 100.0

Source: Ministry of Pinsnce, Treasury Registrar., Tanzania

Source: Report on Parastatals in Tanzania, Towards A Reform Program

Report No. 7100-TA, 1988, p. 7
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Public enterprises finance their investments and operations by direct and indirect
government transfers, by inter-public enterprise debt, and by borrowing externally and
internally. Government guarantees of public enterprise debt and interagency arrears are
indirect flows that do not appear in government budgets. A flow of funds analysis depicts the

transfer of funds that occurs between government and public enterprises.

I jhana, (Report No. 10048-GH, 1991),
pmvxdesawmprehmsiveualyxisofthedkectmdindkeaﬂnmialﬂowsbmeen

government and public enterprises and summarizes the budgetary burdens associated with
governtent support of PEs. As noted in Tables 8.1 and 8.2 included below, the Ghana

report disaggregates:

- direct flows from government to public enterprises
(including subveations, equity contributions, and loans);

- indirect government flows to public enterprises (including tax
arrears, tax exemptions, dividend arrears, and payments
by government due to defaults on guaranteed loans); and

- direct flows fom public enterprises to government (direct
taxes paid, dividends paid, and loan repayments).

The data is provided in current and constant cedis and trends can be observed from

1985-89. Summary tables present the figures in a very transparent manner. Annex III of the
sector report discusses data issues on financial flows in greater detail.

The advantage of the Ghana report is that it highlights trends in indirect as well as
direct flows between government and PEs. The inclusion of both flows is important because

governments may reduce direct subsidies to PEs, but the financial burden on government
could remain the same or increase if governments assume a larger share of PE debt, which is
an indirect flow to PE. Also, the transpareacy of financial flows is important for assessing
the actual impact of the public enterprise sector on government budgets and for determining
the actual impact of reforms whose aim is to limit PE dependency on the government.

byBMBﬁ)tﬂmeisuyomeee,NmmbuIM),domimu-pubucmapnsedebt
(Table 8.3). The utility of this data is that it provides a more comprehensive picture of PE
financial flows beyond that which is included in a flow of funds analysis betweca governments

and public enterprises.
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Table 8.1

2. Equity contributions 192 100 148 206 101
3. Loans 250 1854 e 342 4997
Total direct flows from

Government to PEs 1122 3260 3034 3061 4958
Erom PEs to Government

1. Direct taxes paid M 646 648 300 0
2. Dividends paid 0 4 15 39 15
3. Loan repayment 0 0 0 b1} u
Total direct flows from

PEs to Government 334 630 3 a 3
Net direct outflow from '
Government ¢o P5¢ 788 2610 1% 2639 460
B.Indirect lows

Erom Government to PEs

1. Tax srrears 404 2610 746 212 5697
2. Tex exemptions 215 3660 ™3 4026 11467
3. Dividend arresrs 95 687 927 61S 1697
4. Payment by govt.

due to defaults cn '
guaranteed loans 104 536 1663 2128 4011

Total indirect flows

from govt. to PEs 818 7493 11259 8981 22872
Net outflow from govt,
to PEs 1606 10163 129 120482 27830
Total Government
expenditures 8704 95587 100918 147019 162974

SOURCE: mmuwuhmdmamm the Office of
thMM&MWMﬂ&MWW

Source: The Public Enterprise Sector Review for Ghana, Report No. 10048-GH, 1991.
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Table 8.2

) Du-a taxes 334 s18 72 131
0 ] ®
0 0 0

3
oo

?

1788

E n
E #
B

1. Tex arvears 2191

2. Tex exemptions
3. Dividend arreans

4. Paymsnt by gove.
due to defzulis on

guarantesd Joans

304
Teotal indirect flows
from govt. ¢o ¥Es - - 818

Net outfiow from sovi,
$0.XEs

1806
Tetal Government

expenditures L4
SOURCE: Estisnated from dats provided by the snd Economic Planning, the Office of
e Controller and Accountant General, the Internal Sesvics and the State enterprises Commission

Source: The Public Enterprise Sector Review for Ghana, Report No. 10048-GH, 1991.
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Table 8.3
_intersd8 Dobt o3 ot End December 1989 (U.Sh. ‘000 , UGANDA
‘ Total Claims PEs :
Name of Enterprise By PE On PE Net cloim !
icon Ceramias Co.id o 6,01 6.011
ricuitural Emorprses Lid 9,174 4,015 51594
Blenden (Uganda) Ud 0 7,581 (7.581
Cable Carp. Uid 18,007 0 18,007
(Cofloe Markating Board 38,920 288,881 (249,961]]
ﬁ* 1 Alricen Diailieries Ud 0 34,519 (34,519)
Foods and Baveroges Lid 0 663,378 (663,378
it Markoting Board . ] 68,912 (68,912]
INational Howsing and Consiruction Corp. 6,206 6,206
INtional Sacial Security Fund 15,559 2,127 13,432
INilo Brawerias Ud 0 9.434 (9.434)
glo Hotel Ld 18,641 28,735 (10,094}
; anzo Textiles indusiry Ld (NYT) 19,176 130,842 (111,686]
iPapco indusiries Ud 1,219 6,710 (5.491]
Produce Marketing Baard 0 79,278 {79.278]
fShell (Uganda) Ld 272,187 1,816 270,341 |l
[Suga Corp. of Ugenda Lid 11,658 12,350 {692}
' rarsoceon (Uganda) Lid 657,118 0 657,115
Ugando Aidines Corp. 37,659 212,894 (175,235}
fUgenda Blonket Monufacturers Uid 0 2,132 (2.132]
ugando Consclidased Properties Lid 45,225 5,644 39,5811
Jugando Developmont Corp. 118,733 22,210 96,523
fuganda Electricity Boord 40,901 69,045 (28,144)]
igando Genarol Merchandise 1 0 10.214 (10:214]
i do Grain Milling Co. Ud 1,500 37,930 {36,430}
Uganda Hordwares Lid o 11,531 (11,531
Ugonda Hotel Lid 5,186 13,838 (8.6521
HUigande Lecther and Tenving indusy d (LAY 0 16,193 (16,193]]
lugando Meat Pocken Ud 0 16,231 (16,221}
[Uganda Meral Praducts and Enamelling Co (TUMPECO) ) 10,897 110,897)]
Ugando Matons Ud 84 8,078 (7,994}
iw aonda Phormoceuticals Lid 0 3,940 (3.9‘0“
iUganda Poats ond Telocommunications Corp. 225,698 49,116 176,782
Ugonda Reibways Corp. 367,165 44,554 322611
figando Teo Authonty 0 2,110 (2,110]
luganda Trarspen Corp. 0 14,600 (14,609
i ited Gomen Induatries 7 (UGR) 0 14,408 {14,408}
| Tod __1910183] 1910183 ol
Notes:
1. All PEs were requasiod to provide dota on inter-PE debt; 37 PEs respondad.
2. This schadule includes all daims of over USh. 1,000 actilied by the PEs.
3. Where thore was @ difference betwesn o PEs o 1o the tize of o doim, the higher figure was wed.
Source: Public Enterprise Administrative Reform and Planning Study for Uganda,

Ministry of Finance (prepared by BMB), 1990.

’ ’ .




In countries such as Morocco where local governments play a relatively important role
in the public sector, the flow of funds between public enterprises and government should
reflect the interdependence of the uses and sources of funds between public enterprises and the
central government and local governments.

The Morocco draft report, Jssues and Prospects in the Public Sector (Report No.
10157-MOR, 1992), includes analyses that illustrate the web of financial flows among the

central government, local governmeats, and PEs. The diagrams in the text (Tables 9.1, 9.2,
and 9.3) highlight the importance of the PE sector as a major sources of funds for central and

local governments, and highlight the fact that changes in one sector could have significant
consequences for the financing of another part of the public sector or the public sector as a
whole. .

The importance of the Morocco flow of funds analysis is that macroeconomic policies
aimed at improving the financial condition of either the central or local governments or public
enterprises, could have a significant impact on another branch. These fiscal interdependencies
need to be known for purposes of macroeconomic policy planning. If under a reform plan
PEs are no longer granted tax concessions, PEs may pay lower dividends and require larger
subsidies from the central government. Greater budgetary burden on the central government
could preclude necessary transfers to local governments.

The following is a description of the construction of a flow of funds matrix for
Morocco. This model is included here as an illustration for possible adaptation to other
countries,
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9, FLOWS OF FUNDS BETWEEN PUBLIC ENTERPRISES
AND CENTRAL AND LOCAL GOVERNMENTS

Il. SAVINGS AND !NVESTMENT IN THE PUBLIC SECI’OI‘t

2. The achievement of the country’s economic and socisl objectives
during the nineties will require substantial increases in public savings, given
the disappeazsnce of the public sector’s msjor source of finsnce--external debt
rescheduling--at the end of 1992. The resource mobilizstion strategy should
binge on the formulation of an incentive framevork capable of extending to the
rest of the public sector the increase in savings achioved previously st the CG
level. Although the need to maintsis the somamtum of policy reform at the CG
ievel vemains eritical, only 8 more widespread improvement of public sevings can
ensure that the policy of decantralizing public investment to the 16 and PEs will
bs consistent with internsl and external equilibria.

a. . The starting point of the nev resource mobilisation strategy is to
tecognize that the analysis of the public sector in Morocco cannot be identified
vith that of the CC alone3®. The relative importance of the CG, the LG and the
L sectors has to be evaluated along with the aconomic and f£inancial rzelations
that link thes to one another and to the rest of the economy in order to obtain
a8 cleazer picture of the Moroccan public sector today. This exercise is carried
out {n the next section (Section A). In Section B, we srgus that an important
fature of ths Moroccan adjustment and stabiligsation experisnce during the
¢ighties has besn the declining role of CG capital spending in national
investment, and in pudlic investment in particulsr. While these developaents
teflect a greater involvement of the private sector in the process of capital
formation, they are also indicative of a deliberate strategy by the authorities
%0 rely increasingly on FE and 16 to undertake investment projects of public
interest. However, as argued in Section C, this decentralization of investment
penditure has not been accompanied by sufficient increases in 1C and PE
Sivings. As a result, their combined financing needs have not declined and they
bave sctually increased as a share of the overall public sector borrowing
ement.

A. The Fiow of Funds in the Public Sector

%, The anslysis of the fiov of funds supports the viev that the 15 and
s play important parts in the Morocean public sector, although the CC maintains
e. t rola. Moreover, finsncial flows among ths three public scetor
Sutities sppasr to be important in terms of their total uses snd sources of

- This interdependence should be reflected in the design of policy reforms
U2¢d gt raising public ssvings in Moroceco. Such an approach will minimize the

.

i &/ 30 gar, the public sector in Moroceo has been a gencral concept more than
8 clearly defined economic entity. This bas been largely due to & lack of
easily sccessible mscrosconoamic dats on non-central goverument activities.
Rscent sectoral and structural adjustment work ecarried ocut by the Bank, as
well as the stsbilization and technical assistance programs of the Yund,
have roduced this serious dsts problem. To date, howewer, mo attempt has
been made to comsolidate the public ssctor accounts.
Source: Morocco: lssues and Prospects in the Public Sector, World Bank Report No.
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sisk of simply shifting fiscal imbalances from one part of the public sector to
.another instead of reducing it for tha whole public sector.

3s. A measure of the relative importance of the varicus public sector
.ectors in the economy is provided by Teble II.l. The CG, 1G and PE together
sceount for 28% of totsl urban employment, with the CG responsible for over two-
thirds of pubiic sector employment and wages; the total public sector wage bill
is equivalent to over 14% of GDP. In tezms of overall current expenditures ¥,
the CC is responsible again for over two-thirds of the total for the public
sector; the shars of non-CC entities, amounting to over DE 10 billien,
cerresponds to $.5% of GDP. Iw termy of investment, the Tesponsibilicy for
expenditures appears to be even more decentralised in the public sector: the CG
is divectly accountable for only 40% of total public sector investment, while the
PE sector actuslly contributes scre to public sector investment tuan the CG. The
table also indiceres that the greatest savings effort is also made by the PR

sector. Finally, Table II.1 {1lustrates the relstive importance of public sector
entities in =i'e country’s capital transactions with the rest of the world. MNore

than half of total inflows of forsign capital in 1989 sccruad to the CG. As much
as one-£ifth of the DH 18 billion of public foreign capital inflows f£inanced PE
activities directly. On the other hand, 108 appear to be largely insulated froa
ezternal capital transactions.

36. The flov of funds affecting the public sector is also depicted by
Diagrams 1(a) and 1(b) for 1989. The diagrams illustrate the relative importance
of the thres branches of the public sector in terms of current and cspital
transactions, describe the sovurces and uses of funds for the public sector, snd
highlight the finsncial relationship among public sector sgents®,

29/ On £final goods and services, 4.e., excluding all transfers (interest
payments, current transfers, taxes and dividends).

39/ The econocmy-wide consistency of the flows, and their reiationships to the
national accounts is ensured through the constructions of s complets flow
of funds (ses the Appendix to this section--paras. 48-52). The matricss
ssparate the flov of funds of the msjor public ssctor enctities into those
of the CC, 1Gs and the PEs. The matrices slso separate out the activitias
of the financial system into thres entities, namsly the Central Bank (CB),
the Commercial Deposit Banks (Banks), and thes Specialized Pinancisl
Insticutions (SFI). The residual castegory of domestic agents 4s the
Private Sector which consolidstes households and non-fingncisl f£irvms.
Finally, the axzternmal sector is zepresented by the Reat of the World
cazegory (E¥). The flow of funds tables integrate the natiomal income,
£inancial, £iscal and balance of paymetts accounts for the oight
catagories of agents holding physical and £inancial assets.
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Table 9.1

Centrsl

local

PUBLIC SECTOR INDICATORS., 1989 /8

Public

mmmmnwmuum

Esployament
Thousands 638
In X of Total PS 71.82
In & of Urban Empl. 19.9%°
Uege 34111
DE Hillions 19,683
In % of Total PS 71.5%
Ing of () J 10.3%
Current Expenditures
DB ¥{1lions 22,518
‘In £ of Total PS 68.6%
In X of CDP 11.82
Investment
- DH M{llioms 8,861
In ¥ of Total PS 40.7%
In £ of GDP &.6%
In ¥ of Total Invst. 19.22
Savings
DH Miliions 1,347
In ¥ of Total PS 15.72
In T of GDP 0.7%
In X of Total Savings 2.9%
Foreign Debt
DH Millions 122,464
in T of Total PS8 86.72
In X of CDP 63.93%
In X of Total F. Debt 72.3%
Yoreign Capital Inflows
DR uilliens 16,002
In 2 of Total PS 78.3%
In 2 of COP ?7.3%
In X of Totsl F Cp Inf 53.7%

60
6.8%
1,97

1,230
4.52
0.62

190 888 -
21.4% 100.02
6.02 27.8%
6,628 27,541
26.1% 100.0%
4.5% 14.4%
7,849 32,823
23.92 100.0%
6.1% 17.1%
10,052 21,791
46.1% 100.0%
5.2% 11.43
21.8% 47.3%
6,407 8,583
76.6% 100.02
3.3% 4.5%
13.9% 18.62
19,715 141,210
13.3% 100.0%
9.82 73.72
11.1x 83.42
3,881 17.892
21.7% 100.02
2.0% 9.3%
14.9% 68.62

/& All data sre for 1989, except employment which 43 1988 (1986 for PE).
: Ministry of Finance: Ministry of Plan; World Bank estimates.
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3$7. gurrent _transactions sere broken down in taxzes, dividends, interaest
payments, transfers (including subsidies) and final consumption on goods and
services. ¥For the PE sector, the category value-added i3 sdded, representing
the msjor source of funds. Por each sector, the axcess of resources over uses

corresponds to sevings. The diagran highlights several important points.

- First, the PI sector is a msjor source of funds for the CC and the
16, concributing over DB S billieon to their totsl resouzeces in the
forn of direct tazes and dividends. This smount represents slmost
one-£ifth of the FE total uses of funds. These flovs constituts 10%
and 182, respectively of the CG and the 1L overall sources of funds.
On the other hand, current, flows from the C8 to the PE sector--
interest incoms on CG debt and operating trensfers--are considezably
less important. The net contribution of the sector to the CG
finances is therefors very impertant,3!

- Second, the central bank contributes significantly more to the CC
current resources in the form of dividends and taxes than either
domestic money banks or the specialized financial instituticns
(SFI). The banks in psrticular receive back interest payments from
the CC equivalent teo four times their tax psyments to the CG.

- Third, the CC and the PE transfer abrosd over 11X and 26%,
respectively, of their total zesources. In particular, their
interest payments to foreign creditors (over DH 10 billion) are
considerably graster than domestic intersst payments. .

- Fourth, another important link between public sector entities is the
CG current transfers to the 1G. The DE 1 billion transfer in 1989
represented almost 301 of total LG resources and exceeded its entire
savings (DB 0.3 billion) in that yeaz. '

38. Capital) rransactions illustrate hov investment by each public sector
agent is <financed through savings, capical ctransfers, and borroving
(Disgram 1(b)). The most important points that emerge from the flow chart are
the following.

- First, arrears appear to have s psrvasive presence im the £inancing
of the public sector’®, Changes in the stock of arrears can be

private sector and PEs. This indicates that over a quarter of total
lending by private agents to vas involuntary. Similarly, the
forced lending by the PEs to (DR 0.6 biilion) almost entirely

d)/ This is true even if capital transfers are included (see below). These
points are elaborated in more detail in Part III, Secticn C (see para. 90-
108).

3 uwnoomm:.uy.amyouumozmmzm.
the probler of arrears resains very currest. éccording to preliminary
dats, the stock of arresrs cwed by PEs and to FEs both rose by arcund SO%
in 1990 comparsd to 2 yesr earlier.
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offset the CC outflov in the form of amortization of its bonds held
by PEs (DH 0.7 billien)®’. Purthermore, for PEs, one-half of gross
bank credit was apparantly allocsted to the repsyment of arrears®.

. Second is the importance of external flovs (exzcapt for the L1B).
Avound one-third of net lending to the public sector (excluding
changes in arrears) is from abroad. As discussed later in the
report, net foreign lending has remained positive in the second half
of the eighties solely becausse of extensive rescheduling

arrangementsd;

. Third, the extension of credit by the central bank to the CC is
rather limited (DH 0.6 billion), though it is as importent as
dividend and tax payments (see Disgraa 1(a)), reflecting largely the
reluctance by the authorities to <rTely on monetiszation of CG

deficics.

- Fourth, the 1Gs are much more dependent on capital flows from the CC
than the PEs. Almost two-thirds of 16 capital needs3® are met by
the CG either in the form of cepital transfers or lending, and only
one-tenth by borrowing. The PE sector, on the other hand, relies omn
the CC for less than 17% of its financing requirements, including
DH 0.8 bilijon of involuntary lending by the CG in the form of
arrears accumulation.

In summary, the flow of funds indicates (i) that important linkages

taong the CG, the 15 and PE exist, and (11) that the public secter appears to

2ely extensively on two forms of imvoluntary f£inance: external debt rescheduling

&d arresrs build-up. The isplications of the first point is that policiles

designed to improve the financisl conditions of one branch of the public secter

My have important, posaibly offsstting, consequences for the finances of another

:::ncllx or for the public sector as & whole. PFor ezample, the discriminatory
C8.

g

&

* Ay

-

1/

In 1989, the CG amortized DH 0.7 biliion of outstanding PERL bonds.

For the CC, only the change in net credit from banks and SFI is shown in
the Diagram since no detaill was available regarding nev credit and

Tepayments.

in Part IIT of the report, it will be shown that the portion of foreign
inflows corresponding to debt rescheduling accounts for the bulk of gogal
et finsncing for the CG, given the large amortization payments due on
foreign debdt. .

Cepital meeds ars dafined here as total sources of funds. Scrictly
Spasking, the capital mesds should exzclude the savings gemarated by the
Cxxrent transactions. The point asde here, hovever, is not affected by
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APPENDIX: The Complete Flov of Punds
48. In this sppendix, we illustrate the complete flow of funds matrices

that underlie the analysis of ths public sector. The current flows are broksn
dowvn into cransfers, taxes, dividends, and interest for each sector. Capital
sccounts are broken down (vhers possible) into changes in credit, changes in
arresrs, transfers and, vhere aspplicable, changes in equity participation. Im
Tables A.1 and-4.2 only the sum of the flows i3 reported to simplify the
prasentation. Annex I provides a more dstailed description of these sccounts and

theair derivation.

49. * The current accounts summarize the sources of funds for each secter
in the economy and its sllocstion to different uses. The sources of funds for
each sector are current transfers (and texzes for the CG and 18), dividends, and
interest received from all the other sectors &s well a8 the value-added genarated
by the production sctivities. These funds are in turn used by sach sector to pay
transfers, dividends, and interest to the other sectors, as wall as to purchase
goods and services; the excess of income over expenditures for each sector
defines its savings.

50. The row “Central Government®, for example, indicates that the CG
receives direct taxes from the private sector, direct taxzes and dividends from
the financial institucions'® end PEs, and transfers from the BYW. PFinaily, the
valued-added category represents indirect taxzes peid to the CG.¥ In the
columns “CG”, these funds sre in turn allocated to the private sector in the form
of interest psyments on the CC debt and consumer subsidies; to finmancial
institutions, the 16 and the AV in the form of interest payments and .
transfers3’; and to final consumption on goods end services. The excess of
these current exzpenditures ovar total sources of funds represents the CC

savings3?,

49/ 7The tera “fimancial institutions® refers to ths banks, SFI, and CB.

30/ 1In the national accounts, indirect ‘tazes represent the difference bstween
GDP at factor cost (i.e., the sum ¢f vaiuve-added) and CDP at market
prices. 7The classificstion of tazes between direct and indirect is

. presentsd in Amnex I.

2l/ The sum of DE 1,006 millicn for the 1G refers emtirely to the 30X of the
VAT vhich is allocated to equilibrats the recurrent budgets of the 1G,
since that is the only current transsction betveen the LG and the CG. Sae
Annex I for details. '

a2/ 7This amount is lower than the asvings ahown in the CC accounts (see Table
I.1). This results from ths difference in classification of certain
expenditure items. In particular, the 30X of the VAT allocated to ths 16
is classified as capital expenditures in the CG accounts, while such of
this tzansfer i3 of a current nature (aes previcus foctmote). Similarly,

the CC contribution to cover purt of the SFIs’ foreign exchange loases is
al80 elasgi€fied as 2 225t avnandievws e 2ha AL whidla €4¢ athemd d Sa
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110 Appendix 9

TABLE A2: FLOW OF FUNDS = CAPITAL ACCOUNTS 1989
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112 . Append

THE KINGDOM OF MOROCCO
ISSUES AND PROSPECTS IN THE PUBLIC SECTOR

Derivation of the Flow of Funds

1. This annex describes the construction of & simple flow-of-funds
mutrix for Moroccol, the purpose of vhich iz two-fold. First, the flow-of-funds
sccounts are ussd to evaluate vithin sn internslly consistent framework wvhat the
st important finsncial links wvithin the public sector, betwsen the pudblic
sector and the rest of the economy, and their evolution since 1982 - the year
weceding Moroceco’s balance of payments crisis. This analysis i3 carried out in
the report. Second, the flov-of-funds exercise provides a map of public sector
real and financial flows which can bde used to facilitate the conduct of
ucroeconomic policy?. Such & synthetic ‘statistical tool 4is frequently
t7eilable in other developing countries, and it is generally regarded as a useful

: instrument of £insncial planning at the macrosconomic levsl.

& The methodology for estimating these flows reliss heavily on the

ftisary sources of data ususlly svailable within the Morocesn administration (see

belov for a list of the data sources used). However, often, a different

freakdown from that svailable is needed for the flow-of-funds exercise, and im

at cose, ve have relied on the ministeris) departments (and the Central Bank)

for their expertise. Furthermore, as is clear from the double-entry nsture of
the flov of funds, different sources msy give different dsta and their
teconciliscion must be undertaken.

8 The practical valus of the flow-of-funds instrument, especially for
Wlicy makers, would be lost if it could nmot be updated in time every year.
Derefore, some flows need to be estimated before the official data become
filable since & precise ovaluation msy mot be obtained guickly, 4f at all.
Bis {3 turn implies that a margin of error--possibly significsut--has to be
ictepted to obtain an overall viewv gquiekly.

h e

U nis exercise does not attempt to provide a complete update of the
extensive work carried out in 1982 by the Department of Statistics in the
Ministry of Plan. The Plan’s work provided a much more detailed and
complete flov of funds for the Morocecan economy, following their previous
exhaustive work leading to the comstruction of the Moroccan 1980 input-

output tables.

U  The regular mationsl accounts updates of the Ministry of Plan provide
informstion regarding the flov of funds in the economy. Howewver, the data
do not ususlly beccms available with the detail mesdad to gensrate intra-
public sector flows and to comnsolidate the public sector accoumts.

-

o]

|~
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&, Consistency in the sccounts is ébuimql by edjusting the categories

for vhich information is least available (e.g., changes in arrears, dividends
paid abroad) and by treating the private sector in general as the residual agent.
This "manual® approach has been chosen instead of those based on algorithms which
distribute discrepancics among the different "cells” of the matrix according to
‘a preselected set of weights reflecting the degree of confidence placed on the
information of each "cell®’. The resulting matrices are presented inm

Tables A.I.1 and 4.1.2

DATA SOURCES [and ACRONYMS]

National Accounts (Ministira du Pian). [NA-MP]

Statistiques du trésor (Direction du trésar). [ST)

Income Statement and Profit & Loss Account of the Central Bank (Bank AbMaghvib). [BA-IS)

Baiance Sheets of the Central Bank, Banks and SFis (Bank AHMaghrib Annual Report) [BAAR]
Consolidated income Statsmant and Proft & Loss Account of Commercial Banks (Bank AHMaghrit). [DB-S]
Evolution of Domestic Debt of the Cantral Govemment (Direction du trésor). {DD)

Income Statemerts and Balance Sheats of the SFis (CIH, CNCA, CDG, FEC, BNDE). [SFIIS) and [SFI-8S)
DEPP Datsbase. [DEPP)

Baiance of Payments (Ofice de changes) [OC)

Detx Reporting System of the Workd Bank [ORS].

1. The Central Government

A, Cusvent Account: Sources of Fusds

(A.1) Breakdowvn of Taxes. The breskdown is undertaken in two stages. Fist,
government revenues are separsted into direct tazes, indirect tazes and
cransfers (which include dividends and transfers from abroad accruing

3/ It could be argusd that the approach foliowsd inm the report attaches
waights of zer0 on the private sector entvies and in some specific cells,

vhile placing s weight of one on all others.

s
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TABRLE AL2: FLOW OF FUNDS = CAPITAL ACCOUNTS 1589
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directly to the CC budget as revenuss)'. In the second stage, direct tazes
are broken down by recipient (the CG snd the 1lG) and by payer (the Privace
 Sector, PEs, Banks, and SFI). This second stage is done as follows.

Corporate taxes (IS and PSH) paid by FEs, banks, SFIs and the Central Bank
(CB) for 1989 are estimated on the basis of the provisions made in 1988
for these tazmes in their rzespective P&L accounts. The balance is

attridbuted to the private sector.

’ 25% of 15 receipts are assumed to be obtained from the PE sector.

¢ the sbove condition is sufficient to sllocate to the CG sud the LG the

smounts of tazes in the P&L accounts for PEs sppesring under the heading
*Impdts et taxes® (i.s., all diract taxes except IS and PSH). The same
shares of "Impot et taxes” going to CG and 1G are assumed to hold for the

Banks and SFI%.
(A.2) Dividends (DE 1,346 m.) are from [ST]) (Evelution des monopoles et
exploitations).

(a.3) Izansfers from abroad ars from the current account and include fishing
Toyalty fees for the use of Moroccan vaters [OC]e.

(a.4) Indirect Taxes (DH 28,065) appesr under the column “valus-added® for the
cG. | .

B. Current Account: Uses of Funds

(3.1) Interest Pavments. The interest payments on domestic CG debt in 1989 are
calculated on the basis of the stock held by esach agent at the end of 1988
by spplying an estimate of the waightod sverage interest rates as follows:

"4/ . Por the purpose of the flov of funds, direct taxes accruing to the CC
comprise the following (see [ST]): IS & PSN, IBP, PTS, Taxe urbaine, Taxe
de license, Contribution complementaire, Taxe sur produics des actions,
Majorations de retards, Taxe sur le profits immobiliers. The total for
1989 4s DB 10,374 m. Transfers (DH 2,270 n.) comprise total dividends and
£ishing royalties paid by the EEC (the latter are classified under
Produits divers in [ST) and are treated gs transfers f£zom the rest of ths
vorld in the flow of funds). Indirect taxes are the rest of the
government revenues. For the LG, all revenues sre classfied as divect
taxes (except CG transfers).

Y The Central Bank 4in Morocco does BOt Psy any taxes to the local
governments.
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PERT HOLDER BATE STOCK 1980 INTERZST PAMMENTS

) = (In millions of dirhsms) --
Public Enterprises 62 2,604 156
2 113 3,210 3s3
Private Sector 112 18.22% 1678
Subtotal 21,039 2,184

The zesidual (Banks = DH 2,270 m.) is obtained as the difference between
total interest payments on CG domestic debt (DH 4,454 m.) and the sud-
total above. The implicit average interest rate for the banks would thus
be 7.4%. This vate is wvery close to the waighted average rate vhich would
emerge under the hypothesis that balf of CC debt is in the form of
msndatory placements at 4.23%, and the rest at 11X, The amount of
interast paid by banks is also close to the amount that appears in [DB-IS)

(DH 2,523 m.).

Interest paid by the CC to the CB 4s calculated from [BA-IS] and
corresponds to the lines:

) Discount income on customs draft and surety bonds (DR 143 n.)
. interest psyments (under “Gouvernement®) (b8 2 a.)
+ Comnissions (under “Gouvernement®). (DH 69 ».)

Interest peyments on foreign debt are f£rom the balance of payments [0C) -~
see (A.2) for the rest of the world below. .

Iransfers.

Transfers psid to the private sector (DE 1,996 =.) are the sum of consumer
subsidies in [ST], plus the items under the hoadings “intsrest rebates®
and “IME" (subsidies to Noroccan workers abroad) appearing under the
investaent budget of the Ministry of finmance (“Charges Commmes®).

Transfars to the SFI (DR 300 m.) are interest raebates under the foreign
exzchange coverage schems finenced in the “Charges Commmes®.

Transfers to PEs (DH 508 m.) refers to total current transfers effectivaly
received by the sample of PEs in the DEPP databass, excluding ORMVAs and
Centres de ITrsvaux, vhich are considered as part of the CC administration
for the purpose of this report. This amount is wery close to that
sppearing in the ST (DH 569 m.).

‘Pransfers to the 1G (DH 1,006 m.) are the portion of the VAT transfers

vhich are eventually allocsted to the rscurrent budgets of the 15.
Iransfars to the rast of the world are from the balance of peyments [0C).

o 8 - Cum—- g - 0 A
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Goods and Services (DH 27,352) are the total current expenditures of the
CG budget [ST) adjusted for the uses in (B.1) and (B.2) to aveid doudle
eounting.

Ry

‘(,,a) Savings is the current balance in the [ST]) adjusted for the current
! oxpenditures identified above vhich appear in the investment budget of the
Ministry of Pinsnce®.

C. Capltal Accsunt: Sources of Funds.

(¢.1) Cxedit.

¢ Credit from the private sector (DE 2,230 m.), banks (DH 4,082 m.), SPX (DR
1,801 a.), and PEs (- DH 697 m.) is derived from the increase in CG dabt
holdings for each agent betwveen 1988 and 1989 as illustrated in the table
below:

' Iable A3
EVOLUTION OF THE DOMESTIC DEBT OF THE CENTRAL GOVERNMENT

@n Matons of Dimams)
Debt Holder 1088 1989 increase 1968-89 % change
Banks 30,832 34614 4,082 134
SA 3210 §,011 1,801 86.1
Public Enterprises 2,604 1.807 497 278
Private Sector 15228 12458 2230 46
TOTAL 5157 58,987 7.416 144

Source: Mmiatry of Rnenss.

c:odtttmchocl(mliosn.)héhom:uschncummﬂu
Treasury [BA-BS).

. & This adjustaent wi. zeduce the smount of the CC savings compared to what

appears in the CG wudget (Table I.1l in the zeport). In £asec, there are
considerably more current expenditures classified under the capital budget
in Moroceo than those identified above. A more detailed adjustment is the
vork painstakingly undertaken in the context of the nationsl accounts, and
vhich is well beyond the scope of the present report. Hewvsrthaless, the
adjustment that is made for the construction of the Flow of Funds does
provide a more realistic indication of the sevings effort dy the CG chan
vhat appesrs in the published Treasury’s statistics.
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- Credit from the rest of the world (DH 14,002 m.) iz from the balance of
psyments [OC] end includes the rescheduling gains both in terms of
interest and principsl (since amortisations and interest payments appesr
on @ "befors debt relief” basis).

* Credit from the LG (DB 451 m.) refers to the surplus generated by the 1S
sector assumed to be deposited at the Trassury General, vhich is the
exclusive deposit taker of the 1G. The amount is somewhat different from

that gppearing in Teble I.2 (DB 320 m.).

(C.2) Changes in Arraszs by the CC are estimated on the basis of the incresse in
the totsl arrears sppearing in the CG sccounts (DH 1,982 m.--gee table 1.1
in the zeport). This amount is broken down among the different agents and
modified to take into account the dats available from other sources (e.g.,
PEs). It is treated as a residual (balancing) for all sectors both as a

source snd & use of funds.
(C.3) Savings is from (B.4) above.
D. Capital Account: Uses of Funds.

(D.1) Credis,

* Credit to the 16 (DH 324 m.) refers to an exceptional loen made by the
Treasury to finance the reduction of arrears by 16.

* Credit to the rest of the world represents mécmtion payments on CC
debt (before debt relief).

(D.2) Capita) Iransfers,

* Transfers to the private sector (DE 100 m.) is the capital subsidy to
promote hotel construction appearing im the CC investment budget.

* Transfers to the 1G (DE 2,005 m.) 4s the totsl VAT transfers reduced by
the amount allocated to the current budgets of the 1G.

* Transfers to Ps (DH 1,750 u.) are tlu capital trensfers to the sector
(excluding the ORMVAs and the Centres de travaux) plus increases in CC

equity participstion in PEs.
. (D.3) Changes in Arrears. (see C.2 sbove.)

. 2. The local Governments
A. Current Account: Sources of Funds
(A.1) Zaxes (DE 2,471 ».) are derived from the administrative sccomts of the 15

mmmm:odummmmuhmemuumm
approach dascribed above fer ths CGC. ’
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Tranafers: See (B.2) for the CG. This amount (DH 1,006 m.) is somevhat
diffezent' from that shown in Table I.2 due to the adjustment needed to

eguilibrate the overall flow-of-funds matrix.

B. Curvent Account: Uses of Funds.
Interest pevments are derived from the Income Statement of the FEC (Fonds
d’équipement communal).

Ixanafers to private sector (DH 38 8.) corzespond to the item “subsidies®
in the adainistrative sccounts of the 1G.

Goods and services (DH 2,459 m.) total current expenditures adjusted for
the interest pasyments and other transfers. .

Savings is the difference between total sources and uses of funds.

C. Capital Account: Sources of Funds

Credis

Credit from the SFI (i.e., the FEC) for DR 405 m. is estimated from the
FEC Annual Reports. '

Credit from the Treasury is from (D.l) for the CG abovs.

Credit from abroad (DB 9 a.) is the disbursements under the “Fonds de
villes arabes® (multilateral arab aid protocol for municipal finance).

Ironsfers (DH 2,005 a.) is the share of VAT cransfers attributable to
capital spending (see (D.2) for the above).

Changes in grreaxs (DB 49 m. with respect to PEs and DH 2 m. with respect
to the SFls) are estimated on the basis of information provided by the
Ministry of Interior and are sade compatible with the d4nformation
availeble for FPEs and the FEC.

D. Capital Account: Uses of Funds

(0.1) Credit.

]

Credit to the SFI (DH 178 m.) represents an estimate of the amortization
payments made by the 1G to the FEC.

Credit to the CG: See (C.l1) for the CC abowe.

(0.2) Changes in srreaxs. (DH 27 a.): Ses (C.3) stove.

Page 20 of 30
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¢(D.3) Investment (DH 2,878 =».) is dertvcd from the 16 chtnn::utn aceounts
and information from the Ministry of the Interior and Minisery of Finance.

3. The Public Enterprises
A. Curvent Account: Sources of Funds

(A.1) Yalue added for the sector is estimated on the basis of DEPP dats as
follows (in m{Ilions of DH):

vmhnm-mom- PURCHASES OF MATERIALS - WAGES - INDIRECT TAXES.
25,841 = 85,973 - 46,596 - 6,628 - 6,908

(A.2) Transfers see (B.2) for the CC above.

(A.3) Interest Income
* Interest income from CG debt (DB 156 m.): See (B.1) for the CC above.

b Interest income from banks (DH 495 m.) is estimated by applying an sverage
interest rate of 5% on PE deposits held in the banking system. The banks
deposits are in turn derived from the DEPP databass.

B. Current Account: Uses of Funds.

(3.1) pividends are obtained by applying the following ratios of equity
ownership for the dividend-paying enterprisas in the DEPP database: 89%
CGC, 32 private sector, 5% foreign and 1X SFI. The total dividend payment
is from [ST) (sse (A.2) for the CC abows).

(8.2) Interest Pavpents sre estimsted om the basis of f£inancial expenses (around
DH 7.5 dillion) and £inancial 1iabilities (eround DH 90 billion, excluding
equity and arrears) for ths asctor as reported by the DEPP database. The
following ratios were used to allecate total 1lisbilitias: 27% dbanks, 27%

S¥I and 54% foreign. The following average interest rates were applied to
estinars domestic interest payments: 6.5% for the SFI and 11.5% for
banks. The interest payments on forsign debt are from the balance of

. payments.

(B.3) Taxes (DB 4,276 u.) ave from the DEPP database and are allocated between
C6 and 1C according to the caleculations indicated in (A.1) for the CG

above.

(B.4) Goods and sexvices (DH 7,849 m.) are calculated residuslly by subtracting
sasvings (see below) and uses (B.1) through (B.3) above from total scurces

of funds.

(8.5) Savings (D 6,407 a.) is obtained £rom tha DEFP daubsubymm
amortizations ‘and other provisicns to net incoma.
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C. Capital Accoust: Soarces of Fuads.

(C.1) Credit, Net credit from SFI and banks i3 estimated Based on the changes in
domestic liabilities to the £inancial system for the FE sector &8s reported
by the DEPP datsbase (approzimately DH 2.2 billion). New disbursements
and repayments asre then derived based on DEPP information regarding new
credit to the major PEs and the constraints imposed by the flow of funds
matriz. Credit from abroad is derived from the balance of peyments.

(C.2) Iransfers.
- Transfers from the CC (DH 1,750 m.): See (D.2) for the CG above.

b Transfers from the private sector (DH 187 m.) and from the SFI (DH 154 m.)
refers to the estimated increases in their respective equity parcicipation
in PEs.

(C.3) Changes in arresrs are derived from information provided by the DEPP and
the Treasury. .

D. Capital Account: Uses of funds.

(D.1) Credit. See (C.1).

(D.2) Izansfexs recresent increases in PEs (net) equity participation in
domestic private sector non-financisl enterprises (DH 230 m.), SFI (DR 230
®.) and foreign companies (DH 200 m.) based on information provided by the
DEPP.

(D.3) Changes in srresrs are derived from informscion provided by the DEPP and
the Treasury.

(D.4) Investment (DH 10,052 m.) is based on the changes in the consolidated
balance sheet for ths sample of FEs in the DEPP database. The balance
sheet items that are considered to represent physical assets arve
immobilisations brutes plus autres valeurs immobilisées minus titres de
participacion. The volume of investment which 41s derived appears
reasonsble in light of the gross fixed investment reported for the major
11 PEs the same year (DH 8,724 m., or 87% of the zotal). The ratio is

approximately the same for the preceding yesr (1988).

4. The Central Bank
A Curvent Account: Sourees of Funds

(A.1) Yalue gdded (DH 211 m.) represents CB profits (after tax) Teported in the
incons statesent of the Bank Al-Maghrid [BA-IS). :
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(a.2) Interest Income .

%

(8.1)
(8.2)

(B.3)

(B.4)

(8.5)

*

Inu;ut income from the private sector (DB 76 m.) is from {BA-IS). It 4is
the sun of discount earnings and commissions under the category "Other®.

Interest incoms from banks (DH 1,224 m.) is obtained from the [BA-IS8). It
corzesponds to the sum of rediscount earnings, interest and commissions.

Interest income from abroad (DH 263 m.) is derived from the balance of
payments (see-(B:1) for the rest of the world below) and is wery close to
the ssount shown in [BA-IS) (DE 234 m.). .

Interest inceme from the CG: See (B.1) of CG above.

B. Current Account: Uses of Funds.
Dividends (DB 350 ®.): See (A.2) of the CG above.

Iazes (DH 264 ».) are based on thc tax provisions made in the P&L account
of the CB for the preceding yoar, since taxes are paid with & lag of one

year.

Interest (DH 69 m=.) is based on the residual item in [BA-IS] (DR 84 m.)
vhich i3 mostly in the form of commissions charges on the foreign exchange
transactions of the CB.

Goods _snd sexrvices (DB 988 m.) is calculated residually by subtracting
s;vtngs (see below) and uses (B.1) through (B.3) above from total sources
of funds.

Savings (DH 319 a.) 4s obtained from the increase in net worth (capital
and reserves) of the CB betwvesn 1988 and 1989.

C. The Capital Accoant: Sources of Funds

Lxedis

Credic from banks (DR 1,640 m.) is the change in liquid CB reserves
betvean 1988 and 1989 [Ba-BE).

Credit £rom SFI (- DB 37 m.) is the change in cash held in CB (encaisses
et valeurs & recouvrir) [BA-BS].

Cradit from the rest of the world (DH 343 m.) is the decresse in met
foreign assets held by the CB [BA-BS].

Cradit from the private sector is obtained residually from the difference
4n total 1iabilities (excluding met-worth) bestween 1988 and 1989,
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D. Capital Account: Uses of funds

(0.1) Lredit

‘@ Credit eo banks (DH 4,248 8.) is the difference in CB claims om deposit
benks between 1988 and 1989 {BA-BS).

* Credit to the CG (DH 605 m.): See (C.1) for the CC above.
* Credit to ths private ssctor (DE 1,151 m:) s cslculated residuslly.

S. The Commercial Banks
A. Current Account: Sources of Funds

(A.1) VYalue added (DH 1,276 m.) represents the profits of the banking system
estimated on the basis of their consoudaud P&L account [DB-18].

(A.2) Interest Income

i Interest income from PEs and the CC have been calculated above as their
respective interest expenses.

- Interest income from SFI (DR 584 m.) and ptivatc sector (DR 3,280 m.) is
obtained from [DB-1S] and [SFI-IS].

B. Current Account: Uses of Funds

(B.1) Taxes to the CG (DH 504 m.) and to the 1GC (DH 8 m.) are derived abovs
under the current accounts for the CC and the 1G.

(B.2) Interest
- Interest expenses paid to the CB m 1,224 n.): Ses (A.2) for the CB
above.

* Incerest expenses paid to the SFI (DB 101 =m.) and private sector
. (DB 2,490 u.) sre obtsined from the [DB-I8] and [SFI-IS].

(B.3) Goods and services (DR 3,449 m.) ares calculated as the sum of all non-
interest expenses in [DB-IS].

(B.4) Savings (DH 2,039 m.) is obtained residually as the difference of total
souzces of funds minus expenses (B.1l) through (B.3).
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C. Capital Account: Sources of Funds

Sxedis

Credit f£rom SFI (- DH 198 m.) 4s the change in SFI liabilities (Concours
et dépocs des OFS) [BA-AR).

Credit fronm the CB (DH 4,248 m.): 8See (D.l) for the CB sbove.

Crudit from PEx (DB 6635:m.) snd the private sector (DH 5,463 m.) (i.e.:
reimbursesents): See (C.1) for PEs above.

Changes in arrears (PH 17 ®.): See (D.3) for PEs above.

D. Capital Account: Uses of funds.

Cxédit

Credit to the SFI (- DE 107 m.) 1s the change in loans te the SFI
(Concours aux OFS) [BA-AR].

- Credit to the CB (DH 1,640 m.): See (C.1) for the CB abeve.

Credit to the CC (DH 4,082 m.): See (C.1) for the CC abova.
Credit to the PE (DR 2,621 m.): See (C.1) for the PE above.
Credit to the private sector (DH 5,307 m.) is the residusl.

(D.2) Changes in arrears

Settlement of arrears with respect to the CG (DE 5 m.): See (C.2) for the

*

CC above.
w Increase in arrears by PE (DH 1,314 .): See (C.3) for the PEs above.
6. The Specialized Financial Institutions

A. Current Account: Sources of Funds

(A.1) ¥alue added (DH 1,276 m.) represents the profits of the SFI estimated on

the basis of their P&L accounts [SFI-IS).

(a.2) Iptexegs income

Interest income from PEs, the CG, the 15 and the banks have been
caleulated above as their respective intarest expenses.
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Interest income from the private sector (DH 2,374 m.) 4is obdtained
residually from [SFI-IS].

(A.3) Iransfers from the €G (DH 300 m.): See (B.2) for the CG above.

(A.3) Dividends from the private sector (DH 35 m.) and PEs (DH 1l m.) i3 based
on information contained in [SFI-IS) and various annual reports of the SFI

(see also (B.1) for the PEs above).

B. Current Account: Uses of Funds

(B.1) Taxes to the CG (DH 168 m.) and to the LG (DH 8 n.) are derived in (A.1)
for the CG abovs..

(8.2) Ingerest

* Interest expenses paid to the rest of the world (DE 732 m.) are calculated
on the basis of [SFI-IS], balance of payments data [0OC] and DRS.

w Interest expenses p&td to banks (DH 584 m.): See (A.2) for the banks
abova.

L Interest pald to the private sector (DH 769 m.) is the residusl from total
interest paid by SFI in [SFI-IS].

(B.3) Dividends to the CG (DB 105 m.) are from [ST].

(B.4) Goods and services (DH 870 m.) is calculated as the sum of all non-
interest expenses after tsxes and dividends in [SFI-IS]. - .

(B.5) Savings (DH 2,150 m.) is obtained residually as the difference of totel
sources of funds minus expenses (B.1l) through (B.4).

C. Capital Account: Sources of Funds

(C.1) Eredis

* . Credit from banks (- DH 107 m.): See (D.1) for the banks above.

- Credit from the 1G (DH 178 m.): See (D.1) for the LC above.

- Credit from the PE (DH 803 m.): See (D.1) for the PE sbove.
Credit from :ne rest of the World (DR 3,302 m.) 43 from [0C) and it
includes Di . 789 m. of interest and principal rescheduling gains
(see also (C .)) for the rest of the world, below.

- Credit from the private sector (DH 3,245 m.) is the residual.

o
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¢C.2) 2rspsfexs from the PE (DB 230 m.): See (D.2) for the PE above.

D. Capital Accoust: Uses of funds

(0.1) Credis

* Credit to the banks (- PH 198 m.): Sees (C.1) for the banks above.
- Credit-to-the CB (- DB 37 ®.): Sse¢ (C.1) for the CB abows.

* Credit to the CG (DH 1,801 m.): S;e (C.1) for the CG above.

™ Credit to the 16 (DB 4035 m.): See (C.1) for the 1G above.

*  Credit to the PE (DH 1,090 m.): See (C.1) for the PE above.

o Credit to the rest of the world (DH 3,148 m.) iz from the balance of
payments [OC) and [DRS]). It zepresents an estimate of the amortization

peyments of the major SFIs.
- Credit to the private sector (DH 3,436 m.) is the residual.

(D.2) Iransfers to PE (DH 154 m.): See (C.2) for the PE above.
(D.3) Changes in Arrears with respect to the 18 (DH 2 m.): See (C.3) for 16
above

7. The Rest of the World :

The accounts of the rest of the world sre derived from the balance of
payments .as zeported by the Office des changes [0C]. The information provided
by the [0C] does not always distinguish between PEs, the CG and SF1s (since they
are all public entities). Therefore the information frem the [0C] is complemented

by DRS, Treasury, DEPP and CB dats.

The current account transactions are presented on a "before debt relief”
basis. Rescheduling gains (both in terms of principal and interest) appear as
. capitel infiows from the rest of the world to the different sector in the
econony. The following break-down of rescheduling gains is estimated for 1989:
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BREAKDOWN OF RESCHEDULING GAINS FOR 1989

O Misions of Dimams)
(o] PE SFl TOTAL
Principal 6427 1,778 1.511 9714
interest 895 328 7% 149
Total a2 21 1780 213

So1rTy: tnetily of Rnanos; DRS: Wand Sonk calimass.

A. Currest Account: Sources of Funds
(4.1) Dividends €rom PE (DH 50 m.): See (B.1) for PE above.

(A.2) Interest psyments are reported im [0C] broken down between publie
(corresponding to CG) and publicly guaranteed (PE and SFI), all on an
“after debt relief” basis.

Interest paid by the CC (DR 7,370 m.) i3 the amount that appears in [0C)
(DH 6,544 m.) under Revenu des investissement (debit) for the government
ainus DH 69 m. which is attributed to the CB (see (B.3) for the CB sbove),
plus interest rescheduling gains (DH 8§95 m. -- seec Table A.1.4).

Interest paid by the PE (DH 2,966 =.) is adjusted to include DH 326 m. of
interast rescheduling gains.

Interest paid by the SFI (DH 732 m.) is adjusted to include DH 278 m. of
interest rescheduling gains.

Interest paid by the CB (DH 69 m.): See (B.3) for the CB above.

Intersst paid by the private sector (DH 391 m.) is derived residually and
refers mostly to interest on non-publicly guaranteed debt.

(A.3) Irensfexs from the CC (DH 4,115 m.) 4is the sum of DH 3,717 =m.
(Transactions gouvernemencales - debit) and DH 398 m. (Transferts publics

- debit) 4in [0C).

(A.4) ¥alue-Added (DH 49,652 .) repte;eats the sum of imports of goods and non-
factor services.
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8. Cusvrent Account: Uses of Funds

(8.1) Insezest
-* Incerest paid to the CB (DH 263 m.) 4is Revenu des investissements (publiec)
(ersdit) in [OC].

* Intezest paid ¢to the privace sector (DH 8 w.) 4s Revenu des
investissements (privé) (credit) in [OC]).

(8.2) Izsnafezs

b Transfers to the CC (DB 2,597 m.) 4is the sum of DH 994 m. (Transactions
gouvernementales -- credit) and DH 1,603 m. (Transfercs publics -- eredit)

én [0C).

i Transfers to the private sector (DH 12,567 m.) corresponds to Transferts
privés (credit) in [OC]}.

(B.3) Goods and Services (DH 41,771 ®.) refers to exports of goods and non-
factor services.

(B.4) Savings (DR 8,339 m.) is the sum of the (negative of the) current account
balance before debt relief.

C. Capital Account: Seurces of Funds

(C.1) Credis fzom and to the CG, PE, the 18, and SFI (i.e., repaynant of
principal and nev disbursements) has been derived from [OC) with
supplementary information specific to each sector as needed to obtain the
breskdown required by the flov of funds. The principal repsyments sre on
& “before debt relief® basis (see (D.1) for all the sectors above) and

disbursements, therefore, incorporate totsl debt relief. The private
sector i3 tresated residually.

(C.2) Iransfexrs from the PE (DB 200 m.): Ses (C.2) for the PE above.

D. Capltal Account: Uses of Fands
(D.1) CLxedit: See (C.1) abovs and (C.1) for the CB above.

(D.é) dnvestment (DB 1,841 &.) represents foreign direct investment.

8. The Private Secior

The flovs of funds for the private sector are derived from (a) informstionm
regarding the other sectors (e.g., dividends paid by the PE to the private
sector) or (b) residuslly using the totals for the ecomomy (e.g., investment)
cbtained from the [HA-MP). ’
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A. Carrvent Assount: Sources of Funds

(a.1) Saiue added (DB 135,720 m.) is the differsnce between GDP (DH 191,576 w.)
and the sum of the valus added for the other sectors (excluding imports).

(A.2) Interest Income (DH 4,942 m.) is the sum of iunterest psid by banks, S¥I,
the CGC and the rost of the world.

(a.3) Txansfers (DR 14,601 u.) is the sum of transfers made by the CC and the
rest of the world.

(A.4) Dividends (DR 50 m.) are paid by the CQ.

B. Current Account: Uses of Funds

(B.1) Taxes paid to the CG (DH 7,222 a.) and to the 1G (DH 1,835 m.) are derived
in (A.1l) for the CC above.

(B.2) Interest (DH 6,321 m.) is calculated as the sum of interest paid to banks,
SFI, CB, and the rest of the world.

(8.3) Dividends to the SFI (DH 335 m.): See the SFI accounts above.

(B.4) Gooda and services (DH 195,185 m.) are calculated as ths difference
between total consumption in [NA-NP] (DE 153,416 m.) and the sum of
consunption for all the other sectors (excluding exports).

(B.5) Savings (DH 24,614 m.) is obtasined as the difference betwveen gross
national ssvings (DR 37,704 m.) snd the savings of all the other sectors

(excluding foreign savings).
C. Copital Account: Sources of Funds

(C.1) Credit (DB 9,178 m.) is the sum of credit from banks, CB and the rest of
the world.

(C.2) Transfers (DH 330 m.): See (D.2) for the CG and PE sbovs.
_(€.3) Changes in arzeaxs (DH 1,934 ®.): See (D.3) above for CC and PE.

D. Capital Account: Uses of Funds

(D.1) Credit (DH 11,226 m.) is zhe sum of credit extendsd to the CC and
repaynents made to banks, ST.. CB and the restc of the :-zid.

(D.2) Transfers to the PE (DH 187 m.): - Ses (C.2) for the PE sbove.
¢D.3) Changes in AZXears (DH 206 m.): See (C.3) for the CG and the PE sbove.

(0.4) Investment is the differcuce between total investment (DB 46,043 n.) from
[8A-MP] and the invastaent made by the other sactors.
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In addition to assessing direct and indirect flow of funds between public
and central and local governments as a means of determining the fiscal impact of public
enterprises, another approach is used in the World Development Report, 1988. It shows how
the aggregate effect of state-owned enterprises (SOES) is reflected in the overall deficit of the
public sector. As noted in Table 10.1, the SOE sector had a larger deficit that the overall
public sector deficit in Brazil, the Dominican Republic, Ecuador, Egypt, Turkey, and
Venezuela. It is evident that the SOE drain on public finances is a factor explaining the

overall financial status of the public sector.

While the flow of funds analysis provides an indication of the level of government
support for public enterprises, it does not indicate the magnitude of the net transfer in relation
to total government spending. 1n this iltustration, the financial performance of SOEs is
juxtaposed to overal public sector spending and deficits, and their role in the public finance

picture is more pronounced.






The portion of domestic debt held by public enterpriges varies from less than 1
percent inZaireto 45 petcem inBenim (Swmonand Wolde-Semait). The Morocco draft

- ¢ N t0r, (Report No. 10157-MOR, 1992), illustrates
domesﬁcdebtmmduﬁngﬁep«bdl%S&rwghl”ObydkaggreMngdeb&oldu
composition. The level of PE debt can be contrasted with debt held by banks, institutional
investors, the private sector, and special financial institutions. In the case of Morocco, PEs
account for only a small share of domestic debt, as illustrated in the graph below.

Data illustrating the share of domestic debt held by public enterprises is important for
identifying the possible crowding out of private sector credit. Of course, the performance of
PE loans must also be considered -a factor affecting credit availability to the private sector.
Large holdings of domestic debt by publicenterprises; the imefficient use of borrowed funds,
and the non-performance of domestic Joans result in the crowding out of private sector
borrowers. Study results indicate a positive correlation between private sector credit within
the domestic credit structure and economic growth, (See Marsden, 1986)
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Table 11.1 )
Morocco . .

Domestic Debt Structure

. Debt Moilcer Cemposition In & of Total
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Source: Morocco: Issues and Prospects in the Public Sector, World Bank Report No.

10157-MOR, 1992



Public enterprises in Sub-Ssharan Africa bave generally operated not only in the
absence of competition but with preferential treatment vis a vis the private sector. The report,
Parastatals 1o _lanzania owards a Reform Program, (Report No. 7100-TA, 1988), pmvid&s
a comparison between the arrears of parastatals and the private sector in the Tanzania
Invesument Bank.

As noted in Table 12.1 below, which is excerpted from the report, parastatals
accounted for 73 percent of loans outstanding, of which 54 percent were in arrears. In
contrast, the private sector accounted for only 27 percent of outstanding loans, of which 27
percent were in arrears. -

The table illustrates the differential treatment provided to public and private sectors
with regard to investment financing. In effect, the arrears allowed to the parastatals amount
10 expanded credit through the banking system. Reform of the public enterprise sector, which
requires competition on an equal footing, would likely take note of such differential.
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Table 12.1
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Source: Report on Parastatals in Tanzania, Towards a Reform Program, Report No.
7100-TA, 1988.



As noted above, the size of the PE sector can be characterized not only by the number
of public enterprises, but more importantly, by their impact 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 draft policy paper, Privz '
(1992), ﬂlustratesthennmbetofSOEspﬁvaﬁzedinselemd countnes usingbar graphsthat
highlight the percent reduction in the number of SOEs in selected countries. The graph,
which is included below, simﬂtnneously indicates the proceeds from the sale of assets as a

percent of GDP.

ThejuxtapositwnofmisdmillumatesthefactmatalargenumberofPEscanbe
privatized, but the impact could be relatively minimat. - Likewise, a few privatized PEs could
have a very significant effect. The presentation of privatization data ip this way contrasts to

other descriptions of the impact of privatization which tend to focus solely on the number of
firms privatized. Data limitations may partly account for this fact. Nonetheless, as
privatization efforts take hold, there will be a concomitant need for presentation of data that

analyzes the substantive as well as numerical effects.
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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, State-Owned
» (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 Enterprise 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.

Attached is the text discussion and tables from the-LAC report which provide more
detailed indicators (Tables 14.1 - 14.8).
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323y 'mn-m EATERFRISE PERFORIANCE

The primary objectives of state~owned entesrprise reform are to improve
aenterpeise financial and economic performance and increase. the net fiscal’
concribution of enterprices to the government budget. The attainment of one
ebjective doos not necessarily imply the attainment of the other. Efficiency of
the enterprise, for example, can be increased at the same time its net fiscal
concribution declines duo to the impesition of ocutput price contrels. Similarly,
.steict cantrols on government transfers to SOEe can increase the net fiscal
contribution, but may come at the expense of investment required for efficient
production. In this section we analyse the e¢ffects 6f state-owned enterprise
reform on each of these objectives. The reform experience in the three countries
studied has shown that SOF reform can lead to dramatic improvements in laber
productivity,. even where employment reduction policies are part of a targeted,
rather than comprehensive, reform pregram. <The experience in Chile has
{llustrated that strict control over S0E bwdgeting and financing can lead to &
sharp positive reversal in the coentribution of SOEs to the government budget.
Finally, failure to improve the macroeconomic environment and distortionary
policies, espacially pricing policies, limit the success of reforms in improving
financial performance and reducing the SOF budgetary burden.

&s discussed in the pravicus section, SO reform programs in Chile, Mexico,
and Argentina shared a common set ©f objectives, but differed in terms of
implementation strategies. Beginning in 1974 the Chilean government took action
on all fronts, simultanecusly establishing strict guidelines for SOL managemant
to reduce costs and deficits, eliminating differential treastment of SOLs,
libaraliging output prices, dersgulating markets, and implementing
privatizations. Mexico, begianning in 1983, followed 2 more gradual approach,
initially sesking to control costs, maimtain constant real output prices, and
Privatize small 8SOBs. These reformp were Sf£ollowed in 1986 Dby ctrade
liberalizetion and ginancial restructuring of scme enterprises. Today Mexico has
one of the most comprehensive S0 reform programs im Latin America, including &
broad privatization campaign and improved procedures for monitoring and
evaluating SOF performance. Argentina initisted some SOT reforms in 1976,
targeted toward employment and cost reduction, output price reform, and selective
privatization. Although the government adopted a ccuprshensive SOF reform
program only in 1989, reviow of the impact ©f earlier reforms on performance
provides aevidenca on the relstive success of a piecemsal, as compared with
comprehansive, reform progran and offers & useful comperison for analyzing the
content and impact of current sreforws.

Time seriss dsta are analysed £or the three countries for the periods prior
to and after the adoption of SOE reform moasurss. The study attempted, where
possibla, to isclate the effscts of reform and non~raform changes, especially
changss in market prices for inputs and cutputs. Hone-availability of data,
unreliable dats resulting from high inflation rates, definitional differsnces in
the performance indicators for the three countries, and differences in the
competitive environment and time periods in which reforms ware adopted allow for

Source: State-Owned Enterprise Reform in Latin America, Occasional Paper Series,
No. 2, 1991,
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senly limited comparisen ©f afficisney and profitadbility ievele across
ecuntries.®? We therefore focus our analysis on the comparison of performance
«and budgetary trande over the evolution of the reform process, with the aim of
.draving conclusions en the impact of SCE reform on enterprice parformance that
sefiect broad differonces in the Teferm Spproaches employed in e@ach country.

For esach of the three countrics, the economic and financia) performance of
$98s and their macreoecononmic impect were measurad using data £or a sampie of S0%s
and for the conselidated SOE sectos. 1In the case ©f Chile, two data scurces were
exployed to msasure econcmic and fimancial performance: a large sample, which
includes thirty 80Ce, excluding CODELCO-CHILE, and a small sample, which includes
‘the iz largest 80Bs.Y For Mexice, labor productivity indicators for a sample
of twanty “directly- sentzolled” S0BS. were. used.® The Argentina performance
indicators are based on data for the thirtesn largest S80Es presented by SIGEP.%!
The budgetary, debt, and investaent indicators for Chile and Argentins are based
on data for the conselidated SOL sector. For Mexico macroeconemic indicasors are
based en data for both the ®dirsctly controlled® SOLs and the consolidsted SOE
sactor. In the csses of Chile and Mexico in which a single large SOF
predominates, some indicators are prasented with and without this enterprise.®

&, BCONOMIC AND FIRANCIAL PERFORNANCE

Econcmic Performanes

SCZ reform policies to eliminste redundant laber have resulted i
substantial incresses in lebor productivity in each of the countries, despite

¥ The dsta constraints en this study are not uncommon among public
enterprise studies; the ressarch design, too, is similsr to that found in other
anslyses of SO performance. See, for example, the World Bank study ea South
Xorea (Shirley, 1989b). .

® The large sample was obtained by selscting thirty SOEs thst remained
undar government centrel during 1970-88 and for which reliable data wers
evailable from & study by Martimes (1983), whiech included data far 84 SOEs for
m.montcm.mm '

”m-Mymnu-mmm.mm. AZUCAR,
CAPUPE, CFE, COMASUPO, CONCARRIL, DINA, FERRORALES, TERTIMEX, FOVICRD, FUMOSA,
TMECAFE, PEMEX, PIPSA, PROFORMEX, FROPEMEX, SICARTSA, and SIDZMA.

# In 1989 the 13 largest S0Bs in Argentina were AN, AGP, AYE, ELMA,
EINCOTEL, ENTal, TA, G4, HIDRORER, Osi, SEGBA, YCP, and YPY. Scme indicaters are
based on date for enly 11 S0Es, for which consistent data are available.

8 cnile‘s mining enterpriss, CODELCO-CHIIE, and Mexico‘s petroloum
enterprise, PENIX, account for mere than 3D percent of the SOR sector’s value
efided in some Years and their parfermance fiuctuates greatly with changes in

‘output prices.
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roduced capital investasnt. Gaing in labor productivity ecsurred whather reforms
ware piecensil or comprehensive and whether they emphasised afficiency
isprovesents o financial psrformance. Laber preductivity indices for Chile,
#axico, and Argentina are presented in Table III.1 and Figure II%.1. Additional
-gconomic and £inancial performance indicators are given in Annex Tables i thzough

4

In Chile cutput per worker rose steadily in all of the enterprises in the
small gsample, &t an average rate across firms of 7 percent per annum during 1975~
88.8 vor example in CAP, the stesl preducing enterprise, output per worker
ineroased by §§ percent during the reform period, as a result of investments in
nev technolegy, i--reased foreign competition, and government pressure to improve
performance. Ou: .t par worker in CODELCO-CRILY incressed by 60 percent during
1976-88 as a zec.-At of improved technology and & 20 percent reduction in
employment dusing 1971-88. The generalized incresse im labor preductivity in
Chile ie conecrs:e evidence ©f the success of the goverament’s policies to

eliminace redundunt labor.

The zatio of opsrating revenues to labor costs, & scmswhat weaker measure
of labor productivity, also increased over the refora pericd. for Chile’s large
sample this zatio rose by almost 20 parcent between 31970 and 1974 and an
additional 28 parcent by 1983. This indicator provides further evidence on the
impact of policies to cut employment and reduce costs.

In MNexico, as in Chile, there is evidence of increased SOF labor
productivity during the szefors period. After a period of falliny labder
productivity between 1979 and 1982, it rose sharply beginning in 1983. By 1988
&varage valus-added pear worksr in the “directly controlled® enterprises
(excluding PEMEX) was 48 percont higher than befere the isitistion of reforms.®
The sharp decline in our estimated maasure 0f laber productivity during 1980-82
may have resulted from social pelicises to meintain or increase employment, but
the measure also may be distorted dus €0 the relative detericration in SOF output
prices relative to wages during the paried.- .

Eliminating redundent esployment and increasing the comtracting out of
geods and services ware primery cobjective of the SOE reforme initiated in
Argentina in 1976é. During 1976-82 employment decreased by 31 percent and real
eutput increased, resulting in a 68 parcant iacreuss in cutput par workez for the
i1 largest SCBs. The goverament’°s imability €0 sustaia laboer rationalization
policiss, especially during the 1981-83 recession, caused the rate of labor
productivity growth ©0 siow between 1982 and 1985, but it again picked up after

® zaber preoductivity estimates for the small sample in Chile are based on
physical units of cutput and the nuabar of euployess and are therefors guite
zreliable, as they do not reguire adjustments for inflatiocn and are not affected
by changee in relative prices.

» preductivity estizates sre much lese reliable in the case of Maxieo than
in Chile, as they are cbtained by deflating the nominsl SOE value-addsd by the
economy-wide GDP deflater. Problems reculting frum relstive price changes are
partioularly important for PEMEX, which has besn extluded from this imdicater.
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* . Perfermance Indicators for $O0Es in Chile, Mexico, and Argeatinss 3/

4

—mw

R R R A S AR
. Haxico Azgensina
(1976-80) (1981~-82) (1983-88) (1979-82) (1983-88) (3976=82) (1963~¢
w SRR ERT R SRR IR AT I
labar MM'tgy 129.4 3184.7 2231.9 226.3 285.8 34¢5.0 18¢.
indax 2/ (128.8) (190.2) (327.3) (130.4) (134.8)
Financial Perfermance (4)@
Oparating Revenues/ 307.9% 132.1 139.7 123.9 132.7 119.0 103
Operacing Costs (97.8) (107.9) (334.8) (92.8) (98.9)
Net Income/ 4.2 1.3 4.3 7Y :
Pined Reaets 3’ (:0:, ('300, (30,) (-G.O) ‘.305,
Iaterast Payments/ 8.3 i€.8 12.8 6.2 21.9 9.2 20
Operacting Revenuas (10.0) (20.8) (34.8) (33.2) (39.6)

Sourcess Chile dsta from the Annual Financial Statements for the small sample; dats not
available for scme enterprises in sslested years. MNexico dats from INEGI, SPP:
labor productivity data are for the “directly controlled® SORs and sll other

Notess

Maxico data are for the consolidated SOE sector. Argentins data from SICEP.

i/ Dats in parenthesss &re excluding PEMEX for Maxico and extluding CODELCO -for Chile
2/ Indax of laber productivity (1975=100) calculated based on physical units of outps
par worksr for Chile, preduction units = 1970 prices per worker for Argentina and

value added por worker for Mexics

pariod.

« Par Mexico 1983-87 daca enly for 1983-88

3/ As noted in the taxt, figures fer Mexico‘s consolidated SOF net inceome are mislest
dus to the large special tasxes paid by PEMEX to the Central Governmeant, which forc

PEMEX profits to equal sero in overy year.
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1985. Purthesmore, productivity growth occurred despite reductions in cspital
investment. Prom 1978 to 1982 cutput grev more rapidly than investaant, loading
to & decresse in the ICOR from 3.2 to 2.2.¥ Tnis inecrssse in laber

productivity suggests thast targeted cbjectives, as part of a piecemsal referm
program, cen have an impact on increasing econoaic efficiency.

'Finsacial Perfosmance

Inproved profitablility is an almest universal goal of public entarpreise
reform, yst specific reform measures have ambiguous effects on opsrating costs
and nat income. On the one hand, productivity gains, simplified procurement
procedures, and output price reforms tend tO raise SOL profits. On the other
hand, removal of input subsidies, including inpute provided and subsidigzed by
octher 8Os, and the elimination of prefarentisl access to foreign exchange and
trade protection can reduce profits. Furthermore, increased profitability need
act imply similar changes in SOF efficiency if input and output price controls
are in place. SOF financial performance, therefore, must de anslyzed separately
from efficisncy and with regard to the specific reforms adopted in each country.

Zhe expariences with SO reform in the three countries are consistent with
the above characterizatiocn. Productivity gains, output price reforms, and other
policies which eliminated discriminatory treatment of SOLs contributed to overall
improvements in financial performance during the reform period. Improvements in
profitability were, however, not as marked as improvemsnts in labor productivity
oF reductions in the fiscal burden, due to the affects of reform policies which
forced SOLs to operate in a more compstitive envircnment. Table II1.2 presants
financial parformance indieatars for Chile, Mexico, and Argentina.

In Chile SOEs experienced moderate growth in profitability up to 1980, a
sharp decline in 1981-82, and relatively stoady growth theroafter. For the large
sample, nst income increased by 36 percent in real terms from 1974 to 1979.%
The profitability ratio, defined as the zatioc of net income to fixed assets,
which adjusts for changes in capital stock, alsd indicates improvements in
financial performance betwesn 1974 and 1979. Por the small sample, the
profitability ratio increased by 90 percent between 1976 and 1980, and by almost

70 parcent excluding CODELCO-CHILE.

Beginning in 1981 the financial performance of the SOEs declined markedly.
iIn 1982 all of the SCEs in the small samplo earnsd iosses, except CODELCO-CHILE,
end thelir average profitability ratio .declined fram 4.2 percent in 1976-80 to ~
1.1 parcent in 1981-82. These adverse results are primarily attributable to
changes in non-opsrating costs and revenues, as the average ratio of oparating

¥ The incremental capital-cutput ratio (ICOR) is measured as cumulative
investment divided by the cumulative change in output. Reductions in the ICOR
over time can indicate improved capital productivity, especially if other inputs
are stable or decreasing over the sams psriecd.

¥ Net incoms is defined as total (cperating and non-operating) revenves
ainus total costs, including interest paymente and exchange rate adjustaents
ssasured in constant prices. )
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Tevenues to opersting costs for the small sample increased, although moderstely.
in 1981-82 relative to 1976=80. The ratio of interest paymants to operating
revenues more than doubled, frem 8.1 parcent during 1976-80°to 16.8 percent
duzing 1981-82. The overall declins in SOF performance during this periocd is,
howeves, largely & result of ths severs aconomic crisis and the resulting
-stabilisation policies. The government’s anti-inflationary policy that £ixed the
nonminal exchange vate and allowed for s substantial overvaluation of the peso
contributed to highar input and interest costs during this peried. This policy
was especially costly to enterprises requiring imported inputs such as CODELCO-
CHILE. Reforms in the econcaic policy environment which incresased competition
facad by SOEs may also have contributed to the temporary decline in §OT

parformancs.

Since 1985 average profitability of Chile’s six largest SOLs has increased
significantly, especially in 1988. The profitability ratio for the small sample,
averaged 4.3 percent during 1983-88, and 3.7 percent excluding CODELCO-CHILE.
In contrast with the 1976~-80 period, all entarpriees in the small sample achieved
higher profitability ratios after 1985, not just CODELCO-CHILE. Improved
financial performance resulted not only from improved operating results, but also
from lower interest costs, relative to the 1981-82 paricd. Overall, excspting
the 198i-82 recession, the evidence suggests quite consistent improvements in SOE
profitabilicty during the public enterprise raform peried.

With regard to financial stability, -the ratio of total assets to total

. liabilities of Chile‘s six largest SOEs shows no discernible trand over the

poriod, although thers are large fluctuations in the ratio for individual firms.

: These fluctuations raeflect the effects, first, of the financial policy that
zequired SOEs to finance investment through bogrowing without sgelying on
government transfars. Second, the assumption of debt of =ome SOEs by CORFO led
u&mmumm“mmmumumuxmuuy
Ta .

In Maxico the average financial performance of the SOEs has improved since
the initiation of reforms in 1983. Comparing the reform period with 1979-82 for
the consolidated SO0 sector excluding PEMEX, operating revenues increased more
rapidly than oparating costs, leading to an increass in the average opersting
surplus. Highar operating costs resulted primarily from increased non-:abor
costs, 48 average personnsl expenditures declined by about 1S psrcent from 1979~
82 to 1983-88. Despite improvements, however, the opsrating surplus for the
consclidated SOE sector excluding PEMEX ramained negative during the reform
peziod, largaly as a result of price controls that kapt cutput prices below unit
costs, reflecting the government’s coammitment to maintaining non-commercial
ebjsctives for some enterpriees (6.g. CONASUPO). The ratio of net income to fixed
48s0ts vas 8180 highar during the zeform pariod than during 1979-82, but wae
still negative. A primary source of increased non-operating costs has been
higher interest payments, which fose from 16 parcent of operating revenues for
the consoclidated SOZ ssctor during 1979-82 te 21 parcant during 1983-88, as a
result of rising SOE debt stocks, incressed rsal intsrest rates, and exchange
zate adjuctments. PEMEX, howsver, had a large, positive operating surplus
averaging 3.8 pescent of GDP during 1983-88. As PEMEX, in addition to regular
taxes, is required to transfer all remaining zevenuas to the Cantral Covernment
in the form of special tanes, profit figures for the comselidated SOE sector
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including PEMEX are misleading. 1If these special tax payments are axcluded, then
PEMEX profits more than cover the net loumotmnuozmmlmmsqt

sscter during the reform period. .

The financial stability of SO0Es in Mexico, measured by the ratioc of total
liabilities to total assets, improved during the raform pericd, as the ratio fell
fron an average of 11 percent during 1979-82 to 7 percent during 1983-88. The
financial gestructuring agreaments (CRPs), which snadbled 12 S0Fs to transfer dadt
to the Cantral Government between 1985 and 1990, contributed to increased
financial stability of the enterprises, but there is little evidance of their

impact on improving operational efficiency. _

Ia Argentins SO0Zs achioved a substantial isprovement in financial
performance during 1976=-82 following the adoption of reforms. The average SOF
cperating surplus, net income, and the ability to aslf~finance investment were
all higher during 1976-82 relative to 1971-75. The improved operating surplus
is largely attributable to the government’s policy of eliminating redundant labor
end declining real wagees, as sverage personnsl expsnditures par unit output
declined by nsarly one~third during 1976-82 compared with 1971-7S8. PFinancial
performance, however, detariorated during 1983-88. Higher real wages and other
input prices and lags in real ocutput prices adjustments, as a8 resuit of anti-
inflationary policies, reduced the ratio of cparating revenuss to operating costs
during 1983-88 to approximately the same level as during 1971-78. Purthermore,
S0E interest psyments as a share of opsrating revenues more than doubled, from
9 ‘percent during 1976-82 to 20 percent during 1983-88. Although SOF debt stocks
increased only marginally after 1982, higher interest rates and the large
m;xuum of the domestic currency in 1981-82 led to sharply higher interest
costs that contributed significantly to the financial dstericratiocn of the SOEs.

8. SUDGETARY, DIST, AND OTHER MACROECONOMIC EPFECTE

State-owned entarprise parformance plays a critical role in determining the
magnitude of the overall public secter deficit, the extaernal debt burden, and the
devels of invastment and overall economie activity in the country. SOF reform
which focuses on controlling costs, eliminating price distortions, and reducing
het govarnment transfers, in gensral, is expected to reduce the SOE deficit, its
share of the total public sector deficit, and the level of financing through
extarnal borrowing. Growth in SOR deficits and external dabt, howevezr, can be
8 desirable cutcome of SOL zeform that eamphasizes enterprise rehabilitatien and
new investment to be financed through s combimation of government transfecs and
external loans. As previcusly discussed, in each of the three countries in our
study reducing the SOE fiscal burden is a primary objective of SOE reform,
although the extent to which other objectives, such as social or efficiency
ebjectives, are followed varies between countries.

Budgetary Effects

Chile, Mexico, and Argentina have all Bbeen successful in reducing
enterprise deficits and net transfers from the Central Government. The extent
of reductions in each country, however, depended on the government's ability to
sustain tight controls over SO expenditures and finmancing, the degree of real
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Annex Table 14,2
Cniles Performance Indicators for Public Entarprises, 1970-1903

(Lazge Sample)
I R
Iadicacer 970 1974 979 1983
Operatiag Asvenue/ 3.8 4.8 $.0 5.6
Laber Coats
Oparating Surplus © $.0 41.7 43.9 67.0
Operating Surplus/ :

Fined Assats 0.03 0.06 0.30 0.3¢4
Net Iacome °© 2.3 3%8.8 88.5 48.1
Net Inceme/

Tixed Assaots 0.0 0.06 0.2 0.20

Source:s Martines (1988).

_® 1n constant 1983 prices
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Table 14.3
cnu.o: Pecfornancs Iandicstors for Publiec m-:p:m.. A1976-1988 1/
(8mall Sexple)
(1!7@-1900) {1981-1982) (1983-1988)
Labor Productivity (index) 129.4 184.7 3231.0
financial Performeace ($)s
Operating Rovenus/ 107.8 3123.31 139.7
Operacing Coscs (97.9) (107.9) (134.0)
latarest Payments/ 8.1 16.8 . 12.8
Operating Revenues (10.0) (20.5) (14.5)
Net Isncene/ : 4.2 -l.d 4.3
Fived Asoats . ‘101’ “300’ (30’)
Total Aasste/ 341.1 289.8 370.3
Total Liabilities (384.2) (270.6) (431.95)

Sources Annual Financial Statements of the onterprises.

Rotess
1/ Figures in parentheses ezclude CODELCO-CHEILE.

2/ lndex of labor productivity (1978+100) calculated based en

piiyeical units of cutput per workar.
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‘Table 14.4 .
Nexicos Performance Iindicaters for Public Enterprises, nzo-nu i/

Indicator 1970-78 '1979-82 1983-88

Laber Preductivity 2/ .
(avarage annual growth r&te) §.9 =1l1.3 7.2

Revanuee and Costs: 3/
(constant 1978 billion pesos)

Opsrating Revenues m 198.0 223.7
operating Costs 1 209.0 230.85
Personnel Expeanditures RA 7.3 66.6
Financia)l Performance (%): 4/
Oparating Revenues/ 108.6 121.9 132.7
© Operating Costs (95.5}) (92.8) (99.9)
Interest Paymentcs/ 8.4 6.2 3.0
Oparating Revenues _ (8.8) (13.2) (19.6)
Net Incoms/
Fixed assets $/ (~3.0) (=6.0) (=3.%5)
Opazating Surplus/ 3.2 33.9 97.3
investment (=13.2) {(=18.7) {=0.8)
Total Liabilities/ 1.3 1.4 6.9
Total Assets (13.2: (30.8) (6.5)

Scurce: INIGI, Pinanzas deal Sector Publice, Cuantas de Produccion del
Secter Publico; SPP, Cuantas de la Bacisnda Publica.
Kotass

i/ Labor productivity are for & sample of “diresctly controlled® SOEs,
excluding PEMEX; revenuss and costs are for the consolidated SOF
sector, excluding PEMEX; financial parformance indicators are fer
for the consolidated SO ssctor, and data in parsntheses are
axcluding PEMEX.

2/ Ratio of resal value added to msumber employed; 1975-78 only for
1970-78 pariod; 1983-87 only for 1983-88 paried.

3/ 1970-82 data for 1979-82 peried; 1983-87 data for 1983-88 pariocd.

4/ Pinancial performancs indicaters calculated from data measured as
s share of CDP ia current prices.

8§/ 1973-78 data for 1970-78 period for both nst income/fixed assets
and total liabilities/total sssets. As notad in the text,
Zigures for the consolidated $OB sector net incoms are misleading
dus to the largs spscial taxes paid by PEMEX to the Csntral
Government which force PEMERX profits to equal S8£0 in every yesr
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‘Table 14.5

f.vb
i
(5
e
&
s

Acgentina: Performsnce Indicaters for Public Enterprises, 1971-19808

!lﬂ&éltﬂt 1971=7%

1976-82 1983-88

labor Productivity:
(average annual growth rate) n.a.

teployess (thousands) 382.4

Rovenues and Couts (V)¢

Opezsting Coste per Uait Output 81.7
Pezsonnel 44.6
Goods and Services 37.1

Operacing Revenus per Unit Output 84.9

Tinancial Performance:

Operating Revenues/ :
Operating Costs 104.0

Net income

{aillions 1970 Australes) «18.8
interest Payments/

Oparating Revanues (%) $.3
Cparating Surplus/ 8.7

lavestasnt (%)

9.0 2.8
330.6 293.1
78.1 92.9
30.7 29.1
47.4 63.9
93.3 98.6
119.0 03.0

399.8 «1601.8

9.1 20.0

37.2 9.5

Source: Data for sample of 13 largest SOEs from SIGEP.

Some indicacors

a42¢ based 6n data for 11 S0Bs for which data are available.

Notess

1/ Laber Preoductivity calculated based an physical units x 1970

prices psr worket.
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Table 14.6
chile: fiscal £ffecte of Public Enterprises, 1970+-1988 1/
(Parcent of GDP)

Iadicator 1970=73 1974~75 1$%76~80 1981-82 1983~-88

SOE Deficit (V)¢

$0F Overall Deficic/GDP 6.2 0.4 0.2 1.6 0.0
(5.4) (2.3 (0.6) (0.9) (=0.2)
S0F Deficic/GDYP 2/ 6.7 =3.8 =6.1 -4.7 9.6

(‘03, ¢ (007) (‘2.1’ ('303’ (“5..)

Transfers and. Taxes (V):
Government-SOE Transfers/GDP Py 0.8 0.4 0.0 0.0
SOE=Covernnant ZTaxes/GOP 1.0 $.1 6.7 6.4 9.7
(0.8) (3.4) (3.2) (4.3) ($.6)

Investoent (%):
SO lnvestment /GOP 3.0 3.7 2.7 2.6 3.7
SCE Investment/Public
Sector lavestament 30.8 34.3 4.6 $2.7 87.2

External Dabt (%):
SO External Debt/GDP
(end of pariod) m 22.9 9.2 i8.8 6.0
(pericd average) " 7 Y 12.4 3.1 20.9

Source: All 1970-85 data and data excluding CODELCO from Larraan:
1986-88 data from Budgeat Office, Ministry of Finaace.

Notes:

1/ Datas are for tha consolidated SOF sactor. Dats in parentheses
exclude the public capper enterprises (primarily CODELCO-CHILE);
for this data 1983-088 data orly for 1983-88 period.

2/ Execluding caxes and transfers.
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Table 14.7
Mexico: Piscal Bffects of Fublic Eaterprises, 1973-1988 3/
(Pezcent of CDP) ‘

Indicacar 1970-78 197982 1983~-88

Directly Controlled SOEs 2/t

SOR Overall Deficit/CDP 3.3 2.8 0.3
(0.9) (2.2) (0.3)

SOE Deficic/GOP 37 2.4 i.0 3.3
' (2.3) (2.9) (2.3)

Govarnnant-S0E Transfers/GDP 4/ 1.6 2.5 2.8
S0R~Government Taxes/CDP $/ 1.2 4.4 3.9
(0.2) (0.8) (6.7

consolidated S0L Sector:

SO0L Oversll Deficic/cDP ' .8 2.8 «0.23
(1.3) (1.2) (0.5)

SOF Inveetment/GDP 6/ 4.5 7.0 4.1
(3.2) (3.8) (2.6)

SOE Brternal Debt/GDP 7/

(end of period) 7 20.4 21.0

(pariod average) m 10.9 i8.8
SOE External lanterest/CDP

(end of period) Y 2.3 0.9

(pariod aversge) 7 ) 1.4 1.8

Source: INEGI, Pinanzas del Sector Publico, Cusntas de Produccion del
Sactor Publico: $PP, Cuentas do la Hacienda Publica.

Notas:

1/ Data in parentheses are axcluding PEMEX.

2/ Yor the “directly controlled® SORs 1977-78 data only for the 197078
pariod,

3/ Exeluding taxes and transfers.

4/ lacludes opsrational subsidies, capital transfers, and paymsnt of
liabilities, but excludes dabt absorption.

$/) 1977-78 data only for 1970-78 peried.

6/ 1983~87 data only for 1983-88 pericd.

7/ Extaznal dedt and interest 1980-82 data only for 1979-82 period and
1983-87 data oaly for 1983-88 period.
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Table 14.8

Argentina: Fiscal £ffects of Public Interprises, 1971-1988
(Percent of GOP)

2adicaser 1973=78 1976=80 1981~82 1983-88

RECEEN G A A

SOF Deficit (%)

SO Oversll Deficit/GOP 1/ L/} 2.3 4.3 6.4
S0E Deficic/GD? m 4.2 6.2 4.8 .
80F Degficit/Public .
Transfers and Taxes (V)
Gavernmant~S0E Transfers/GOP 2/ 7} 1.9 1.7 3.8
Iavescoment (%)t 3/ .
8062 Investcaent/GCDP 3.8 4.3 3.3 2.9
SO0f Investment/Public
Sacter lavestment . 48.4 43.6 42.0 3.6
External dedt (%)e
SOE External Debt/CDP &/ 3.6 33.7 20.7 3.3
Short Tera 1} 6.2 1.6 3.3
long Tarm 7Y 7.6 9.1 10.2

Source: Data for the consolidated SOF ssctor from the Ministry of Economy.

Notes:

1/ SOT Deficit plue net sransfers from the non-fiasncial public sectes.

2/ Transtars frem the anon-financial public secter to SOEs; 1933-“ period
are for 1983-37 ealy.

3/ 198388 pariocd averages aze for 1983-87 oaly.

4/ Reported for the final year of each time period for the thirteen
largast SORs.



One of the objectives of reform is to reduce the budgetary burden of state-owned
enterprises on the < : od Enterprise Sector Review, Report
No. 10014-TU, 1991) includes extensive data on state-owned enterprise (SOE) performance
indicators subsequent to the implementation of macroeconomic and institutional reforms.
Among the key findings summarized in the table excerpted below are declines in operating
surplus, increases in the SOE budgetary burden from .3 percent of GNP to 3.9% of GNP
from 1985-1990, and declines in labor productivity and value added (Table 15.1).

The Turkey review includes tables and graphs illustrating the rising trend in
borrowing requirements among SOEs generally, the concentration of deficits in a subset of
SOEs, the sources of deficit financing, and the complexity of financial flows between the

SOEs and the rest of the public sector.

The report makes a useful contribution by providing a framework and methodology
for determining the impact of SOE reforms. The combination of the aggregate analysis and
SOE-specific analyses provides a basis for developing sector-wide fiscal adjustment packages
and SOE-specific institutional reforms that need to be pursued.

The following are excerpts from the explanatory discussion in the Turkey report, as
well as the twenty-four page analysis found in Annex 2 of the Turkey report.
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Turkey State-Owned Enterprises: Impact of Reforms
R ———— P ——————

13. Despite all these reforms, the horxowing regquirement of the SOEs scared
¢co 6.5% of GNP in 1990, almost 602 of the entire publiec sector’'s deficit (ses
Table 2). For 1991, the outcome could be worse as the Covermment, in
anticipation of the general elections of October 1991, granted wage incresses of
about 30-402 in real terms to workers, further raised agricultural support prices
and urged the SOEs to hold their price increases below inflation. These changes
in policy are not included in the program for 1991 presentsd in Teble 2.
Developnents underlying this deterioration are quite worrisome (ses Amnexes 1 and

2 for details):

¢ increasing income support to the agricultural sector over the last two
yoars forced the Soil Products Office (IMD) to raise its borrowing froa
0.2% of GNP in 1988 to 1.92 in 1990;

© the aggregate operating surplus of the sector (excluding TMO) has been
on a declining path since 1985: it fell from 3.6Z of GNP to & deficit

of 0.6X in 1990, Moreover, a deficit of 1.4% of CNP was projected for
1991 before the recent round of wags increases;

@ gross fixed investment of the sector f£sll by 34.5% since 1985-86 snd the
sector’s contribution to value added has declined;

Table 15.1
UBY PERFORMANCE JNDICA
CPercont of &)
98 7%0¢ 087 7088 jese3e90_jovi

Sorroving Reguiremsnt 3.0 3.4 4.6 .7 2.6 R 3.8

of which ™D 0.4 9.9 0.0 0.2 0.6 1.9 1.4

share of total public aactor(X): 66,6 72,9 3%6.6 4&3.6 370 7.8 NeBe
Opsrating surpl / 3.6 1.3 1.1 0.4 0.8 6.6 1.4
Sudgetary hrﬁl:! 0.3 1.5 0.9 1.6 .3 3.9 Nebe
Return on Capitel Seployed () W2 %3 127 1Wé 3 6.7 5.3
#res Cash Flow Nlle °Th 128 B35 .8 4.0 N8o
tirancial Loverage Ratio 2.3 28 1.9 2.8 2.3 24 2.4
Sarnings Decline Cover (X) B4 BS W 88 611 304 359
Sndustrial SGEe ih Tep 300 firme

Ssployment (X of total) ne. 97 B4 B3 %3 534 na.

Fixed Asoets (X of tetsl) ne. 69, @8 N8 Y9 69 ..

Velus Added (X of totel) e, 6.0 6.8 470 438 416 neae.

IDOPF DIFSCRISYIVITY (4 & R Y Vi i §D .U ' 3. ¢ o€ N
. Source: Treasury, SIS, 180, ISRD caleulatione
Notes: 3/ all indiestors except borroving requirensnt exclude T,
2/ progrem

¥ Sucipetary transfers, subsidies, erresrs to Treesury, Secisl Security and E8Fs.

1, The gontribution of individual SOEs to the deficits over the last five
years has been a function of the size and the nature of the enterprise (see Amnex
2 for details). Deficits have been concentrated in terms of size in electricicy
(TEX), industries and trade related to agriculture (IMO, SEKER, sugar, and,
TEXEL, aleohol and tobasceo), railways (TCDD), telephone and telecommunications

Source: The Turkey State-Owned Enterprise Sector Review, Report No. 10014-TU, 1991
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(PTT) and iron and steel (TDCI). Four major types of performance can be
ddentified: (1) large SOEs with on-going investment programs which require
outside financing (TEK); (11) large SOEs with recently completed projects vhich
have led to a noticeable increase in yetained carnings and a reduction in
financing needs (PIT and PEIRINM, patrochemicals): (ii1) SOEs wused for
agricultural support vith persistent deficits (M0, SEKER, TEKEL); (iv) genuinely
poor performers, mainly in import-substituting industries (TIK, coal, and TBCI).
It should be noted, however, that in 1990 only three SOEs had a surplus rather
than a borroving requirement: PIT, THY (airline) and BOTAS (oil pipeline).
Operating losses were concentrated in TEX, TTK, TDCI and TCDD. Together, all
loss-making SOEs accumulated & loss of TLS trillion (1.9% of GNP) in 1990, while
three SOEs (PFIT, TEKEL and TPAO) generated 80T of about T13 trillion of profits.

1s. The increasing financing needs of the SOE sector mnot 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 of foreign sources
to the financing of SOE deficits fell from between 50 and 60X in the perioed 1985-
88 to around 202 in 1989-90. This reflects the change from project financing to
financing of operational needs. About 25% of the deficits have been financed

domesgtic interest-bearing lisbilities. An increasing proportion (56% in
1989-90) is being financed through deferred payments to the private ssctor (16%)
and the public sector (40%). Whereas this amount is close to historical averages
victh gespect to the private sector, SOEs used to finance the rest of the public
sector on average during the period 1985-88. Together with budgetary transfers,
subsidies and arresrs to Treasury, Social Security and Extra-Budgetary Funds
(EBFs), the budgetary burden of the SOE sector rose rapidly to an estimated 3.9%
of GNP in 1990 (see Table 2). )

16. The rise in the SOE sector’s deficits was accompanied by a deterioration
in financisl performance (indicators exclude TMO, see Amnex 1 for details):

© return on capital employed (ROCE) in SOEs has fallen from 17.2% in 1985
to 6.72 in 1990. During this period, the decline was continuous and
since 1988, the return is below the cost of financing as measured by the
Teturn on equity on the Istanbul Stock Exchange (ISE). SOEs earnmed only
half as much, on average, than the private sector firms in the largest
500 industrial enterprises in Turkey (to vhich most of the SOEs belong);

6 the sector’s cash flow shortage, i.e. the cash borrowing requirement
plus vorking capital needs, has been very high during most of the period
1985-90. As a share of GNP it was as high as 12.5% in 1986, but it fell
to 4TI of GNP 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 much higher
amount than the private sector. This mainly reflects the fact that the
choice of equity versus debt financing is mot based on corporate
criteris but rather on a decision of the central government which must
approve equity injections inte the sector;

© the earnings decline cover (EDC), indicating the percentage decline in
earnings thst can be sustained before intersst payments are no longer
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covered, has also fallen gradually from 83X in 1985 to -,
After the Teal wage increases of 1991, the sector is unlike

to cover its interest payments;

17. Financial performance has not been equally poor or deteriorating ..
g0Es and, if plant level data were available the picture would presumably bscome
oven mere diverse. Particularly poor performers are the hard coal mine (TIX),
the railvays (TCDD) and, in recent years, the soil products office (1MO). But
slso ths electricity company (TEK), the steel aill (IDCI) and a few smaller
companies (meat and fish, cement, agricultural sachinery) are in poor financial
shepe. With the exception of ORUS (forestry and wood products) and PETKIN
(petrochamicals) thers are no coupletely fimancislly sound SOEs but some have
good potential to improvs (airlines, petroleun refineries and discribution and

PIT).

i8. Even though only partial indicators of gconomic performance are
available, the evidence sppears to be strong enough to suggest a deterioration
in this area as well:

© over the period 1985-1990, the marginal efficiency of capital ({.s. how
" much valus added can be produced per unit of fixed capital invested) in
SOEs has been about half of that of the private sector. 1f the same
;t’ﬁcloncy eould have been achieved, GDP could have been higher by about

Z in 1990;

¢ capacity utilization in manufacturing SOEs, especially in 1989-90, has
been significantly below that of the private secter;

¢ labor productivity in industry has been on average 20% lower in SOEs
than in the private sector and was up to 38% lower in 1990. 1In some
sectors it was as much as 752 lower. Although laber productivity
increased by 12% over the pericd 1985-90, it lags about 90% behind real
vage increases;

¢ the share of SOEs in total employment (53%) and in fixed assets (66%)
of the 500 largest industrial firms excesds that of value added (42%),
indicating the use of an inefficient factor combination or too large a

scale of production. ‘

.

@ in the seven largest SOEs (in terms of fixed assets), total factor
productivity (TFP) fell over the period 1985-90 in all SOEs that were
increasing their capital stock (TEX, PTT, TCDD and TTK) except for the
airline company. TFP rose in SOEs with declining cspital (TKI, TDCI)
and in the airlines.

19. Although it is easy to point to recent increases in wages and
agricultural support prices and to the real exchange rate appreciation induced
losg in competitivenzss as direct.causes of the rapid deterioration of
pezformance, such an observation does not address the fundamental, underlying
problem: SOEs are not run as commercial enterprises but more as government
departments. Continuing pelitical interferense has bereft the SOEs from the
flexibility of adjusting to changing market circumstances. In particular, the
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continuing 1iberalization of the economy and lack of self-financing upaci.ty‘hu
left them with an obsoclete capitsl stock and unadble to compete with the private
sector, barely surviving due to a soft budget constraint.

20. Signs of problems in the SOE sector wers already appsrent at the end of
the 1970s and again in 1987. Ths record SOE deficits of 1980 wers resolved by
raising prices and forcing s real wage erosion. 1In 1987, the deficit rese again
(to 4.4%) snd financing crisis vas averted by drastic cuts in real investments
and further real wage srosion. By 1988, real wages had fallen by 252 below their
1980 levels and by 1990 real investment was below {ts peak by 40Z. The 1990
daficit will not be as easy to cure: (i) prices can hardly be adjusted upwards
bacause of competition from-imports and-the domestic private sector, except for
the natural monopolies; (1) investment is insufficient to maintain an adequate
capital stock, and; (1i1) wages (risenm by 1002 in real terms since 1988) are now
set by contracts including almost complete indexing. Addressing ths underlying
problems, discussed in the section III below, can no longer be avoided.

Divestiture .

21. Although the Government emphasized divestiture as the key to improve the
performance of the SOE sector and to promote overall economic efficiency, actual
vesults fell far short of expectations snd failed to achieve any of the

objectives of the program. The results of the process through May 1991 can be
summarized as follows (see Table A3.l in Annex 3 for details):

® no holding, subsidiary or partnership has been liquidated;

¢ no holding has been privatized either in terms of cwnership or control;
82 of the equity of Petkim and 1.5% of that of THY were sold;

® sales of all of the six subsidiaries (five cement plants and one
catering company) havs been overturned by court decision and, although
the nev owners continus to operate the plants for the time being, final
resolution is still pending: of three other subsidiaries less than 5%
of equity was sold on the stock market;

® sales of participations show mixed results: in less than half of the
cases did the State manags to sell its entire participation; in the
successful cases all sales were ©o local investors for amounts averaging
US$270,000 per transaction, with the exception of Ansan, a private
company rescued by the Covermment and subsequently sold for USS$13.6
sillion to & foreign invester:

¢ total proceeds from all sales amounted to about US$530 million, with
almost one third gensrated by the sale of 8% of Petkim and another 102
by the sale of 2.9% of Erdemir;

¢ the Governaent rescued Asil Celik (an ailing private steel producer) and
turned it into an SOE in 1983; in 1985 it took over a failed textile
plant and at different times during the decade it injected equity in
seven other companies, asinly through public banks.
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22. Not surprisingly, the little divestiture that took place.did not lead
go 8 noticeable improvement in efficiency. The total amount of the sales vas

1 relative to the size of the sector, representing less than 0.52 of fixed
.assets. 1n most cases the amount sold did not allow private management to take
over control of the company or the sales occurred in cases vhers the company vas
slready under private control. The sales were not accompanied by messurss to
{ncrease competition and to safeguard consumers from sbuses by the nev private
sector ownars. For example, the sale of the catering company amounted to no moTe
than a transfer of a public momopoly imto private hands as the company is
gequired to be located on the airport premises for security reasons, but no space
is available for any potentisl competitors. In the electricity sector, even if
private participation in generationm war welcomed, =o' regulatory framework
addressing the issues of competition, pricing of distribution, service standards
or consumer interests, was established.

23. Progress on the secondary objectives of privatization, the development
of domestic capital markets, diffusion of ownership and generation of fiscal
proceeds, wvas equally unimpressive. The first public offering turned into a
sajor failure and no more offerings took place before April 1990. NMost of the
racent offerings were undersubscribed while private sector issues stirred
significantly more attention. The need to generste fiscal revenue from sales of
shares has generated s tendency to overvalue the shares. For most companies
vhere the Government retained control, share prices have £allen mere than the ISE

index since the date of igsue.
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1. rhu annex reviews the performance of SOEs from the fiscal
perspective using conventional fiscal indicatora, such as borrowing requirement
(PSBR), primary deficit, and operational ‘deficit. The sources of, or main
contributors to. the observed performance are also investigated. Reviewing the
compogition of deficit financing gives an ides of the contribution of SOEs to
inflation, crowding out of the private sector from the domestic financial market,

and to the international ereditworthiness of the country.

2. There is a very complicated network of financial relations between
SOEs and the rest of the public sector. These relations are further obscured by
differences in accounting procedures among SOEs 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 govermment budget snd extra-budgetary funds (EBFs). Finally, the
::‘bszdic; provided to, and/or through, SOEs and their ultimats beneficiaries are
cussed.

3.  Piscal Performance

3. The borrowing requirement of the SOE sector has varied between 2.6%-
6.52 of GNP in the 1985-90 period accounting for 38% to 72% of the entire public
sector deficit (see Table A2.1). Graphs A2.1 through A2.4 shov main auregatcs
for the sector as well as individual SOEs as avesragss for the 1985-90 period, and

for 19904/, The fiscal performance of SOEs and the sources of SOE deficits have
shown three distinct patterns during 1985-90:

. laxge and rising deficing (1985-87): SOE deficits rose from 3I of
GNP in 1985 to 4.4% in 1987, This period is characterized by large
investment expenditures, especially in energy, telecommunication,
and petro-chemicals. Although investments by mamufacturing SOEs had
started to decline, total investment of the gector stayed around 6%
of GNP. Stock-building added another 2% of GNP to SOE financing
needs. The SOEs could, however, generate intermal funds of only

¥ PETKIM and Sumerbank are not included in awnual data for 1988-90.
However, they arc included in the everages £ot the pariod 1985-90.



Appendix 15
163 pase 8 Of 30

A. Tublic Sector
m. ‘.‘ ‘b' ’ ‘ .0’ ’.8 uoz
Pzimary Deficit 1.3 0.1 1.8 0.7 1.0 6.0
Opszasicmal Defisit . 41 s.8 3.7 a3 7.1
3. 808
”snn 3.0 3.4 4.6 2.7 2.6 8.8
Primary Degicit 2.0 2.1 2.3 1.2 1.4 s.2
Opezational Deticit .o 3.2 3.3 2.2 2.2 3.8
C. Share of 80%s tn total (2)
SHR 6.6 3.1 38.8 43.8 3.0 8.3
Oporstionsl deficit . © 8.8 9.4 3.3 .9 .1
Memo Items
IovostmentstStock Puiléd-wp 8.1 7.8 8.0 7.2 6.3 2.6
Investnents 8.2 8.1 8.7 8.3 a1 3.4
Stock Bulld-wp 1.8 1.8 2.3 3.3 2.2 4.6
Iatezest Paymants 1.0 1.3 1.9 1.8 1.2 1.3
Iaternally Genersted Funds 3.2 3.6 3.6 6.0 3.0 1.8

Souszes : Tressury

about 3.4% of GNP/, The implementation of large investment ant
stock programs (generally imposed by the government, as in the case
of TEK, PIT, Botas, TMD, and TEKEL) despits the lack of internally
generated funds were the main csuse behind the large borrowing

tequirensents during this period.

.

# Internally generated fund = retained earnings + depreciation +
provisions + provisions for foreign exchange losses + unpaid dividends to
shareholder other than Irsasury, where retained earnings = profit/less - dury
losses (claimed) - corporats tax - dividends (paid) to Trsasury.
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Figure 42.2 PSER

Maw-masﬁm

PSBR - Investments - Stocks
average 1985-80

0000000000000000000020080000000¢080080000000W ¥~

o

0000000000000000000000000800800000 se0 000D .

G00000000000000000000000000000000000000¢ ..-Q.‘

©0800080000000000000000 0908000000000 000000 m» 4

000000050000.000.‘..0..00.00.0.0...0.......- ‘.

ST RuSEGIonsauN s SIw Gasy g
SRR

BB of GNP «O=X ot GNP, cumoiative

PSBR - Invesiments - Stocks
1880

00000000000000000000900000008000008000000800am ™

[ L]
00000000000 06000000000800000¢0000s2R00000m o

0003802000000 00000800000000008833000800008

008000000000008000000800000000000000000000 8 .

le

9008000000000 000000000000000000000000000000E 1

g
[~ >4 Ny, QM e= e N
&> wm....aus 28<2a3s a.. "®
- W o

Bl % ot Gus Do ot GNP, comutanive



Appendix 15
Page 11 of 30

166

3 Investments

Figure A2.

Invesiments, average 1985-90
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. Daslining deficits (1988-89): SOE deficits declined to 2.72 in 1988
end 2.62 in 1989. They accounted for 44X of the total public
deficit in 1988 and 372 in 1989 (lowest in the 1985-90 period). As
part of the temporary fiscel sdjustment program of the govermment in
1988, SOE investments were ecut and SOE price adjustments were kept
in line with inflation (evan ahead of inflation). 1In 1988,
investment axpenditures declined to 5% of GNP while internally
generated funds rose to 42 of GNP leading to a decline in the
deficit from 4.4T in 1987 cto 2.7%.  Despits a further cut in
investnents expenditures, equivalent to 1X of GNP, the deficit
declined only marginally to 2.6 in 1989 due to an erosion in
internally generated funds.

o Rrastic deterioration (1990): The SOE deficit exploded in 1990,
reaching 6.52 of GNP and accounting for 582 of the total public
sector deficit. The factors leading to this drastic deterioration
vere quite different. First, a generous agricultural support policy
has led to & record-high increase in stocks; equivalent of 4.62 of
GNP. Second, internally generaced funds dropped to 1.82. This was
affected by large, and abrupt, increase in resl wages, and by sost
of the SOEs being unable to adjust to higher real cost of labor and
incressed private and foreign competition following the trade-
liberalization in 1989 and the continuing appreciation of the real

exchange rste.

4. Deficits of SOEs have had different characteristics than those of the
rest of the public sector, in particular the central government budget. Table
42.1 shows estimates of primary and operational deficits for the SOE sector and
the entire public sector. The SOE sector have alwsys run primary deficits
contrary to the primary surplus for the rest of the public sector. SOE primary
deficits were on average 2.2% of CNP in 1985-87, 1.5% in 1988-89, and 5.6%2 in
1990. This reflects high non-intersst expenditures by SOEs, as well as low
interest payments (on averags 1.5% of GNP in 1985-90). The latter is masinly due
to the fact that SOEs have relied more on forsign borrowing (especially during
1985-87) than on interast-bearing domestic financing, and partly dus to data
Problems.d Relstively mors foreign borrowing leads to lower average nominal
interest payments as with high inflation domsstic interest rates contain a large
* Boainal component which in fact is repaymsnt of principal.

3. Mainly for the same ressons, the discrepancies between the PSER and
the operational deficit (meaning PSBR adjusted for the inflationary component of
interest payments) for the SOE sector have not been as large as the discrepancies
for rest of the public sector. SOE operational deficits were on average 0.5

L e

¥ Primary deficits are somsvhat overestimated because some SOEs (TMO,
sm. and TPAD) includs interest payments in cost of goods and services sold.
e o 1ack of svailable data, this portion of interest psyments was mot
{ncludeg in the estimates.
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percentage points of GNP lower than PSERs in 1986-89. This vas basically due to
the lov lovel of intsrest-bearing domestic debt. Tha difference has incressed
to 0.8 percantage points raflecting the increassed reliance on domsstic borroving
in 1989 and 1990. Operationsl daficits being close to PSBRs mesans that the SOE
daficits have not been large (espescially for 1988-90) just because of high
iaflation, but have required the transfer of real financial resources from the

rest of the economy and fres abroad.

6. Fron the above review of SOE deficits during the 1985-90 period it
is clear that gperational inefficiency is one of the key causes of the problem.
The sesctor suffers frow s sultiple of operational inefficlencies to an extent
that renders a significant pumber of SOEs financially unvisble (ses also Annex
1). 1In addition to the array of government interventions in pricing and
employment, the SOE sector also has carried the burden of the governmentc'’s
development strategy and agricultural support policy. Since the mid-eighties,
the government has withdrswa froa investing in manufacturing and shifted the
emphasis of the role of the public sector in development to providing enhanced
infrastructurs in energy, telecommmication, and transpertation. 1t has chosen
SOEs (TEK and PIT) and . extra-budgetary funds (EBFs, mainly the Public
Participation Administration (PPA)) as the instrumsnts of this strategy. Hence,
the burden of investments has been shifted out of the govermnment budget to the
SOE sector and EBFs. Consequantly, SOEs havs been forced to undertake large

which could not hsve.been financed from their owan funds.
Moreover, ths govermment’s agricultural support policy, reflecting mostly
political patronage, has been implemented through SOEs (mainly TMO, TEKEL, and
SEKER). These SOEs have been forced to aceumulats large gtocks., the bulk of
vhich could not have been marketad without incurring large losses, for instance
lov quality tobacco purchased by TEKEL and wheat purchased at twice the world
prices by TMD in 1990. Given the already poor financial performance of these
SOEs, the only way for theam to implement the government imposed duties has been

to increase borrowing.

Riscxibution of Deficics

7. A closer look at the distribution of deficits among individual SOEs
brings cut an impertant observation: the deficits bave been highly concentrated.
Table A2.2 shows concentration ratiocs (CR) calculated for the largest (CR1), the
largest four (CR4), and the largest sight (CRS) comtributing SOEs to total

borrowing requirement of the sector, and to other
main aggregates?. The SOEs listed (im the order of contribution) in each block

are the largest eight contributors measurad in terms of their contribution to tht
average for the period 1985-90. The averages are the sverages of annual figures

expressed as a share of CNP.

¥ A °Concentration Ratio (CRn)" simply measures the share of the
largest n companies in the aggregate considered. A higher CR indicates 2
higher concentraticn. )
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8. The SOE with the largest daficit (TEK for all the yesrs except 1990

vhen TMD ranked the first) has accounted for 221-.53% of the tetal berroving

zequirement in the years 1985 to 1990 (34I em an &verage basis). The borrowving
requirenents of the largest eight SOEs heve been nesr ths total for the sector,

and have ¢ven been higher than the total for socme years (1986 and 1989). =
snd TMO (except in 1988) have consistently ranked in the first four. TEKEL,
Seker, TCDD, TDCI, and Sumerbank have ranked in the first eight for most of the
years., Petkim, PTT, Botas, and THY have ranked in the £irst eight during 198S.
87, and have either shoved a surplus or a lower deficit during 1988-90.
Converssly; TIK's performance-has datariorated after 1988, and since then it has
zanked in the eight poorest performers. A similsr concentration is obaerved in
investment expenditures and stock bulld-up. Moreover, the set of SOEs with the
largest deficits is slmost a union (with a fev exceptions) of the sets of SOEs
with the largest investment and stock build-up programs.

ln;_mww

9. Parformance has not been even across SOEs and over time. An analysis
of main indicators for individual S0Es revealed the following four “proto-types®
of performance: )

o Hesvlly investing SOE: The typical exsmple is TER, which is the enly
SOE with such a large and sustained deficit and investment progranm.
Table A2.3 {llustrates the case of large deficits stemming froo

SAS A2,3: TIX - FISCAL INPORMASION

FER 2.63 .33 1.43 3.48 .28 .38
m m‘ * .o.’ ‘0" ‘o” 3.” zou 0.’.
FIRR-1cvestamts Siachs 1,00 *0.80 - 0.5 <. 88 0.0 <~0.3?
Isvestamts 3.8 31.7¢ 300 2338 222 1.40
Stock butlid-wp 8.60 6.0 0.3 .00 .08 0.08
Istezeet peyamts 0.3 0.38 .92 0.3% 0.27 0.42
Inteznally gemesatod £amds 0.81 6.38 .47 0.53 0.93 0.13
IavestuantovBiock

in amvess of intasnally

gmnarsted funds 0.88 1.28 1.8 .61 1.7 1.4

Sourso : Treasury and IBED ecaleulaticus

large investment programs. TEK, by itself, had a borrovint
requirenent of about 1.5% of GNP during 1986-89, and 1.2% of GNP i*
1990. But, at the same tims, it had to implement a vary large (™
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largest) investment progran assigned by the government. Annusl
investnent expenditures have been around 1.7% of GNP in 1985-86, in
excess of 2% of GNP in 1987-89, and 1.3 of GNP in 1990. During
this period, internally gonerated funds have been sround only 0.3%
of GNP (0.13% 4in 1990). TEK could have gensrated more funds to
finance a larger porticn investments if it had had more flexibilicy
in employment and pricing decisions and been able to overcome
operational insfficiencies. However, even a much better performance
could not bave matched the finsncing needs of such a large
investment progras which long-gestation and recovery periods. More
importantly, given the fact that Turkey needs to continue to invest
in energy infra-structure, TEK is likely to be in a similar
situation unless government can attract privats and/or foreign

- capital i{nvestment in energy.

SOEs with xecently completed projects: PETKIM and PIT are two
exsmples. Performance of these SOEs is characterized by: a) fairly
large investment programs during the 1983-87, period fully or to a
large extent completed by 1988-89; b) large deficits during the
investment pariod that eventually turned into surpluses; and ¢)
{nternally generated fumds during the post-investment period (1988-
90) on average moticeably larger than those during the investment
period (1985-87) (ses Table A2.4). The case of PIT differs‘from TEX
as PIT’s 4investment program has been completed, and more
importantly, FIT has been more efficient in the areas of pricing snd

employnment.

Yictins of sgricultural support policy: Performance of TMO, SEKER,
and TEKEL have mainly reflected the degree of generosity of the
govermment in supporting agricultursl producers, as well as
consumers. Purchases of grains, tobacco, and sugar beat at
subgidized prices and st amounts in excess of rational levels of
buffer stocks hsve been the main cause of poor performance of these
SOEs. As shoewn in Table A2.3, this is most pronounced in 1990.
Asids £rom the finsmcing of stock accumulation, purchases gnd sales
at subsidized prices and physical losses dus to purchsses in excess
of existing storage capacity, have led to operational losses. It
is clesar that any significant inprovement in these SO0Es is
sontingent on & change in government'’s sgricultural support policy.
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AN 42,8 PETEDN, PIT - FISCAL DUFORMATION

™ 1083 1088 08?7 1980 1080 1680
PEEE 4T 0.3 0.28° -0.28 -0.32 <-0.17
Primary deficit 0.40 .30 0.1 =0.98 <«0.47 <0.20
PIER-Ivvestaenss~Stocks -6.3¢ <=0.20 0.67 <«0.99 <9.47 =0.28
Iavestacets 0.2 0.9 6.18 0.38 .08 0.0
Stock build-up 0.08 0.08 6.08 0.13 c.08 0.02
m m 0.03 0.08 .18 0.4 °ou 0.03
Intesnally genersted funds 0.12 0.7 0.23 0.5 0.48 0.28
M
4n azvess of soterpally .
senarated fumds 0.48 0.38 <0.00 <=0.33 <=0.33 =0.18
b2+ 4 31903 1088 1987 1088 1000 1090
5 0.3 6.8 0.63 0.67 <«0.38 <=0.07
Prinasy deticit .21 0.68 6.40 «0.17 <0.42 <=0.18
PR -Investacnts-Stocks “0.58 <0.40 <=0.01 <0.885 <=0.70 <-0.88
Iovestamts 0.88 1.38 1.28 8.82 0.51 .73
Stoek build~wp 6.00 <0.08 <=0.0¢ 0.0% 0.03 0.08
Interest peynents .30 6.3 .23 0.2 0.18 .08
Istersally gemerstod Sunds 0.38 6.50 0.89 0.8 .98 0.87
Investasntatitock
in axsecs ¢f tutarmally
semazated funds .30 0.8 0.81 <=0.61 <=0.43 <=0.00

Somzeo : Treamuy and IRFD caleulatiens
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o Gemiine poor performers: TIK and TDCI (and TCDD to soms extent) ar¢
typical examples. The borroving requiremsnt of these SOEs hawe
mainly finsnced oparational losses (ses Table A2.6). These SOEs arve
charactsrized by cutdated technology, lack of investment to upgrade
efficiency, ard over employment. These deficiencies have surfacec
more as these SOEs faced stronger competition, increasing ras)
wages, and an apprecisting real exchange rate.

Pinsncing of Deficits

12. Table A2.7 shows the sources of deficit finsncing., During 1985-88,
the SOE sector relied heavily on foreign borrowing to finance on-going investment
projects. Disbursements on foraign project credits wers around §1.1 billion per
year in 1985-88. A small mumber of SOEs accounted for & large portion of foreign
borrowing (TEK, PIT, THY, TKI, TDCI, ICDD and Botas). During this period net
foreign borrowing by SOEs accounted for more than half of total net foreign
borzowing. More strikingly, SOEs borrowed about §1 billion in 1988 when the
economy as whole recorded a mat repayment of $0.4 billion (see Table A2.8).

13. Borrowing from commercial banks (inecluding rediscount credits
extended by the Central Bank) has been about 1.62-1.82 of GNP during 1985-90,
(except in 1988 when it was ingignificant). The group of largest borrowers
included TMO and SEKER (for agricultural support purchases) as well as SOEs with
large investment expenditures such as TEK, PTT, and PETKIM. Borrowing from the
Central Bank as reported in SOE accounts corresponds to direct credits from the
Central Bank under Treasury guaramtee. Since 1984, the Central Bank in principle
closed this window for SOEs, except for TMO. Borrowings froam Central Bank in
Table A2.8 are mainly TMO's borroving. Total net domestic finsncing has shown

large fluctuations during 1985-88 (0.42 of GNP in 1986 ¥vs 2.1 in 1987).

14, Finally, the size of net payment arrears also fluctuated strongly
during 1985-88. Uhile SOEs have comsistently run arrears to Treasury and the
private sector, the directien and size of payment arrears between SOEs and other
public agencies have varied, ..

15. The financing of defiecit hu shown g different pattern in 1989-90.
and even more so in 1990.

° The share of pavment grrears in total finsncing has dramatically
incraased, reaching 3.83 of GNP or 582 of total f£finsncing
requirement in 1990. Paymsnt arrears to the private sector (mainly
un-paid portion of support purchases by SEKER and TEKEL) amounted £°
1.3 of GNP, while the bulk of the remaining arrears (1.92 of GNP)
to other public agencies (see section C for details).
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entire SOE gsector. This crowding out vas sven more pronounced in
1990. They borrowsd TL 3.9 trillion, vhich was 835 of ctotal

commercial borrowing (TL 4.6 trilliem).

16. Regarding the macrosconomic consequences of SOE financing, the
following conclusions emerge from the above patterns: (i) SOEs have significantly
contributed to high foreign debt ratios of Turkey. Their share in total foreign
dabt of Turkey has increased frem 13Z in 1985 to 172 in 1990 mainly due to the
fact that SOEs heve continued borroving froam sbroad after 1987 while the rest of
the economy, reduced in foreign indebtedness; (ii) The cemtribution of SOEs to
the crowding out of the private sector has increased during 1985-90. This
happened more through indirect chamnels than through direct berrowing from the
banking sector. The share of SOEs has stayed around 151 percent in total
commercial bank credit stock. HNowevar, total financing from the private sector
including payment arrears to the private sector has been incrcasing. Moreover,
SOE arrears to Treasury and other public agencies have caused higher borrowing
by those agencies and, hence, have indirectly contributed to the crowding out of
the privats sector from domestic financial markecs; ({i{i) The contribution of
SOEs to money creation is more difficult to assess dus to the lack of available
data on rediscounts to SOEs. However, for the 1988-90 period an analysis of the
sources of money creation indicates that SOEs did not contribute directly to base

money creatien. :
c.

17. Financlal relaticns between SOEs and the rest of the public sector
are quite complex. The issus is further complicated by the fact that financial
flows reported in detailed SOE accounts correspond to actual cash flows in some
cases, vhereas in others they correspond to accrued claims and obligations.
Henca, it is not possible to give a complets and comprehensive picture of the
£inancial burden of SOEs on the rest of the public sector. This section attempts

to identify major components.

18. Table A2.9 shows a matrix of flows between SOEs and other segments
of the public ssctor. ln the SOE accounting system £insncial relations with the
rest of the public sector are reported im three groups : a) Treasury, b) other
public agencies, and c) other SOEs. All government agencies othar than Treasury
are included in “other public agencies®. Thers are basically three groups of
£inancial flow/claims/obligation:

o Budgetary transfers: SOEs receive transfers from the centrsl
government budget in the form of equity, compensation for duty
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losses, and u& (see Annex 5 for details of duty losses). These
transfers are actual payments received from Treasury and also
reported in the government budget.

. Subsidies and transfers: There are three main subsidies/transfers:
(1) Support and Price Stabilization (SPSF) subsidy to fertilizer
producers (TUGSAS and IGSAS); SPSF subsidies reported in SOEaccounts
are subsidies to the enterprises and excluds subsidies passed on to
consumers through these enterprises. (4i) Development and Support
Fund (DSF) transfers to TEK: Housing Development Fund (HDF) receives
a share of electricity revenues, vhich TEK has failed to pay during
the recent years. The un-paid amount is first recorded as a
liability to HDF, and, then recorded as a transfer item from DSF,
vhich presumably records it as receivables from HDF. The bottom
line is that TEK uses the proceeds of tariff which actually belong
to HDF. (i1i1) Financing of TEKEL's support purchases: TEKEL has the
obligation to purchase low quality tobacco £rom producers at
subgidized prices. TEKEL does not include these in changes in
stocks gince they are not marketable. Instead it records the sum as
an increase in claims on "other public agemcies®d/.

o A_vaxiety of receivables and pavables: In aggregate tables these
items are included in advance and deferred payments. The accounting
principle is that flows related to changes in liasbilities are
included in defervred payments, and those related to changes in
assets are includsd in advance payments. This is the wmost
complicated part of the flows between SOEs and rest of the public
sector. The balance of these items have been in the order of 1.51-
2.5% of GNP in 1989-90. Main items in this group are: net tax
arrears to Treasury, un-paid dividends to Treasury, un-paid debt
service payments on on-lending in foreign exchange from Treasuryf/,
paynants by Treasury to SOEs on previous ysars duty losses, payments
by SOEs to Treasury on sccumulated arrears on on-lending and un-paid
dividands, arrears to EBF on accrusd revenus shares (HDF and PPA)
and payments on accumulated arrears, un-paid premium to ths Social
Security Institution, and changes in ordinary receivables and

& These ars in reality claims from the central government budget. It
sppears that TEKEL hss rarely been paid (in this regard it might be viewed as
the burden of the rest of the public sector on TEKEL). In the revised 1991

financing program, TEKEL as surposed to receive a partial payment of TL 0.8
trillion in the form of duty losses.

§/ Treasury pays debt services due on foreign borrowing even if the
debtor SOE fails to re-imburse. In SOE accounts, these arrears are included in

increase in lisbilities to "other public agencies® although the liability is
to the Ireasury.
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payables ralated to purchase and provision of goods and services to
other agencies.

19. SOEs also have receivables/payables to other SOEs. The balance of
these for the sector should be ssro provided that accounting of
receivables/paysbles by the two SOEs invelved is symmetric and equal. However,
SOE accounts have always shown non-gerc balances, indicating sn accounting
anozaly. Oms reason for non-zaro balances could be that vhen an SOE is
transferred to the PPA for privatization other $OEs aight continue to include
receivables/paysble to this SOE in "recsivables/payables to other SOEs®. Another
reason could be that a given transaction has two different values in the books
of two SOEs involved. The balance of thess items for the sector as a vwhole is
disregarded .in the estimation of the financial burden of SOEs on rest of the
publie sector.

20, For the purpose of this annex the sum of all psyments and the balance
of the changes in receivables/payables is taken as & measure of ths financial
burden of SOEs on rest of the public sector. This could be an oversstimate in
8o far as receivable/payables bear markst rate of interest and that the prospects
for them being paid are high. Howsver, neither seems to be the case. Some of
the payment arrears carry high penalty intsrest. For example, penalty interest
on un-paid taxes and social security contributions wvas 842 in 1990. In other
Cases payment arrears either carry no penalty intsrest, or penalty rates are much
belov the market interast rate. For instance, interest on over-dus debt service
Peyments on on-lending was 302 until 1990 when it was increased to 60X. More
isportantly, the prospects for accumulated arresrs being psid have proven to be
Qquite slim. In the past, sccumulated arrears have been consolidated, or assumed
by Treasury and converted into equity. For instance in 1989, accumulated arrears
o0 on-lending and dividends equivalent to 1.72 of GNP wers written-off by
Ireasury and converted into aquity (note that this was on top of equity injection
Paid in cash and reported under "budgetary transfers®).

2. Table A2.10 puts together available data on financial flows betwveen
$0Es and rest of the public sector. It should be moted that some of these items
&% above-the-line items (budgetary transfers, SPSF, DSF, and TEKEL support
Prchases) in aggregats financial tables (f£6r imstance, the PSBR table), while
thers are below-the-line items included in deferred/advance payments. The
Sstinated burden turns out to be much higher than what has been reported under
;:'ﬂsctuy transfers®. It has reached 3.9 of GNP in 1990, clearly demonstrating

the so-called "soft budget constraint® bails eut SOEs in financial distress
%4 displaces the financial b wen to the rest of the public sector.

p The financial burden on the Treasury has been in the range of 1.2%-

é:‘ of CNP in 1985-90. SOEs have consistently received budgetary transfers (in

b"‘tlnge of 0.4%-1.02 of GNP), have run arrears on taxes (0.12-0.7%Z of GNP), and

Tarely paid dividends wo Treasury. The direction of net flows related to
ted receivables/payables have varied.

;&“‘“‘ Subsidies received (or claimed) £rom the EBF systeam have contimucusly
Sy as the EBF systss expanded and the Tols assigned to EBFs im publie .
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finance increased. Total subsidies started with 0.12 of m in 1985 and reached
0.92 of GNP in 1990. Transfers to TEK from DSF in 1989 and 1990 explain & large
portion of this increase.

26. The sign of the change in net balance of receivables/psyables to
other public agencies has fluctusted during 1985-89. 1Ia 1990, however, net
.arvears of SOEs jumped to 1.9% of GNP. Noreover, the figures for the entire SOE
sector hide an important dsvelopment. A large munber of SOEs have always had
clains on public agencies, vhile a fov of them have been notoriously accumulating
paynent arrears especially after 1987. For instance, in 1990 TEX had arrears of
1.1% of GNP om-debt service-payments omr on-lending and on revenus shares of PPA
and HDF. This is partly zevealed in Table A2.10 in the steady upward trenmd in
incresse in liabilities (from 0.04% of GNP in 1985 to 1.9% in 1990).

SARLZ 42,10 FIRARCIAL SURDEN ON REST OF THE PUSLIC SICTOR (T of GNP)

1688 1988 1687 1888 10890 1880

“3etal (1. ¢ 31.) 0.33 1.52 .89 1.50 2.30 3.82

X. ZTreasury 1.38 1.18 .80 1.88 1.84 .2

a. Budgetazry tramafess 0.83 6.38 0.76 .03 8.72 . 0.08
Rouisy 0.48 0.09 0.48 6.88 0.80 .30

Duty locsses (paid) .18 0.28 0.28 6.33 0.2 0.13

Ald 0.0 0.09 0.00 .01 6.02 .00

B. Arresss ¢ tanes .08 0.40 .27 0.3 0.38 0.87

¢. Un-paid dividands 0.08 0.07 0.680 0.9 .29 0.8

d. Chengo in seceivables/paysdics =0.03 .27 -9.0% 0.0% 0.58 0.0

Deazease ia recsivebles .63 0.37 6.00 0.09 0.53 .03

Bacresse in peysbles -0.03 -9.20 -$.03 -0.08 0.23 =0.08

II. Othar public agemeies 31,03 0.34 «0.71 0.08 0.3% 2.80

o. Subsidise and aid 9.9 9.06 ..31 ‘.a . ‘.” hd 8.80

Support end Frice Steb. Fund .00 .80 0.08 0.0 0.0 0.01

Dovolopnont and Suppost Fund 0.60 0.89 0.00 0.68 0.22 .20

Railway Co. aid 0.68 0.08 .04 0.03 0.02 0.04

IRD, Sappost Furchases 0.8 0.8 2.3 .13 .02 0.88

b. Increese in liabilisice .06 0.0 0.88 0.8 0.59 31.82

o. Deczosso in assets -3.80 8.30 -g.a3 .38 «g.94 -8.40

é. Othaze €. .37 2.7 9.0 .27 0.38

II3. Gihex S0Rs -9.30 -0.29 -9.83 *9.38 «0.12 -0.02

oo Itoms
. Dusy lssses claimed e.03 0.07 2.80 0.90 0.3% 0.27
Cemsolidated arsessy (eguity) 8.60 9.09 0.60 .00 .73 0.17

SR s ¢
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0. Suksidiss. Who Renefits and Who REYS?

2s. It is clear that subgidies and transfers have been instrumental in
the survival of the SOE sector. What is not so clear is vhat are the gains, 1f
there are any, and vho are the beneficiaries. For a balanced assessment the
first step is to sort out the existing explicit and implicit subsidies and
transfers mads availsble to the sector and by the sector. The second step i{s to
idencify whether these subsidies and transfers compensate for the intrinsic
losses of the recipient enterprises or they ultimately end up in other sectors
of the economy. A complete and comprehensive assessuent requires an enterprise
and subgidy specific analysis which is neither in the scope of this annex nor
poasible with the available data.

26. During the 1985-90 period there have been basically five types of
subgidies and transfers to the SOE sector from Treasury and other publiec

agencies, EBFs in particular:

a. compensation for duty losses inmcurred in supplying goods and
se=vices at subsidized (or below the normal prices charged by the
SOEs) prices upon the instruction from the government;

b.  subsidies and transfers received from EBFs either to finance support
purchases {n agriculture, or as pure transfers to finance deficits;

e. equity injection by Treasury either through providing cash or
vriting off accumulated debts;

d. financing from the State lnvestment Bank (vhich was later turned
into Exim-bank in 1987), the Central Bank in the form of direct
credits or rediscount credit through public banks at subsidized
interest rates; and

. implicit subsidies attached to provision of financing by allowing
payment arrears.

gl'c:i SO0Es, in turn, hsve exscuted the followving non-commercial duties and
ons:

a, support producezs in agriculturs and consumers of agricultural
products; *

b, provide goods and services at below normal prices, such as cheap
coal for residential heating in highly polluted towns, opersting
non-profitable railway and maritime lines;

e. creats non-economic and redundant employment (more politically
imposed rather than as part of well dasigned and targeted programs);

d. temporarily subsidize all customers by holding back price
adjustuments under “instructions” from the government (sometimes
meant to be 8 measure to curb inflation!).

::"‘“ discussed above, some SOEs like TEK and PIT have also undertaken large
N:'tmew‘ investments in energy and telecommunication wvhich have long

tion and recovery period. Even if these entarprises had been financially
-, ,?“! and operationally efficient, and had sdopted effective cost recovery
» they would have been in nsed of financial support, at least during the

"

L . |
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- investment period. Wich this viev, a part of the subsidies snd transfer
zecsived by TER and PIT ghould be linked to their investment portfolioe.

28. Regarding the ultimate beneficiaries of the subsidies and transfer
floving into the SCE sector, and of simply the existencs of some enterprises, tv
groups emerge as the unquestionable pgt bensficiaries: farmers snd employees o
SOEe. Farmers Teceive income transfer through the support purchase progran
implenented by SOEs. Employses (may be not all of them) also receive incom

transfers simply by being smployed in SOEs.

29. There are, obviocusly, other groups which benefit from the existenc:
of SOEs and the way they operate. Businesses supplying goods and services t¢
SOEs and their employees (especially, in towns liks Zonguldak and Karabuk wher:
virtually the whole town depends on SOE related activities) and consumers of
subsidized agricultural products are a few to name, However, it is not wvery
clear whether they are pat beneficiaries or mot., Simply because, they pay,
either directly and/or indirectly, for cost of the inefficiency of the SOE 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 SOE sector which could otherwise have been invested in these

areas.

E.  goncluding Remazks

30. The SOE sector has been a msjor contributor to the worsening fiscal
performance during 1989-90. SOEs have contributed to the fiscal deterioration
not only through increasing deficits, but also through increasing their burden
on Tast of ths public sector. Urgency of a fiscal course correction has
increased as ths deterioration continued in 1991. The reviev in this annex shows
that a £fiscal adjustment package which does not properly address the problems of
SOEs will bs short of producing desirsble fiscal improvements. Moreover, it
should be noted that the success of an SOE reform program crucially depends on:
(1) the restructuring of the govermment‘’s agricultural support policies and the
zole of SOEs in the ezscution of thess policies, and; (i{) the redefinition of
the role of SOEs in the implemsntation of public sector investment programs,
especially in infrastructure development.



One of the major elements of public enterprige reform is changing the institutional
framework. Among the tasks involved are assigning the functions of ownership, regulation,
and management to the most appropriate spheres of authority. The sustainability of these
reforms is likely to be improved when the internal reward structure in public enterprises is
made consistent with the objective of operational efficiency.

The “signalling system" is 8 peformance evaluation system for industrial public
enterprises. The system involves the designation of performance evaluation criteria,
negotiating targets of achievement for the public enterprise, evaluating the results on
opmﬁonalefﬁmency,mdpmvidingbommmagusonﬂwbasisofperfomme The
report, Evaluating the Performance of TubIIC Ll erprises in Pakistar in the Working Papers
series (No. 160, 1989) provides a methodology for evaluating the impact of this performance
evﬂuanonsymm.thepmﬁnhﬂkymdefﬂcimcyofpubﬁcemerprisesinm

The evaluation relied on the use of quantitative measures and qualitative evidence
from interviews with public enterprise officials. The evaluation results indicate that the
incentive system had a positive impact on cost reduction, profitability, managerial motivation,

Becanse the objective of public enterprise reform is to improve operational efficiency
by exposure to competitive forces or by performance incentive schemes such as the signalling
system, a systematic approach is needed to assess their impact on profitability and efficiency.
The value of this report is that it provides a methodology for doing so. The adaptability of
the signalling system for use in other countries suggests that its expanded use would require
an appropriate evaluation methodology that is provided in the report. Excerpts from Section
I of the evaluation report, which discuss the methodology, are included below along with
excerpts from a statistical appendix which has extensive financial data on public enterprises.

An assessment of the performance evaluation system has also been undertaken in the
lugestandmstimpmgmupofxoreupnblicemupﬁm,ﬂwcovmmmm
Enterprises (See Shirley, Improving erprise ance, J.essons
xgm,WorkingPaperNo 312, 1989). 'lhereportdeﬁnesandmakesthemforusing
public profitability, rather than financial profitability, as an indicator of the impact of the
performance evaluation system on operational efficiency. - Excerpts from the analysis are
included in the following appendix, along with the tables illustrating the scoring and
perfomanneevaluauonprow (ForabackgrounddiswssiononPEperformanceevaluanon

A 3 ., tises, Jones, 1991).
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Pakistan Performance Evaluation System

A. Methodology

To judge the impact of the system on performance, we looked both
at quantitative Beasures and qualitative evidence from .interviews with
managers and officials. The quantitative sssessment relies principally on
8 detailed analysis of a sample of 12 enterprises chosen from the six
larger corporations. (See Table 4 for background information on these
companies). The original intention vas to compare enterprises inside and
outside the system. Unfortunately, the IPEs outside the system under the
MOP are smaller and tend to be the worst performers. The mission was
unable to gsther sufficient conpitablc data on private enterprises to
c;nparc theit performance with similar IPEs. Without this control group e
ufrc unable effectively to isolate the system’s impact from ocher
influences on 1PE behsvior. Instead we attempted to examine othet
plausadble f;cto:s vwhich could explain any improvement in performance and =»

determine whether these were sufficient to rule out the influence of the

signalling systeam.

Source: Shirley, Mary M., Evaluating the Performance of Public Enterprises in
Pakistan, Working Paper No. 160, 1989
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In judging :botsanplo'onectpriscs we looked ;E their pecisrmance
in zerms of the main target indicator -- private profics afser sax .. ans
in cerms of public proficts in constant prices. Public profiss in ssnszan:
prices measures net real benefiss -- i{.e., efliciency improvemenzs. Iz i
the equivalent of a quantum index.of outputs minus a quantum index cf
inputs and gives s trend siwilar to the trend in total fac:or producti-isw
This enabl:=4 ue to isolate the influsnce of pticiﬁk on resulss and o lusge
vhether there had been any efficiency gain in addition to any financia.
improvements. Thus we were trying to answer two questions: did she s szes
have an impact on private financial profizs (izs explicit sarges)? anmc ==

efficiency (its underlying goal)? . .
8. Quanticacive Evidence

gurrent Priced Profits. Incentives are awarded principallr or

the basis of private profits after taxes in current prices. On chg bLasi.
of that indicater IPE performance generally has improved. Thirsy chree
1PEs were in the systeam for its entirs three vears of operation. of whi::
19 (eor ab;u: 58 percent) improved their p;iva:c profics afser tax. from . .
million Rupess in 1982/83 to 617 million in 1985/86. Fourzeen showed a
deterioration from 445 million Rupess to 67 million. Thus the majorisy °:
these IPEs gshow an iaprovement in the asin indicator being measured b 2:.-
targecing system. after 3 years the cotal profits of cthe 23 iPZs in :ue

systen uas almost twice wvhat it had veen before :-e system began:
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: Sumsary of Performance of IPEs in System
° for Three Years: Profics
(Millions of Rupess)

*

b & / 1088 /

33 1PEs in systen for
three years. 366,16 467.16 937.81  684.00

19 I1PEs with profic :
1ap:ovoacn£2. -100.75 221.08 717.45 6i6.74
14 IPEs with profic

decterioration. 4464 .89 246.08 220.36 67.32

Source: Table 3 of the Statistical Appendix.

The sample enterprises shov & similar trend. Five of°che 12
improved their profics after tax from the system's iacroduction in 1982 3.
to 1984/85 and seven show an improvement to 1985/86 (based on unauditecd
data for 1985/86, see Craphs 1-12 of the Statistical Appendix.)é
Moreover, the san%le enterprises with passing grades increased from 6 in
1982/83 o 7 in 1984/85 to 9 in 1985/86 (See Table 3 of the Statistical

Appendix).

Congcanc Priced Profics. Of course, if the aim is to improve

efficiency and if efliciency improvements are defined in terms of increas::

in net real benefits., then increases in private profics are not a zooc

6. The five 1PEs are .valipur Chemicals. Javendan Cemen:. Zes. Due
Cement, Pak Machine Tool Facsory (PMIF), and National Refiners L:d
(NRL). The seven are cthese five. plus Sind Alkalis and Charibwa.

cemens.
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- Beasure. Inctcat;; in publiec pr;ftzs in constant prices come closer to
indicacing efficlency gains for most firms and that is used as a measure of
efficiency improvement in this report. Data on public profits in consctans
prices are only available for sll the sample for 1980/81 to 1984/85. which

covers just the first two years of the systen’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 che
. 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, PMTF. and NRL. all
four also improved private profits after tax. The other three enterprises
in this group improved efficiency ever 1982/83 but were still below their
past trends (Pak Saudi, Javedan Cement and Millat Traczors). One company
(Zeal Pak Cement) shows a sharp &o:c:iera:ion from past efficiency trends
in che first two years of the signalling systea. A scorecard on how the

companies performed on the two indicators -- private profitabilicy afser

cax and pubiic profitability in constant prices -- is shown in Table .

Some of the enterprises in ?able 6 show opposite srends :i:
private proficability and public profitability at constant prices. This
occurs, first, because private profit contains izems. such as nonoperaszing
income, that do not move in parallel with efficiency gains and =ha: are

excluded from public profiss. and second. because of administeret =v.les
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RIS /AREENS.

Craphs 1 - &

SIND ALKAUIS: PUBLIC PROFITABILITY
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" RAVI RAYON: PUBLIC PROFITABILITY

PAK SAUDI: PUBLIC PROFITABIITY

4 Owes gime 8 Coded pries

LYALLPUR FERTIL.: PUBLIC PROFITABIITY
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. Yo can examine the £irst dtvor.smo =« that csused by the
different dafinitions of public and private profits -- by comparing the :vo
gots of mgt:a {n current prices. For wmost of the sample companies public
profit is higher than private profit, principally because of interest and

Table 6: 7Trends in Performance of Sample 1PEs
Compared to 1982/83 levels

R

Private Profitabilicy __z?mmmg. Public Profitability in
——DEE8T TaX gasgs B84/85 85/86 __ Constant Prices

: izprovements:
Sind Alkalisw 3 Sind Alkalis
lyallpur Chemicals x x x Lyallpur Chemical
Javedan Cement ] Javedan Cemsent (below
) trend)
Gharibwal Cement* 3 3 x
Zeal Pak Cement x 3 3
PMIF % PNTFw
NRL x 3 3 NRL
Pak Ssudi 3 % x Pak Saudi (below trend)w+
Millat Tractors 3 X n.8. Millat Tractors (below
trend)
Deternioracion:
HMC ' 3 HMC
Charibwal Cement
Pakistan Enginsering 3 Pakistan Engineering
Ravi Rayon x t 3 Ravi Rayon .

* Improvement in 1985/86 only.
** lmprovement in 1984/85 only.

depreciation. Since most of the prasent managers had little influence over
the initial investment decisions, private profit penalizes some managers
for factors they cannot control. If the high capital charges resulsing.
from govermment's investment decision make it impossible for them to earn a
passing grade, the systes will provide no incentive for them to improve

factors they can control. At the same time private profi: also fails =o
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motivate GBansgers to uss vtaoi; factors they can contrel by not peasuring
these items, notably working capital. And the inclusion of non-eperating
income allovs an enterprise to achieve its targets éhanks to windfall

-

*incoms that has lictle or noching to do with efficiency. For example.
chree of the 12 sample IPEs had public profits in current prices that wele
lower than private profits in 1984/85; in fact public profits were
negacive. Im two cases (PECO, and PMIT) this was due to the epporsunisy
cost of oo:king.capitcl,.uhich.cxc.cdndnpzoiizs.ovnnﬂuhcn {nteres: pavmencts
and depreciation were added back in. In fact PECO went from E to { grace
despite a large build up in.accounts receivable, thanks to governmen: ded:
relief in the form of other financial income. The most extreme example of
the distortions that can be caused by using private profitabilicy as a
target occurred in the case of HMC, which made the A grade in 1984/83 snlx

because of other income (principally. interest on deferred credits om sales

overseas).

In most of the sample firms, ;h. difference between public and
private profits is in the lgvel of profits not the zzend. Wich che
exception of PECO, the trends in public (current priced) anﬁ privacse
profizability do not dramstically diverge. The trends in current ang

(X
.

conscant priced profits do differ sharply for mest companies. showing

pricas are the main reason for the differences in the firs:c and las:

columns of Table 6 (see below).

T ¢ o ‘e Davrf

As menctioned, since it is impossible to esctablish a ¢ieur

causality between the performance changes and the signalling swssem

L
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Korea Public Enterprise Performance Evaluation

monsy or performing well balow potentisl, however, targets based solely on

past performance trends would usually be too lenient. Target setting would
need to take into account 1ntemtio£\a1 performance norms and benchmark

indicators based on the performance of similar companies in other countries.

Assessment of the Performance Evaluation Svatem

28. Overall, the financial picture of the GIEs has improved in the period
since the system was introduced (Table 3). Profits net of governmment
transfers grew by.about: 108 in real terms from 1983 (the first year of the
reforms) to 1986.%Y The real profits net of transfers of GEs also increased
by 108 from 1983 to 1986. The improvement of GEs profits i{s related to the
GIE reforms since the transformation of a government enterprises to a

government invested enterprise (or even the prospect of such & change) is a

msjor force for GE performance improvements.

26. Financial profitability is not vary informative about the actual
impact of the performance evaluation system on efficiency, however. Taxes,
depreciation, nonoperating income, price controls, governmant mandated costs
(to achieve certain social goals for example), all affect profits in wvays :ha:.
may have no relation to efficiency changes. Financial profitabilicy is not a

%hile most of the transfers consist of operating subsidies, primarily to
the largely non-profit agriculture, mining and tourism promotion companies, part
(about 108 in 1986) is capital transfers.
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target in the system and, for seme of the promotional companies, profit

maximization is not an objective at all.

27. A more meaningful measurement of operational efficiency is publie
p:ofttabtit;y in constant prices, vhich is the equivalent of a& quantum index
of outputs minus a quantunm index of inputs. Public profit i{s an indicator
that i{s intended to fhérease only when society as a vhole {s better off.

Public profits are standard financial profits adjusted as follows:

Private Profits
+ Taxes
+ Interest
+ Depreciation
- Nonoperating 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 government's point of
view; this avoids giving managers a revard for reducing taxes. Depreciation
is added back in order not to penalize newer plants vis-a-vis older ones or
revard enterprises for underdepraciating 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 one 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 u‘sen 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 108 in 1986). The GIEs 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 index”. 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 chanéing vei.ghu, 80 managers still have an
incentive to seek lower 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¢ minimize their cherges and maximize

their income. While this is an important argument, i{n fact most public

managers cannot control some of these items (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). Publie

9/See Mary M. Shirley, "Evalusting 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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pgofi:abtltey is not an all inclusive measure and, other indicators, such as
debt: equity, liquidity measures, or financial profitability where

apprepriate, can be added to assure that financial solvenicy is also improved.

30. Degspite its drawbacks, the easiest way to assess the impact of the
systen on operational efficiency is to evaluate its effect on public
profitabilicy. The public profitability concept was originally designed for
manufacturing firms and is not as easily applied to nonmanufacturing'®’.

Since most of the GIEs are not in manufacturing, public profitabilicy is
currently used as a target for only five: Korean Power Corporation (KEPCO),
Korea Telecommunication Authority (KTA), Korea Coal Mining Corporatioen (éCMC).
Government Mint, and National Textbook Conpan§ (NIC). (Cost minimization and
similar financial targets are used for most of the other GIEs.) This does not
limit che sample as much as it u1;;: appear since these five companies are a
significant part of the GIE 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.

3. Graph 4 compares the actual public profitability of the five firms
with 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.

0/ See Leroy Jomes, "Towards a Performance Evaluation Methodology for
Public Enterprises...” op. cit,
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This reflects major improvements in the two most imporsant firms - KEPCO and
KTA - vhich together control almost US$ 32 billion in assets and employ 76

thousand people (compared to US§ 763 million in assets and 18 thousand

employses in the other three).

32. Two of the other firms, KCMC and the Mint, also initially improved
their performance after the system was introduced but experienced a
deterioration in public profitabilicy in 1986 for reasons which have little to
do with efficiency. (See Craphs One through Five of the 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 increases'’. The Mint
experienced a drop in sales becasuse government reduced its demand for paper
money, vhile expenses grew because the company shifted to a better qualicy
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 S00 employees) which was adversely affected by

government's decision in 1985 to allow students to buy used textbooks.

33, The two eritical questions are: (i) are the improvements in the

manufacturing companies representative of the other GIEs and, (ii) were the

GIE reforms and, in particular, the performance evaluation system, the reason

for the improvements. On the first question there is no single measure of

W10 calculate public profits in constant 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 GIEs, but, as mentioned, all of
the enterprises face some sort of cost minimization/revenue enhancement
target. A study comparing the rqtio of cost of sales to total revenues in
constant prices found that the cost ratio was below expectations (based on
past sverages and trends) in the three years after the system was introduced
(see Table 4). 1In 1986, for example, costs were 67.7% of revenues for all the
GIEs 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 sec:ots|is striking. Furthermore, the evidence
of efficiency improvement is borne out by the performance of the enterprises
on their individusl efficiency targets. Even though the initial level of the
targets based on past performance may have been soft, as mentioned asbove, 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 B grade.

34, The second question--whether these efficiency gains can be
accributed to the reforms--cannot be systematically tested since there are few
comparable enterprises outside the system.'¥ There are factors other than
managerial changes that could explain some of the efficiency gains. The year
after the introduction of the system was a period of economy-wide recovery,
vhich probably explains some of the initial buoyancy of the five sample
enterprises, although not their sustained efficiency improvements.

12/ A gimilar sssessment in Pakistan also found that the incompatibility
of data betveen public and private enterprises prevented comparison.
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KOREA: COMPARISON OF ESTIRATED TO ACTUAL RATIO OF
COST OF SALES TO TOTAL REVEMUE 1/
Aversge
is81 - 88 1964 198% 1986

1. finenciol PEs

Actusl Ratio 82.0 80.9 76.8 76.9

“t‘.‘d uti. - &03 c.’ “.ﬂ

Differences . 1.8 6.3 7.9
2. Construction GlEs

Actual Ratio 8.2 ‘80.3 76.2 76.3

Sstimnted Ratio . 81.7 82.0 82.6

Differences . 1.4 .8 6.3
3. erusfacturing GlEs

Actuel Ratio’ .3 93.46 .0 74.5

Differences . 6.3 2.1 4.5
4. Service Bils

Actusl Retfie 65.9 $6.1 9.9 6.7

gstimated Retieo . 70.1 70.0 .3

Differences . 16.9 10.8 $.6
S. gnergy “

Cosminicatiens GlEs

Actusl Rstie 3.4 8.2 87.0 62.0

Differences o 2.7 2.4 4.9
é. All GlEs

Actusl Retio 7.9 n.t 7.2 67,7

Difterences . 3.0 'R | 8.4

source: Song, Dse Nes, "Kores Pubslic Enterprise Performance

Svalustion Syetem (Koree Developmant lnetitute,
Hovembor 1982, Processed).

/. Estisates besed on projectod trancs wing Linear regressioms
for ten older GiEs end sversge of 1961-83 for sll others.
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Enterprises such as KEPCO and KTA were also expanding throughout this period,
however, both KEPCO and KTA show imptovnneh:s in efficiency indicators (a drop.
in transmission losses in KEPCO and in the failure rate of lo;al and long
distance calls for KTA) not posi:ively affected by expansion. Furthermore,

there is qualitative evidence pha: part of the improvements can be attributed

to the reforms.

3s5. First, the reforms have had a distinct impact on the way the CIEs
do business. Govermment intervention has been sharply curbed; managerial
appointments are made from within the enterprise; and performance evaluation
plays an important role in the GIE's own assessument of its plans and
personnel. Most GIE's have created an office for performance evaluation to
develop objectives, negotiate targets, nonitoé achievement and write
evaluations of the results. Since the evaluation has internal as well as
external significance, this office has become an 1n§or:ant part of the
enterprise’'s operations and recently several executive directors have been
appointed from the performnnci evaluation office. Many CIEs consulted had
developed detailed targets for departments, divisions and offices based on the
performance e§a1ua:ion targets. KTA, for example, has an evaluation system to
check on the performance of its twelve branch offices which compete among
themselves for a good score. Promotions take into account the results of
these internal evaluations. KEPCO does the same for its 290 branch offices,

wvhich also receive awards, such &s medsals or ribbons, based on their

performance.
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36. Second, opinions of those affected strongly faver the reforms.
The managers and government officlals consulted five years after the system
vas {ntroduced, agreed that the reforns had a positive eéfect on
perfomnce"’ . Furthermore, & 1987 opinion survey of 750 employees in all
zenks of the GIEs 1987 shows that this positive view of the reforms is
videspread. Qimty three percent of those consulted felt that there had been
an improvement in management of the enterprise since the introduction of the
reforms, about 558 sav 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 338 of the rank

and file ssv modest improvements, so a total of 88% were favorable).'/
&cplying she Reforms in Other Councries

37. Countries interested in spplying a system like that of Korea would
vant to know: (i) whether there are features of the Korea system that make it

hard or impossible to replicate; (ii) vhat are the prerequisites for a
suceessful performance evaluation system; and, ({ii{) how should the system be

adapted to circumstances in other countries.

13/ The GIEs consulted were: NHC, KEPCO, KTA, KMC and Small and Mediunm
Industry Bank; the agencies were: KDI, EPB, Ministry of Finance, Ministry of

Communications.

%/song, Dae Hee, ©p.cit.
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Governments incur fiscal costs and benefits from implementing a reform program.
Costs include administrative costs and labor restructuring. Fiscal gains include proceeds from
the sale of enterprises, reductions in personnel expenditures from retrenchment, and lower
budgetary burdens from operating losses and investments in unprofitable operations.

: or Review (Report No. 10014-TU, 1991)
indndesmmdyslsfordaamiﬂngthenaptesemvﬂueoﬁmplemenﬁngmemowned
enterprise (SOE) reform program in contrast to a scenario in which no reform is undertaken.
Table 17.1 summarizes the results which demonstrate that the costs of the reform program are

significantly less than the cost of continuing SOE operations without restructuring.

This analysis is important because it puts into perspective for barrowing countries the
cost of implementing a reform program in relation to the cost of continuing under an existing
framework. Positive results from the analysis may encourage governments to undertake
reforms without undue delay.

The following is a four-page excerpt from the Turkey report which discusses the
assumptions made for the valuation of assets, nominal wage increases, change in real fixed

assets, real growth, and other factors.
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1f thers are loss-making SOEs to be liquidated, the net present value of the
veforn program will always be higher, the sconer it is implemented. It may be
that, given the cost of liquidstion, labor restructuring and the social safety
net, the necessary f€iscal resources cannot be made available at omce.

Nevertheless, the progras should be started as scon as possible. :

Affozdability

60. Except for the potential proceeds from the sale of SOEs and minority
participations, all other components of the refors programn require f£iscal
cutlays, at least imitially. There are, of course, also fiscal gains: leber
restructuring reduces personnsl expenditure; liquidation eliminates a flow of
losses; sale avoids the peed for investment outlays and restructuring of
temporarily retained SOEs is likely to lower losses. There are alsoc indirect
gains (through tax revenuss) from increases in efficiency and economic growth,
but these will not be available to finance the reform program. Taken. in its
entirety the reform program has s positive net present value for the fiscal
budget. It is even possible, with sppropriate ssquencing and timing of the
components of the reform program to gensrate fiscal gains during the
isplementation of the progras. Reforming sgricultural support policies, which
burden the Soil Products O0ffice, the Sugsr and the the Tobacco companies, would
£roe 2 significant amount of £iscal resources. Increases in stocks alone in 1990
azounted to US$3 billion. Henmce, a halving of met stock bullding (or no nat
stock building combined with targeted food aid) would already free US$1.5 billien
to finance other components of the progras.

61. iIn ordsr to get an approximate estimation of the other fiscal costs and
banefits of the reform program two polar scenarios were developed. In the reform
scenario, it iz essumed that 1lsbor restructuring, liquidation and
sale/distribution of SOEs is completed over a two year period. This scenario
does not include other rehabilitation (e.g. physical capital) as this is
unnecessary in the case of companies to be sold or liquidated snd will take
additional resources and mors time to accomplish in retained SOEs (TCDD and TEK).
Clearly, the two year period is a minisum estimate of the time it would take to
implement the reforms. Ths alternstive °mo reform® scenario assumes that no
labor zestructuring or sale of SOEs takes place for the remainder of the century
and that it will take 10 years teo liquidate unvisble SOEs. Reality is likely to
fall somevhere in between, but given the fact that many SOEs have difficulties
saintaining an adequate cepital stock, delaying the reform program is almost
certain to raise the costs. .

- 62. The reform scenario feocuses especially on the costs involved in
liquidation and labor restructuring. Unfortunatesly, the analysis does not
include Petkin and Samerbank for lack of financial data for 1990. It is assumed
that DHMI, PIT, TCDD, TDI and TEK are temporarily retained in pudlic hands, but
undergo significant labor restructuring. The other SOEs were divided between
liquidation and privatization candidates based on the best case scensrio of

financial viability (see Anmnex 1).

Source: Turkey State-Owned 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
chree components (liquidation, sale «nd restructuring of retained SOEs) of the
reform program: administrative cost, labor restructuring cost and other costs.
The results &re raported in Table 4. Administrative costs are very roughly
estimated at US$100 million for the liquidation component and US$300 millien for
" the sale component. These costs reflect salaries of additional ataff, valuation
of assets and companies, labor restructuring studies and other miscellansous
items. If a share distribution scheme would be implemented, the administrative
costs could be substantially lower as much of the valuation costs would be
svoided. It is assumed that the adzinistracive costs of liquidation would rise
over time so that the present discounted value is the same scross scenarios. In
any case, this component is relatively suall and does not significantly influence
the overall costs and benefits. Labor restructuring, the most impertant
component of the program, is described in detail in Text Box 1. In the case of
liquidation, it is assumed that the net present value of the cost remains the
sene across scenarios. This implies that laber restructuring costs are likely
to rise over time, mainly reflecting increases in seniority which raise severance
payments. In the no refora scenario, it is assumed that mo labor restructuring
takes place in SOEs that are candidastes for sale or that are retained in

government hands.

64, Other costs reflect the net worth of the SOEs. They consist of two
components: (i) the discounted strean 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 tims of liquidation or ssle (in the reform
scenario). 7The following common assumptions were used:

- real growth: zero for liquidation and privatization candidates, 103 for
retained SOEs (per year);

- change in real fixed assets: zero for liquidation and privatization
candidates, 10X growth for retained SOEs (per year):

- nominal wage increases in 1991 trcuslats into an average real wage
increase by 35%, which is added to personnel expenditure;

+ valuation of assets: inventories and accounts payables/receivables at
80X of book value; fixed assets at 50T of book value for liquidstion
candidates and at 702¥ for privatization candidates;

- all figures are expressed in 1990 US dollars and in met present value
terms using a (rather high) 13% discount rats (the resl rate of raturn
on equity of firms listed on the ISE).

For liquidation candidates and for retained SOEs the other costs are negative,
reflecting a stream of losses and/or & negative net worth position of these
enterprises. For sale candidates, other costs have a positive sign, reflecting
a strean of profits and/or positive net worth of the firms. However, mainly due

& For ongoing concerns, if accounts are done properly, the book value of
assets should represent their market value, but in the Turkish case two
observations induced us to use only 70X: (i) fixed assets are revalusd across
the board with a govermment imposed inflator, reflescting the GDP deflator, and
(1) the rate of depreciation in the public sector is only 70% of that of the

privats sector.



215 Appendix 17
Page 3 of 4

o inadequate capitsl Teplacement and operation inefficiencies the valus of these
firns declines over time. Whereas in 1991 these firms ecould' generate at least
US$2.5 billion from sales, wvaiting ten ysars reduces this (net present) valus ©o

US$400 s41l1lien.

€S, As Table 4 balov shows, the reform program compares very fsvorably: it
will ecost less than half as much as contimuing the operaticn of the SOEs, even
1€ the Government was to forgo the revenue of privatization (by implementing &
share distribution scheme: see below). The major contribution to the losses
comss from continuing operation of SOEs that better be liquidsted. Postponing
liquidation for another ten years might cost up to thres times more (US§ 13

billion) than immediate closing down.

Table 17.1 «ZY PRESEWT VALLE OF REPORN PROGRAR
wsaailiion, 1990 prices, 13X discount rete)

(V) Liovidetien
N ot 154009 -4
ool it (o £2.000) £11.300)
- Torst . G.m’ ¢13,000)
o it :
ng . .
Sther Coatd) 250 e
. Total 19060 400
Leber rest ) €490) .
other Coatd? 800 L5300
total €2,290) ¢5,300)
€43 €4,350) €17,900)

wvithout privatizatien proceeds  (6,890) ¢18,300)

..... LY SV I <Lur YLV IRl k ia 3 8
Sources, 1880 caleulstions,
otass 4/ Discanted stresn of profite/lesses ond terwmingl value of the fimm,

& Liquidstion snd sale candidstes enly.

66. Hence, one can perhaps better ask the question whether Turkey can afford
not to reform the sector? Most of the assumptions used have a purposely built-in
bias against reforms: the discount rate is higher than on Govermment paper,
reducing the present value of future losses; restructuring of retained companies
was limited to labor enly, but other types of restructuring would improve their
performance as well; the effect of employment services and training programs on
the duration of unemployment benefits was not taken into account: SOEs owe a
considerable amount to other public sector institutions, the resolution of which
does not require immediate cash ocutlays for the Treasury. On the other hand,
postponing the veforms will cost about US§1.8 billion per year (1990 prices).

67. Although the fiscal cost of the reform program looks impressive (about
USS7 billion), additional financing needs would not be very large. If the reform
progran is implemented in a comprehensive manner, it is even possible that the
progran generates fiscal gains immediately. The following items would
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significantly offset the : .
- reforms' in the sgricultural support program (US$l.S billion per year),
- savings in personnal expenditure and losses of liquidation candidates
(US$2.8 billien per year),
- procesds from sales of minority participations (for a total of US§500
aillion),
- procesds £rom sales of S0Es (a totsl of US§300, under shars distribdution

schems) .

These reforms add up to & fiscal gain of US$9.6 billion in a two year peried,
exceading the estimated costs. MNoreover, writing off intra-public sector debt
to Treasury and tax administration and converting obligations to the social
security system into mediun-tern government paper would further lower actual
financing needs by US§1.9 billion. Thers could be hiddew 1iabilities and other
costs which the mission could not estimate, but on balance it sppears that the
reform program could yield an immediste, modast £iscal gain. Of course, givem
the need for a stabilization program that requires a reduction of the primary
fiscal deficit by 3 to 42 of CNP this may not be sufficient. However, since most
of the deficit is located in the SOE sector it is implausible that fiscal reforms
in other parts of the public sector will generate the required adjustment.
Therefore, stabilization without reform of the SOE sector is unlikely to succeed.
In this respect, the implementation of the complete reform progran, perhaps with
external assistance, could be a sufficiently strong signal to the domestic
private sector to render a broadsr stabilization progran credible, thersby sasing
its financing.
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Governments are reluctant to reduce excess labor as part of PE reform not only
bwauseofpossibleadversepoliticaleonsequences butalso because of high costs for

severance pay. The prige Sector Review (Report No. 10014-TU,
l”l)aﬁm&estheeostofmmcepayandasocialsafetyneteomprisingoﬂempomy

income support and employment and training for retrenched workers. These costs are
compared to the personnel expenditures that would be incurred in the absence of reform. The

report concludes that the cost of labor restructuring is less than the cost of business as usual.

The usefulness of this analysis is its attempt to quantify the cost of retrenchment in
relation to the cost of the status quo. In the case of Ghana, the costs of retrenchment resulted
in delays in implementing the divestiture program., The analysis in the Turkey report
pmvidesahasnsnponwhmhshon-temﬂmncial considerations can be balanced against the

fiscal impact of reform.

Attached is a 30-page excerpt from the Turkey report that analyzes labor issues and
the cost of a social safety net. The analysis incorporates extensive use of tables illustrating
trends in state owned enterprise employment, personnel expenditures, wages, and estimates of
geverance pay and income support. '
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. JUREEY _SOE SECIOR _REVIEW
3ABOR ISSUES AND SOCIAL SAFRIINEI
-4. Insroduction
1. The existing eaployment regime in SOEs suffers from the following
probleas:

(1) higher level staff gre civil servants with pay and promotion
based eon non-ecomomic ecriterta and lifetime guaranteed

employment;

(11) contract employees are not compensated on the basis of
aconomic criteria; .

(111) the level of employment of workers and their wages are
datermined through uniform collective bargaining with a
csntralized govermment agency, outside the asutonomy of
managers and independent of the performance of the individual

. SOE;

(iv) - the level and trend i.a ezployment suggest that there may be
significant overstaffing;

) while the evidence is not unambiguous, it appears that public
sector pay at least for worksrs is higher since 1990 than in
the private sector; _

(v1) real wages in the public sector havs risen fagter than changes
in laber productivity over -the last two and half years, and
faster than thair private sector squivalents. :

2. All components of the sector reform program will require & significant
amount of labor restructuring. Trade unions can be expected to oppose the
progran and attendant dislocation, incoms losses and unemployment. 7o make the
progran socially scceptable the Govermment will -have to address these issuas up-
front by establishing a social safety met. Asids from the payment of severance
to worksrs, a legal obligation, the Govarmment should anticipate targectting
tamporary income support, eaployment services and training te retrenched workers.
Severance pay and income support might cost up to US$3.8 billion in a two year

- Program, undsr reasonsble assumptions. Hewever, the program is estimated to save
at least US$1.6 billion in persomnel expenditure per ysar. The other components
of the safety met will also engender fiscal outlsys but will also generate

. Savings as less income support will be needed if workers find a new job faster.
1f properly designed and implemented employment services and training will more
than pay for themselves.

3. This ammex provides a detailed analysis of thess issues. - It starts by
flscusging the existing employment :itu;:ian. Thsn it describes severance pay,

|
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S. Civil ssrwants vho are permanent government employses allocatsd to
$0Es, account for 4.32 of total employment. Under thsir tarms of employment set
out in Lsv 657 they are guaranteed tsnure save for offenses against discipline
or conduct rules. Undsr existing legislation they cannot be dismissed or
gsetrenched for economic reascns. lav 399 effective from January 1990 enabled
eivil servants in the higher grades, in both goverrment service and the SOEs, to
be given contracts, vhich could pey up ©o six times the equivalent maximun eivil
servics salary, while retaining civil service status and the employment

guazantes. '

6. Contract euployses are now non-civil servancs employed on a twelve-
sonth contract and can be dismisssd or their contract not reneved at the end of
their contract peried. In 1990, 30.62 of the total employess were in this
category. The proportion in individual SOEs varied from none in ASOR and DITAS,
to 80X in PIT and 92X in DHMI. A mmber of poste, often the more senior and
higher-graded posts, in SOEs have been f£illed by civil servants employed under
lav 657 and therefore paid civil ssrvice ratss of pay.

7. Decree-Law 233 of 19846 allowed SOEs to employ peopie on a contract
basis and determined the terms and conditions of employmsnt of executives and
sinilar grades in SOEs. 1In January 1985, a govermment gusrantes vas given that
civil servants moving to contracts could maintain their civil service rights.
DL 233 was amended in Jenuary 1988 to allow civil servants to change from civil
service terms and conditions to contract employses. Many did so to obtain the
higher rates of psy svailsble to contract employses. Howsver, the High Court
sc:::muy Tuled this practice unconstitutional based on Article 128 of the
on: .

“The fundamental and parmanent functions raquired Dy the pubiic servioss that the Stite, State ecONOMIc
enterprises and cther public corporate bodies are assignad 1O perfonm, in AccOrancs with the principles of
general agministration, shall 59 earvied out by public ssrvants and cther public empioyess....”. .

The requirement that certain functioms be carried out by public employees (or
civil servants) means that those performing thess functions must be civil
servants within the coverage of law €57 which providas them with security of
employment. It also meant that those individual civil servants who had
transferred to contract status would not under the then existing legislation (lLaw
657) be allowed to receive ths higher pay frim contracts but would be paid under
the normal civil service provisions of Law €357. Six wmonths motice of this
decision was given and the ruling became effective in January 1990. The
Government introduced lav 399 effective froam Jamuary 1990 to deal with the

consequances of the High Court’s ruling.

8. lav 399 provides for two different types of contract employees with
. snmual contracts. Firsc, there arse the eivil servants referred to above.

Second, thers are other posts in SOEs which can be filled by non-civil servants
on a contract basis. 7They have no employment guarantee beyond their ammual
contract. As & conssqusnce of the marked shift from civil service to non-civil
service contract status, there ars nov relatively few civil servants employed
in the SOEs. Recently (August 1991), the Righ Court of Justice also ruled
contracts of this naturs illegal, eiting abuses as the main reason. It is too
early to see the implications of this decision. '
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9. Worksrs in SOEs are employed under the gencral labor legislation of
iaw 2475 vhich applies to private sector companies as well as SOEs. In this

Muummmdammwmq-mmm. besed
‘on length of service. 1In 1990 they acecounted for $3.4% of amployment, although
. 0.42 in PTT. While these workars

legal restraints on employers hiring replacessac
workers within & six month peried of the dismissal vhich msgy limit the frecdonm
of a privatized or retainsd SOE to zestructure its workforce.

. 10, Non-Unionized worksrs are senior employees who are prevented by Section

21 of Act No. 2821 (Msy 1983) from becoming members of & trads union.d They
occupy the more sanior posts snd.are coversd by the same legislation as unionized
workers. Im 1990 they were found in enly 11 of the 32 SOEs and sccounted for

only 0.9% of cotal SOE amploymesnt, but for 1002 in DITAS snd BOTAS.

1, Temporary workersd can be dismissed and are unlikely to qualify for
statutory compensation. The amploymsnt statiscics for SOEs  distinguish
temporary workers as a separate category which accounts for 10.82 of total
employment in 1990, and as such as 772 in CAYRUR. It is possible thst some of
these indiviiuals have been amploysd for more than 30 working days even though
they ars classified as temporary. [However, in the absence of further
information, it is assumed that the .30Es bave no legal obligation to make

seniority severance pay or provids compensstion to this category.

12. dzends In Ezplovment. Table A6.2 shows the trend in total employment
in each SOE for which dats is availsble over the pericd 1985-90. Total
employment (excluding Petkim and Sumsrbenk, for which no data were available for
.1990) has increased by 23.5% since 1979. Some of this is the result of expansion
in individual SOEs sincs 1979, but an important part of the growth in employment
is the result of naw SOEs starting since 1979. TEX has expandad almost three-
and-a-half times, and BOTAS by four times. Ninsteen of the 32 SOEs had a
dacrease in employment in 1990. Eighteen of them had lower total employment in
1990 than in 1985, but total employment rose:by 2.2% between 1985 and 1990. It
declined 1% in 1990 from its peak in 1988-89.

& *1c ghall be unlewful for any of the following persons to constitute or To
Join any workers’ or employers’ trade union: inspactors, suditors, directors and
any other persons carrying out similar functions in the establishments.
insticutions, administrative agencies, banks and insurance companies referred to
in the second paragraph of section 40°.

# “Employment vhich owing to its nature does not last for more than 30 vofkiﬂs
dsys shall be deemed To be temporary work snd employment for a longer period
shall be deemed to be permanent work®, '
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TABLE 84.2: Irffces of Tots! Ssploymant by SOF (1979=100)

- -

R

SEEA

cIreeA

™61

AN

i

™ 101.5 108.1 108.2 107.85 104.8 102.1
w1 &b A 46.4 6.7 46.6 €3.3
(S 263.2 312.7 308.6 320.2 3.0 L7
™0 95.9 163.3 106.6 183.7 103.4 106.1
edlod B.1 e 280.2 309.9 5.8 4046
ol1as .0 196.0 200.0 216.0 3060 340.0
POAS %6.9 108.9 108.6 1119 194.9 118.2
nGsAs 96.0 %6.7 97n.8 .2 8.7 9%.5
188A8 103.9 10R.8 98.3 5.9 100.3 9.9
SEXER 110.4 W07.6 1035.2 i08.8 w8 107.7
[ 4 2.3 80.1 7.0 7.0 RS N4
o 8.9 8.0 80.1 9.1 &,.1 9.6
T8EK 48,1 o d 6.4 6.4 4.3 $1.6
cAYRR 6.1 B2 n.9 N n.0 9.1
TEKEL 8.9 8.6 7.9 NS5 nS 3.3
TARIN 108.7 100.9 8.3 2.6 90.0 2.8
TERSAN 9.7 100.7 1093 1%.9 120.7 1171
1K 3.3 9”.1 ®n.3 9.9 &7.9 8.6
ol 108.8 ».9 %%.6 100.7 108.2 106.6
0 3.7 6.6 3.7 *© 90.8 9.8 874
T 118.8 133.0 49.6 193.7 158.0 161.0
b 102.5 102.3 1115 7.6 .8  117.1
™ 117.8 12321 1.3 1180 152.0 0.8
CENEAN 108.0 101.4 %3 9%.9 "I 9.9
™mi .7 101.6 .0 3.3 6.9 .3
Tetal 120.9 124.3 13.7 1260.8 12¢0.8 13.3

13. There has been & significant change in the distribution of employment .
among the five catsgories as shown in Table A6.3. The large incresse in the
share of contract wvorkers in total exployment is the result of a large shift avay
from civil servants and some reduction ‘in the relative share of umionized

wvorkszs.

B

t
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Swelutian of Totel Caplovaent
IMRLEA4.50 o : by Catopary

wm .8 6.6 100.0
1980 319 Q.1 9.3 8.3 .4 100.0
10 3.2 8.9 .3 6.7 T3 “.2 100.0
we 31.8 8.1 8.7 e.8 8.6 &.1 100.0
1983 p & 0.2 7.7 0.6 8.9 .8 100.0
1934 31.0 6.0 5.6 0.7 12.4 4.9 100.0
1906 X 3.2 841" 0.8 1.8 @3 100.0
1967 2.2 12.7 $%.7 0.8 1.6 67.1  160.0
weas 2.9 0.6 $o0 1 0.7 1.7 .5 100.0
1909 b .8 $4.0 6.7 1.9 é.8  100.0
' Sourgss Yressury . .
16, Changes in the numbers employsed do not of themselves indicate whether

present staffing levels are appropriste or whether there is any significant
degree of overstaffing. Detailed examination of labor utilization and work

. organization st the establishment level are necessary before employment levels
appropriste to the technology and production methods can be determinad. However
there are indications that significant overstaffing may exist in some SOEs.
Reported discussions with managers suggest thet overstaffing msy be as high as
402 in TCDD and between 25-30% in other SOEs. If this 4s so them both
privatization and the restructuring of retained SOEs msy lead to significant
retrenchaent, On privatization USAS retranched S0% of its workers. Indirect
evidence of vedundant labor stims from the observation that the cspital-labor

- ratio in the largest 500 companies is similar for both public and private sector
companies but ths share of public companies is sbout 67% of capital and only 452
of value sdded. Assuning no decrsasing returns to scale and no large differences
in the industrial composition of the two sectors this suggests significant
overstaffing. -

Hages, Salaxies and Benefits
15. Civil servants employed in SOEs ars paid according to the rules set
out in Lav 657 and lLav 399 wvhich allows ecivil servants o be paid by contract.

The civil service pay system is extremsly comp te. asnd a large amount of
information concerning individual appointments and 08ts is necessary to
caleulate effective rates of pay. The variocus elements in total psy are: (1)
basic salsry; (11) function allowance; (i1i) supplementary allowance; (iv) flat-
rate addition; and (v) additional payments. The basic szlary has a range of only
3:1 gnd entry levels are dstermined uniqualy by seducazion. ITwice a year the
Council of Ministers sets the salary coefficient uscd to determine the TL
equivalent of the corresponding entry in the scale. Special qualifications.
extra vesponsibility, risk or geographical location are rewarded by the
functional and supplementary allowances. Higher level positions receive
additiona] payments and there ars some other allowances (child, family) and an
annual bonus. The complexity of the psy system allows government to change
differentials easily. Since July 1989 differemtials have been narrowad.
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- 16. Livil servants with contrags will recaive individual payments rather
than civil service scales and allowances. In 1991, the maximum contract payment
for civil servants' i{s TL? million & month. The maximun for non-civil service
employeas employed on contract is TL6 aillion. The maxims are detsrmined by the
Govermment but no information was availsble to establish bow the actual levels
of contract psyment for those not on the maximsua are settled.

17. Details of the psy systems for vorkers in SOEs ars not availsble.
Broad principles set out in various documents ars as follows: The pay of

and possibly femporary workers is determined by collective
bargaining processes but the govermment seeks to establish common wage systems
throughout SOEs. Non-unionized workers are not permitted to join trade unions
and their psy is apparently daterminad within the guidelines established by
government. Management of individual SOEs have little sutonomy in determining
vage levels. Recent trends seem to have gone towards & more rather than less
centralized systen of wage detsrminatien. Thus the pay system is SOEs appears
to be strongly controlled by central governmental institutions rather than
management of individual SOEs. DBonuses are paid but these are not directly
related to output or performance in any economic or finmancial sense. The pay
systen reflects a civil service approach vhers uniformity is sought and in which
there are no economic criteria against which to determine pay.

Izends_in Persormel Expenditure snd Vsges -
18. No direct informstion on average wages and salaries 1n SOEs was

available. Details of total Persomnel Expenditure for each of the five
categories of employees in each SOE are available and these provide indications
" of the movensnts in total pay and other bensfits such as employsrs’ comtributions
to social insurance schemes, and social benefits as well as basic wages, bonuses
and allovances. It is possible to estimats average vages from these figurves.

19. Personnel expenditurs includes all items of labor costs. There have
been significant changes in the distribution of total persomnel expenditure by
category since 1979 (Table A6.4). Then civil service employees sccounted for
about one-£ifth of all personnel expenditurs, unionized workars for sbout 70%,
temporaries for 6.62, non-unionized worksrs for 1.0 percent and there wers no
contract employees. In 1990, eivil servants accounted for only 4% of total
personnel expsnditure, unionized workers for 59.1%, contract employses for 26.5%,
temporary workers for 8.81, and non-unionized for 1.8%.

L 4
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IMLE 40,41 Distrilution of Tetsl Sxpanditure by Category

ﬂ. 134048 an @7 7248 213873

198
%81 3001 128 o 3% 18408 919 WM
1"e ] e d o003 44350 S0 AT I
1988 96513 $30 296416 97 D6 IS S
1964 139355 7ol L s od 8138 63453 S0 6326
1983 100758 ™t 418881 1M 76730 TNBI0 896180
1905 Aras 21ns 812889 18008 928602 930157 11946643
987 304278 136007 1198030 27 . 6317 139278 1841560
1988 342188 $00338 1032828 44025 2098 2203TTT 3054317
1969 422000 1929055 43523 119714 %41 S1ZIE8 WD
1990 S87210 359 8621728 s 1268763 10148011 94384310
%54 %& 0.0 ng 1.0 6.6 .2 100.0
1980 2.2 0.0 n.s 1.0 7.0 ™4  100.0
1981 18.8 0.0 B4 13 6.3 812  100.0
1982 2.7 0.1 7.9 1.4 6.9 ™2  100.0
1943 23 0.1 .3 1.4 .7 7.4 100.0
1984 0.8 8.9 .3 1.2 9.9 W4 16080
1985 0.2 e.¢ .19 1.3 8.6 .0 100.0
1986 2.3 1.8 6.0 1.6 8.2 779  100.0
1987 168 8.4 .4 1.8 9.1 B2  100.0
1988 1.2 16.7, €.? 2.2 9.3 7.4 100.0
190 8.7 S.8 8.2 :.: 8.7 @3 100.9
w— ‘ w
Source: Troasury, SPO

20. Differentials in average persomns]l expenditurs among the five

categories show large variations between 1979-1930, and also show that in 1990
the average personnsl expanditure for civil service employees (81.12) and
Contract employees (77.8%) were lowaer than that for unionized workers (Table
A6.5). 7This is somewhat surprizing as it could be expected that comtract
employees, and civil servants with contracts, would be paid more than unionized
workers, although the higher average personnal expenditure for non-unionized is
to be expected as thess sre the higher-graded employess prevented from joining
& trade union becauss of their senior positions. Although no details are
avgilable it is liksly that the indirect labor costs for civil servants and
contract employees are & smaller percentage of persomnsl expenditurs than for
unionized workers. If this is the cdse & lower average personnsl expenditure
differential could be consistent with s higher wage differential.

21. The very large swings in the differential for contract employees with
large increases in 1984 and dramatic reductions in 1985 and 1986 are explained
by the individual compesition of the contract employses. In 1984, the number of
contract employees fell from 805 to 152, rising very considerably in each
succeeding year. Changes in the composition of the category have had a large

impact on average personnel expenditurs.

-
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Persornel wure .
JARLE Ad.81 m . “gm’ by Category .

i'g 154.6 152.3 9%0.7 “7.8 37.6
" 42,7 &88.9 %9.é 121.0 1%54.3 1959.9 159.9
i < wr.8 MG 8.9 8.4 2.3

o8 8.7 2024.8 81.1 58.9 &24.6 M#3.2 AUr.9
1985 .7 140.4 7 614.7 2.7  30.9 .
9% 2.2 484.2 43,2 §53.3 733 £3.0

1987 841.9 .6 640, 1 907.2 651.8 .8
%8 - 1%973.6 7.7 17023.9 2004 .6 1030.8 165.5 1102.0
1989 S729.9 4916.6 %16.8 3760 .3 837.8 2013.3 2608.1
1990 3.3 8956.1 48847 6908.1 $149.2 4098.8 $313.0
ey

1580 160.0 100.0 100.0 100.0 100.9 100.6 100.0
1901 192.4 $01.0 100.8 07.9 100.4
a2 9.6 “H7.4 90.9 108.0 8.0 0.8 .0
a3 8.7 t, X 4 107.6 9.9 2.9 8.2
1986 B8 $91.2 z3 B 8.4 7.0 7.2
1968 % 9.8 67.0 8.9 &S.8 or.2
1984 7.4 T2.4 4.9 2.8 5.8 633 84,7
1987 %.8 N7 Ny 9.7 0.2 3.0
1968 n.7 %08.1 2.8 ° 13.1 & .0 7.7
99 - 403 04,9 9.7 %1.3 5.3 93.8 01.4

tote: &/ Defleted by urban aress C91.

23. In the absence of information on sverage upges for the five
categories in the SOEs the data for personnel axpenditure have been used to
estimate average wages. Basic wages as o percentage of total personnel
expenditure for public sector corporations (a larger coverage than the 32 SOEs)
have declined from 612 in 1986 to less thsm 502 in 1990. Adjusting this
proportion for the two month bonus one can calculats nominal and real indices of
vages (see Tsble A6.7). As wages Lave decreased as a proportion of total
utsmlwwmmhmmmmmh1nsm
the increase in sverage persomnsl expendituras.

2. Real sversge wages for all employees rose by almost 30% between 1983
and 1990, but there had been a f£all by one quarter through 1988, and the
increases occurred only in the most recent years. The largest incresse vas for
‘civil servants, almost 70X. Temporaries gained only 132 and unionized workers
20Z. Nominal wages were further increased by 1412 in 1991. While the effects
of this canmot be included in the indices of real pay as these are calculated on
an annual basis and the CPI for the full year 1991 is not yet known, it may be
reasonable to conclude that there will have been a further large improvement in

real pay in 1991.
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) t _Average \Veges by Cstagoryl/
- C19832100)(TL theusond) :
civit Contract  Unionized m‘m‘m , Al

fe
19684 ms 70 ) 104.6 109.8 i30.8 123
1968 e 9.1 1.7 170.3 1#41.6 1.6 180.7
1988 a1 1.7 ®1.3 ar.7 183.8 817 5.9
1967 .9 2.7 326.6 30.3 803 3159 328.9
1988 ¢i3.3 364.0 sas.2 729.9 £42.9 402.0 $31.4
1969 1670.1 1493.4 1161.8 1341.3 1095.5 1166.1 1274.0
1990 1|2 BR.L 21746 2009 2093.9 2. 343.7
% 00.0 100.0 100.9 100.0 100.0 160.0 106.6
1984 8.3 4.7 92.6 .3 .0 a8.2 9.2
1983 0.8 11846 8.4 N2 8.1 a.s 840
1904 8.0 8.6 &3 L X .1 8.9 81.4
19er %.0 ar.2 80.7 2.1 . .7 .3 81.3
1968 9%.8 7.4 n3 103.5 .6 7.3 8.4
1909 us.y 129.7 100.9 196.5 .1 9.5 110.6
187 323

Seurees, IBRD Cal ons

sote: &/ Average woges estimoted frem Aversge Persanvel Expenditure
edjunted by the cosfficient of Besic \sges plus two months
Sorus to Totsl Lebor Costs for wsge-esrners in the Publie Sector.

25. .  Thers is no recent comprehansive wages or earnings survey for Tuckey.
Varicus gomms 23008 between the nubl NG DEIVALE RCEOL can be made Uiﬂ‘ data
from different sourcas. Table A6.8 presents indices of average real labor costs
for the Public sector, SOEs, and the Privats Sector for the period 1980-89, Over
the full period sverage real labor costs {n the private secter have risen while .
they have fallen in the public sector and remained roughly constant in tha SOEs.
sgsougu wers lagging behind the privats sector for most of the period

1 ’8 . .

JAME £6.8: avezags Beal Lebez Cest in Total Nbiie Secter Stis
axd Privets Vesutsctuzing
€31980-200)

i

1500 209.¢ 200.6 100.0
981 10s.9 we.1 63.8
1982 8.8 N0 103.3
31689 ®”.3 8.3 83.3
1004 0.3 .2 9.0
1883 6.3 9.8 8.3
- 1988 66.0 ®n,? 9.8
1987 75.4 7.9 93.4
1888 .o .7 3.2
pl. 330 WIS | ) UNEN— )| 8- -
- Souree:380
Beote: Public: all public sectar.
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'r.s:. A6.9 zeports significantly larger increases in average hourly
28 e in publie companies in manufscturing than in private companies since the
:::::n;u of 1988, Average hourly vages in public sector manufacturing rose ten-
fold over the eleven quarters while those for private sector msnufacturing rose
by less thsn half as much. The public sector average hourly wages vere slightly
jess than those in the private sector ia the first quarcer of 1988 and twice as
lsrge by the third quarter of 1990, Changes in pay relationships of this
sagnitude are unusual end there may have been some shifts in the occupstionsl
composition of the-data, but even so this evidence still indicates a relstively

large improvement in the relative hourly earnings of workers in public sector
sanufacturing. Ths largs increases in 1991 vhich raised real wages by some 35%

vill have widened the gap further. .
JARLE 48,9t Aversee Nourly toges in Mublic & Privete Secter Nemutecturing

1418
Yoor hoLlc “Privats ryrvy
M
1988 1 s 100.0 as? 100.0 9%.3
13 960 1%.4 998 116.0 9%.6
I § 1 1087 15.3 1% [4.7
v 2z 19%.85 . U 144.3 083
991 13" 164.2 1600 106.7 8.7
1 §*1 2.2 1904 128.6 .
il 28 342.8 &8s 280,46 192.7
1 3448 617.6 2073 g 128.9
1990 8 3989 480,91 M .1 124.9
11 [ -] .0 kY14 3.7 187.4
10008 4120 600.7 2003
._.m.a.na
27. The available information suggests that gince 1990 the public sector

probably pays higher sverage pay to broad.categories of workers. There is
fragnentary evidence quotsd in various reports thet pay for higher-graded posts
is considerably lower in SOEs than in the private secter but no f£irm ststistical
evidence has been produced to justify this conclusion.

€. laber Restmmotuxing

28. The reform program for the SOEs is likely to lead to retrenchment of
labor. Civil ssrvants employsd in SOEs canmnot be disaissed. However, for other
catagories dismissal is permitted and in the absence of gemeral socisl security
provisions for unemployment in Turkey thers could be severs hardship unless
special social safety net provisions are introduced. The impact of closure or
retrenchment could be particularly severs in some localities vhere SOEs currently
provide the main income-employment opportunities. There is also need for
improved labor policies in SOEs that would, at least temporarily, remain in
public handa. Once management of SOEs are hsld accountable for the financial
performance of their entarprisaes thsy require autonomy in employment and wage
policies. Further, improved efficiency and performance will be much mors easily
obtained if mors appropriats pay systems and incentives are introduced at the

entarprise level.
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Disnizsals snd _Severzncs

29. Civil gervanss cannot ba dismissed for ecomomic reasons. They can
be dismiased for certain disciplinary offenses but this is not relevant to the
issus of retrenchnent. Under curreat legislation eivil servants must be employed
4n certain posts to perfornm specified functions in SOEs. This provision will net
.apply to SOEs which are privatized. Civil servants employed in SOEs which are
liquidated must be absorbed elsewvhers in the civil service. While this could
impose soms cost the Government could allocate this staff te pests which would
have been filled with nev entrants. Those -employed in SOEs which ars to be
privacized can remain.civil sarvants.and would then have to be sbsorbed elsevhere
in the eivil service. However, some of them may choose to remain with the
privatized SOE and resign from the civil serviee.

30. *  Those employed in retained SOEs are currently required to have civil
service status although this can be as & contract civil servant receiving higher
pay than undar the civil service provisions. It is proposed that the requirezent
of the Comstitution that certain functions carried cut by holders of posts in
SOEs must be performed by civil service employses be amsnded. It will then be
possible to employ mnom-civil saervice ‘employsss in all posts in the remaining
SOEs. If the law is changed, the main possibilities are:

(a) eivil servants will remain employed by the SOE but transfer
£rom civil service to contract status as occurred after 198S.

(¢ )) soms individuals will not be zrequired by the SOE and will
clasia their right of transfer to civil servics smployment
elasvhere as in the cass of closure or privatization.

(e) soms individusls will mot be required by the SOE and will
. veluntary terminate their employmsnt subject to recaeiving
coapensation as discussed balow.

3. Lontzact explovagsg, non-civil servants, can be dismissed at the end
of their contract by mot renswing it and presumably before the end of the
contTact if compensation is paid. They have 2o entitlemant to auy compensation
4¢ chair contract is not renewed. Many contract suployeas are former civil
servants who transferred to contract status in order to obtain higher pay than
wvas possible under the civil service systsm. They m=may have dome so with the
expectation that their employment would continus with similar security as the
eivil service though without a formal employment gusrantee, and it msy be thought
that the 1988 government gusrantee regarding the maintemance of civil service
rights for thoss who transferred to contract status might still have some effect.
While it might be argued that haviang obtained the highsr pay by giving up civil
service status, they should be prapared to accept the risks associated with non-
eivil service employment guarantes, it can also be argued that in the event of
retrenchnent contract workers might be given some compensation. They may be
included in the income support componsnt of the social safety net (see below).
Nots that the recent dscision (August 1991) by the Constitutional Ceurt in
Turkey, finding the lsv permicting contract labor in ths public sector (399)
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unconstitutional has given these workers an unclesr status.

32. Unionized and non-unionized workers are covered by the genmaral Labor
lov 1475. 1t is possible to dismiss or retrench these categoriss. Contracts
undsr lav 1473 can be properly termiunated by giving twe weeks’ fotige to those
employsd less than six months; four weeks’ notice for those employsd more than
six months but less than one-and-a-balf years: six wesks notice to thoss employed
for mors than one-and-g-half years but less than three years; snd eight weeks
notice to those eaployed for more than three years. Ia the event of liquidation
or retrenchaent on privatizatien er restructuring at least eight weeks’ motice
will have to be given to some workers, but thers will no doubt be longer periods
of consultation and praparation for the chunges so the eight weeks requirement
should imposs mo significant burden. However, it will be necessary to ascertain
vhethar any SOEs have mads agreements to extend these pericds of motice, as this
could extend the time taken to close &n establishment or retrench some workers.

33. The provisions of Section 24 of the Lav may place restraints on the
Testructuring of employment within an SOE.¥ While it is likely that most
termingtions will be zimed at shedding excess staff vho will not need to be
replaced, in soms cases managemsut may wish ¢o replace existing staff by more
experienced or better qualified individusls. This-might £all afoul of article
24 which sesmingly would requive am offer to rehire. There will mo doubt be
legal precedents for guidance, but the importance of this provision is that the
straighcforvard replacement of individual employees with new recruits who may be
better qualified but who are demonstrably replacing the retrenched workers msy
not be consistent with Law 1475. One solution in such cases might be to make the
receipt of benefits under- the Social Safety Net provisions conditional on
, » ¥hich would apparently not be subject to article 24 (this
nseds to be confirmed by national legal experts). It should be made clear,
however, that by accepting voluntary resignation or agraeed termination, the
workers concerned would not lose their entitlement to notice, severance allowance
and other components of the social safety met. In ordar to aveid legal
complications, it msy be nscessary to replace the ®severance” allowance by a
“termination benefit”, to maks it clear that the laws on sevarance do not apply.

3. in the case of dismissal of ten or more workers, the aemployer is
required to gomumicate thelir names and qualifications to the reslevant office. of
the labor and employment service, at lsast one month prior to the date’-of
dismissal, with a view to their placement in another undartaking. This imposes

o

¥ *24. Effects of dismizssl. Eaployers shall not employ any new worker in
place of workers .....vhose contracts are terminated under section 13 of this
Act, for a period of six months, effective from the date of such termination. If
an employer is obliged to engage nsw workers for the same jobs at the  same
vorkplace within this period, he shall give notice of the’vacancies to the
previously terainated workers. The right to claim reinstatement shall cease to
be operative after 15 days have elapsed from the date of reecaipt of such a

notice.®
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no significant pestraint on an SOE and it is envisaged that there will be

considerably mors liaison with the Miniscry of lLabor and employment servicss than
specified in the lav. It aay well be that some collective agresmants covering

S0Zs contain provisions regarding redundanc. and retrenchments relating to the
selection of individuals, perhaps sccording to length of service, and the teZis
‘0 be offered them. It will be necessary to ascertain wvhether any such
agreenents hzve been made and if go, their terms.

3s. Section 14 of lLabor Act No. 1475 provides that gepiority severance
pay shall be paid in the event of termination by the eaployer of the contract of
employmsnt of workers coversd- by the Act, unless the contract is terminatad
because of immoral or dishomorsble conduct by the werker. Seniority severance
pay has also to be paid if the individual tarainates the contract for the
. purpose of qualifying for an old-age or disability insurance pension or lump-sum
paynent from an organization established by an Act. 1t is important to ascertain
vhether any contracts or collective agreesants have been mads which provide for
additional payments over the 30 days per year of service as this could have
significant effects on estimates of the potential cost of seniority severance pay
by SOEs. For zetrenched workers seniority severance pay will be determined by
theiz length of service and the last level of vages of each individusl. It is
assumed in the calculations in this report that there are no additional payments
above the legally specified amounts,

36. Section 16 of lav 1475 also gtates that the last public employer
shall be liable to pay the seniority severance pay for the total period of
service in cases vhere a worksr was employed in several distinct public
ingstitutions. Saction 14 also requires that the employer shall establish a fund
in respect of seniority severance pay and covering old ags, rstirement,
disability, death and lump-sum payments, However, it appears thet SOEs have not
established and regularly contributed to such funds. If this is the case the
costs of providing seniority severance pay vwill be an additional item of
expenditure to be met by SOEs or the Covermment.

37. In the absence of detailed data estimstes of the cost of seniority
severance pay for all workers hsve besn made based on the averags wage for each
catsgory in 1990. As the distribution of worksrs by years of servics is not
known estimates have besn made for 3, 10 and 15 years of service. Table A6.10
shows for each SOE the average severance pay for unionized workers with different
years of service im 1990 prices. It is assumed that the 1991 pay increass will
lead o an increase of asbout 40I in real wages, sc the amounts were adjusted

accordingly.

38. The estimated gverage cost per unionized worker of seniority
severance pay for workars with 10 years service (after the 1991 wage increase;
i{s TL18.4 million and TL34.8 million for non-unionized workers respectively. For
all SOEs the cost of ssverance pay for all workers, assuming an average of 10
years service, would be equivalent to 29.6Z or three and one half months of total
annual personnel expenditure. In DHMI there are mo workers and in PIT there are
so fev that even if they have sn avarags of 15 years service the cost would be
po move than 0.43 of sunual total personmel expenditure. I1f average length of
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Zncone Support MessuRes :
4. ° An inccee support schems should provids sdequats compensaticn ©o

these affectod while ancouraging individuals to sesk and sccept re-employment as
quickly as possible. 1n ths case of privatized or retainsd restructured SOs it
might be prudent to make payment of imcome support cenditicnsl on voluntary
gesignation from the enterprise in order to svoid possible censequences Tegarding

zo-hiring under Section 24 of lav 1475.

ob Special unemployment bensfit for a specified maximm paried can be
paid o dislocated wvorkers fros SOEs. The level ef unsmployment benefit paid to
dislocated worksrs-should be bassd on the previous level of wages as defined for
calculation of sealority severance pay, or some propertion of this. Experiemce
shows that schemes which guarantes unasploymsnt bemsfit for a specified period

mey discourage active job search. The arrangements should therefore include

incentives to encourage individuals ¢to find and accept suitable employment as

quickly as possible. This can be done by paying dislocated workers & lump sum

compensation based on the amount of “unused” unsmployment bensfit remaining in

the specified maximum period for vhich unsmployment benefit could be paid. This

,;nldmh&&motmmmucm&mw”
action.

4S.. The proposed incoms support would therefors, consist of tweo
components: (i) unemployment benefit compensation equivalent to wi of previous
monthly wages to be paid for a maximm of T months; and (i) on becoming re-
exployed or entsring self-employment & lump sus bonus L. The bonus I will be
deternined as follows:

L o 2 (T-L)ew

vhere: g = the frastion of monthly to be paid s & lump sum, T = the
saxisun mmber of months for which will be paid in the event of
unezmployment, €t « ths months unsmployed, v = the wage level paid as special
monthly unemployment benefit.

&46. Table A6.11 showz the total amount of unemployasnt banefit plus lump
sus payment that could be recaived by a yorksr for various valuss of 2 and v for
different periods of unamployment expressed in months of wages. For example if
unesployment benefit was paid for (T«) 18 months at full previous wages (v=1) and
*unused® unemploymant bensfit was converced to a lump sum at (2=) 752 of previous
wvages, & vorker finding & new job immediately would receive 13.5 months wages as
lump sum, and one vho Tamained unemploysd for the full 18 months would receive
18 months wages. Someons finding a job aftar six months would receive a total
of 15 months wages. If unemployment benefit was paid at (w=) 752 ef previous
wages and "unused” months of benefit were converted to a lump sum at (2=) 50%,
someons £inding a nev job immediataly would receive 6.75 months wages and someone
remaining unemployed for the full 18 months would receive 13.50 months wages over

the 18 months.

i
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t Totsl Amaunt of lncamd Support
(in aunthe of wages, Teil)

iy o spemsd -

.73 1.00 13.30 .25 135.00 13.75 94.30 7.25 18.00
.50 1.00 9.00 10.30 12.00 13.50 13.00 14.50 13.00
0.3 160 430 6.7 9.00 11.23 13.90 15.73 18.00

0.3 0.8 10.13 16.60 1.5 1.8 1238 12.%4 13.%0
0.50 0.7 4.7 788 9.00 1.3 1.3 1238 13.30
0.2 0.75 3.38 5.06 6.75 844 10.15 11.81 13.50

0.7 030 6.7 713 7S50 788 8.3 8.8 9.0
0.50 030 4.30 5.3 6.00 673 7.50 8.3 9.0

Source: I8RO Calculetions
totes: 3 @ comversion coefficiant for “ummsed® msnths

of unemployaant banefit for payaant of Lump el
« @ copfficient of wasploymnt barnefit to previcus uege lovel.

47. The fact that the total emount of bensfits incresses as the time of
unemployment rises is not at odds with the notion of an incentive to £ind a jew
Job. A new job will provids for additional incoms. For example, if after 6
months (with 2=0.75 and wel) & worker finds a new job he will get total benefits
of 15 months plus 12 sonths of actusl wage. 1t will always be rewarding to £ind
4 nev job. The incentive to find a new job quickly will be greater the higher
is z and the lower is v, and the higher the rate of time preference of the
worker, given that the rate of wages in alternative employmsnt discounted for the-
disucility of the job is at least equal to w. If workers have a high rate of
time preference and there is some positive net wage from other employment, the
luzp sur may provide a strong incentive to f£ind now jobs. With regard to the
appropriate valus of w thers msy be a conflict between the provision of
incentives to find nev employment mors quickly which suggest a relatively. low
valus for v, and the realities of the-labor market and the requirements of social
policy which suggest a higher valus of v to provide adsquats income support in
conditions vhen alternative employment opportunities may be severely limitad.
¥hile a valus of v=1 may be considared too genercus, particularly if account is
taken of the seniority ssverance pay that will be received by many worksrs, a
valus of .5 msy be too low to provide adequate income support for thoss unable
to £ind other jobs. A high valus of £ may be desirsble to encourage speedy reo-

employment.

48, °  While £inancial support should be provided to those adversely
affectsd by the restructuring this should meot discourage speedy and effective
readjustment of individuals. Safaguards are necessary to ensure that individuals
receiving either special unamployment benefit or lump sum compensation do move
into real employment or self-employment. The most important safeguard is to
ensure that individusls enter real jobs when claiming the lump sum compensation.
Any claiz for lump sun psyment can be taken as evidancs that the individual has
zelinguished claims on further payment of the special unemployment benefit, but
if the job should prove to be short-term there could emsrge social or political

pressures for further employment assistance.
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A6.12A shows the actual gverags cest of income support for
in 1990 prices, taking into account tho 1991 wage increase

If unemployment benafit at full wages is payable for 18 months, and £=0.75 the
Jlusp sum

cost of 1 paynsnts for those £inding & nev job immedistely would be T124.7
sillien, and 7127.5 miliion for scmecns finding & jeb after six months. The cost
£ull 18 months would be T132.9 miilien.

of paying unesployment bemafit for the
Table A6.18B gives the same details of cost for the sverags non-unicnized worker.

20081 Z7is4 208 3019 ISV 32
030 1.00 1472 19218 21965 MBS ZMSL 30199 33w
0.5 100 8236 12554 1472 2090 TS 28826 IS
.75 075 1ES31 19361 2SN 2160 2640 JEMW NS
0.50 075 iZNB WIS 16472 W31 AW 249 2T
0.5 073 677 %aé 1B I SIS 215 AHTe
0.7 050 1254 U1 1727 W4T 19100 1SS 1T
0.50 050 6236 WOV 102 16 VX 19100 1472
03 030 4118 €177 D6 WNT 1T/ AT 1472 y
SRR T came Suas T Sy T v
0350 1.00 J0B4 JSOM 41125 4266 51406 SES6T 616E8
0.3 1.00 1342 I 308i4 ST 4 SHIT 61688
.75 0.7 M2 SWIP LR LU0 KW 46206
0.50 0.7 I3 26088 30844 34D 3 420 4b2se
0.3 073 1134 170 ZOR 20081 kbt 40413 4d2e6
0.7 050 DI 418 BNT 20088 N3 2950 3086

R 203 JID IM W13 308

50. Applying these calculations to cur best case scenario (see Ammex 1)
under the sane assunptions sbout lsyoffs as in Appendixz 1 of the main volume and
with 2=0.75 and w] (i.6. gonarous support) the total cost to the Governmment
would vary between US§1.2 billion if all worksrs found mev jobs immedistsly and

USS1.7 billion 4f all of then Temained unemployed for 18 months.

S1. The safety met scheme provisions ave designed to compensate those
dislocatsd worksrs vho hsve been amploysd for some time. It msy be argued that
the most recently recruited younger employees may actually be losing more by
restructuring. They msy have joined the SOE with the expectation of job security
for the mext 20 or 25 years. However, it does not seeam appropriate to provide
the sams level of bensfits to thois vho had been employed for only six months as
for those who have been employed for 5, 10 or 15 years, nor does it seem proper
to seek to justify the additiomal cost of providing full benefits to the more
recent recruits. Hence, it appears appropriacs to adjust the benafics in line
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« with aanioxigy of the workers. Those with less than 5, but mére than, say one
year of service could be granted & proporticn of the full benefits. Thare are
various possibilities to implement this scheme. Two examples are: (i) reduce
‘the bensfits in propertion with time served; or (if) Teducse the duraticn for
vhich the incoms support is available in that proportion. For the f£irsc, total

compensation would be caleculated as:
C e tow(les) ¢+ 2 (‘r-t)wéloc) for £&T
$

vhere: $ = total years defined as “less senior®, e.g. 5, and s = actual years
of service. In the second case, the formula becomes:

C o tow + g¢ [(T-g°8)-t]°wv for sr-éo-
s

S2. The selection of a minimun length of service for qualification for
entitlement to full incoms support is essentially & matter of judgement. It can
best be made after details of the distribution of workers by length of service
have been obtained. There could be political and i{ndustrial relations
consequences if the qualifying period is long enough to exclude a significant
proportion of the workforcs. The shorter the qualifying pariod, the greater the
finsncial cost to Govermment. It may also be sppropriate to maks some.small
Payment to those who have been employed for only a short period, say less than
one year. They will not receive any significent seniority severance pay and
payment of one or two months wages would help améliorate financial hardship.

S3. fontract emplovees have been employed in that fora only since 1984
and most of thes will have relatively short periods of semiority as contract
exployees. Contract employes status was originally designed to circumvent the
civil service pay limits and provide higher salaries as incentives for civil
servants employed in SOEs, as wall 83 to offer more competitive pay to recruits
from the privats sector. While comntract employeess can be released at the end of
their one-ysar contract those of them who were civil servants had expsctations
of job security. So too had many of thoss recruited fream the private sector.
1t msy be appropriace therefore to provids soms special income support provisions
for chem. However, contract employess should genmsrally have relatively higher
skills and therefors msy be unsmployed for a shorter time and require less
retraining. It aight be appropriate to provids the same sort of unemployment
benefit and lump sum provisions as for unionized and non-unionized worksrs but

. for a shorter peried.

54. The cost of providing unemployment bensfit on full wages (w=1) for
(T=) 12 months with the lump sum payment converted at (2=) 0.75 would be TL12.8
million per contract employee if all found new jobs immediately and TL17.1

aillion if all remained unemployed for 12 months. Again, using our best case
scenario (see Annex 1) ths total f£iscal cost would be batween US$260 million and

US$350 milliom.
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88. 1t is posaible ti st soms Zampozary workars hsve besn employsd by the
SO for longer than 30 days or on & recurring basis. If this is the it may
an g _gratis peyment to them. As an illustracion temporary

workers who bave a cumulative length of service of 12 months might be given two
souths vages. ZThis would be consistent with the suggested psyment of one-£ifth
of a years bensfics for ssch year of sarvice for those with less than five years
seniority. Per temporary worker this benafit would amount to 7126 m{ilion. 1If
all workars were granted the bensfit in our best case scenario the total cost

wvould be less than US$20 aillien.

56. Vith considsrable variation among SOEs, the

wozker in 1990 prices of the severance psyment and income support systes is about
TL3S million or US$13,500 (see Table A6.13). Assuming that a msximum of 250,000
workers would have to be retrenched, the total cost would be about US$3.4
billion. In realicy, as not all retrenched workers would stay unemployed for the
vhole duration of the unemployment bensfits pericd, the f£iscal cost ‘will be
lower. Moraover, it was assumed that unemployment banefit would be paid at the
last wage, wvhereas in reality s somevhat lower wage may be warranted. Lowering
¥ by 102 would save about US$300 milliom.

Explovment Services

s7. laber_liarket Inforpation. 1Im esch grea likely to be affected by
unemployment the local offices of the Ministry of Lsbor should bave informacion
on:

(1) vacgncies in that locality. Extra efforts should be mads to
cbtain details of all vacancies and not Tely on existing
arrangements for voluntary notification. It is not proposed
that legislation be changed to require amployers to notify
vacancies or to require them to follow existing practice for
s:g and recruit f£irstly only through Ministry of Lsbor
offices;

(14) vacancies in other areas:

(111) craining snd re-training schames established alsevhare for the
types of skills required by the vacancies or by the industries
and sctivities which might develop in the locality;

(iv) self-employnent opportunities;

(v) training for self-employment schemes which have been used
elsevhere.

58. - Advance Notificasion. SOEs should give as much advapce notification
as possible to the employment services and training agencies so that they can
prepars spec.:l programs. It is expected that this will be longer notice than
required under lav 1478,
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60. It 4is important that the Ministry of Labor and cthar bedies involved
in job eounselling, jcb placement and training provisicns be eble to Tespend
quickly vhen retrenchment is anticipsted. The local advisory cosmmittess should
therefore be estsblished as soon as rvetrenchment is anticipated and local
officials of the NMinistry of laber should be trained in the specisl duties
pequirved for desling vwith lazge mumbers of dislocated worksrs as early as
possible. The longer the delays in initiating placement and training prograss
for those affectad by the £irst round ef closure or restructuring the greater the

oppesition to subsequent zefora.

61. On-gite Counsaling. Counseling on job ssarch and re-training should
be provided on-en individuxl basis for every dislocated worker who wishes it, and
they should be ancouraged to do so. It is better to bhold the individuel
counselling sessions at the place of work. Joint tsams or pairs of Ministry of
Labor officials and SOE executives can provide counseling which combinss
knowledge of opportunities for other activity snd knovledge of the individual's
asptitudes, skills and sotivation. Preliminary discussions between the managers
and the Ministry of labor officials will be necessary to clarify the types of
skills vhich occupations in the SOE may have snd the types of other occupations
to which they might be adspted. .

62. Considarable ressurces are Tequirsed for the counseling stage. The
cost of the managers tims will presumsbly be borme by the SOE and govermment will
£ind the civ.l servants. Even go soms additional Ministry of Labor advisers will
probsbly be nseded. It is not possible to provids an accurate estimate of the
cost of this uncil decisions have been taksn as to which SOEs are to be affacted
by vhich measures, and anzlyses of their workforce, other job cpportunities
lpcally, and the type of re-training which might be suitable made. Providing
employment and counselling services through ths 102 offices of IIBK was estims=ed
to cost US$27 million. If this project is implementsd the additional direct cost
of providing special counselling for dislocated SOE workers should mot be high.
The main sdditional element will probably be the time of the exacutivas froa the
SOEs who take part in the counselling team. This has a high opportunity cost,
yet British experience in the steel industry shows that it can be a crucial
factor in a succassful progran. Exscutives snd managers of the entarprise will
have more imowledge of the individual werkers than Miniscry efficilals and will
be better able to sssess the worker’s suitability for different types of work or

re-training prograa.

63. Mobility Asgistancs. In some localities relatively faw alternative
esploymant opportunities msy be found. Assistance to worksrs to move to other
aress msy be necessary. Hence, the Covarnment msy consider providing temporary
housing subsidies and special relocation grants in addition to the income support
mseasures. If they induce worksrs to move and £ind other jobs rather than
remaining unemployed there will be savings of unemployment benefit payments vhich
can finance them. OCrants of IlLl million, for example (approximately US$400),
would still lead to considersble saving on unemployment benefit if workers found
a job within & fev months.



241 Appendix 18

Zraining.and Emnlovaent Gensration

64, For some Mvumh further training may be unnecessary. They

possess skills vhich are marketable and the main assistance to be provided is in
ob search. Others msy have low, poor or cut-dated skills with lictle prospect

4
of finding other jobs without training. If employers in the locality have
vacencies individuals can be sslscted for training with the parcicipation of the

exployers.

6S. The choice of the type of skill/occupationsl training provided and

the selsction of individusls for appropriate -courses in the absence of potential
job offers by employars necessarily injects uncertainties into the decisions.

The Miniscry of labor in association with other economic Minigtries will hsve to
decide which skills are needed. The selection of individuals for training
courses is best dons by groups with experisnce of training and of employment of
the skills in question. Once decisions about the type of training have been
taken the selection of individuals would be best domes by committees which
included reprasentatives from the SOE. the providers of training, and private
sector employers from the industry or s:stors concarned.

é6. Explovment Guarantee Schems. The Esployment Guarantse schems already
operating vhereby employers emter into &n agresment with the Ministry of Laber
to train school-lesvers and gusrantee to employ those who complete the training
course successfully, can be extended and targeted £o the retrenched workers of
SOEs. The training would be provided on employers’ premises with special
financial support to maet st least some of the costs. .It will be necessary to
ensure that employers do not sbuse the schems by cenverting the intended training
period into productive activity by unpaid labor. Esployers would take part in the
selection of individuals for training. '

67. Ceoat of Training. Estimating the cost of training is d4ifficult
wvithout some indication of ths type of training to be provided. With the package
of measures proposed for income support there will be no cost of support for
wvorkars receiving training other than the unsmployment benefit psymsnts. The
items of cost are therefors, the actual provision of training -instructors,
equipment, premises, matarials, and any payment to employers if they provide the
facilities. Thers will alsc be secondary indirect costs of the govermmsnt
esiployees preparing the training programmas or advising on employment placement.

68. Costs of training programmes in ethsr countries even when expressed
in terus of ths previous vages of the trainees are seldom a useful guide. There
are widaly differing methods of training in different countries, the initial
skill levels of the workers wary, ss do their experisnce snd age. It s
preferable therefore to make rough estimstes of the possible costs of training
based on such material as is available on Turkey, although the type of training
required by dislocated workers from large scale SOE closure or restructuring will
not be the sans &s that provided in most existing training schemes. In general,
training schemes in Turkey may cost about US$400 per worker 4f cherse is a
sizeable re-training in nev skills involved. 7This is about the mid-point of a
range of costs found in IlD training schemes. 1t was alce estimsted that IIBK
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.esuld provide contract training for 100,000 workers over the next five years at
8 cost of about US§40 millien. :

6. - If unsmployment bensfit is paid at full wages for 18 months an
.avezage unicnized worksr who found & job after six months training would receive
8 total of T127.5 million. Unesploymsnt benmefit for the full 18 months would
esst T132.9 sillien. The “saving® as & result of unsmployment lasting enly six
months would be about US$2,000. Hence, oven 4f tzaining programs cost
significantly mors than the estimated US$400 per worker, if they are effective
in zeducing the duration of unemployment, the Government will sven save in net
temms. In fact, even if it takas 1S5 months for the worker to find & job with the
training (at US$400); the progras still breaks sven.

70. Sa1f Foolowvment. The provision of lump sum compansstion in sdditien
to seniority severance psyment will provids scms individusls with the financial
opportunity to starc some sslf-employment activity. British experience shows
that it is essential to provide training in business methods, book-keeping,
financial matters such as cost control and pricing, as well as in the technical
aspects of the activicy. local employers and businessmen can provide valuable
asgistance in this training. Co-cperstion between thes and the Minigtry of laber
through the local advisory committses can ensure that the training for self-
employnent/small business activity is realistic. If training for self-employment
is provided there could bs a rule that the worksr would be regarded as having
begun self-employment on cdémpletion of the course, of ssy one or two months
after. The lump sum paymsnt would them be paid on a declaration by the worker
that he hsd begun self-employment. It would them be possible to calculate the
saving from transfer from unemployment to self-empl:yment and payment of ths lump
-sul. The variable ¢t would be the length of the training plus any extra ons or
two months allowed fer setting up the activity. The amount that would be saved
£rem the possible maxizmun unemployment banefit for the full pericd would be known
and 30 & decision regarding ths amount that could be spent on training and still
lead to the Government breaking even cculd be determined.

n. Small Cellective Ruginesses. A group of unemployed workers seeking
to establish a small fitm on a collective basis msy need training in technical
productive aspects. MNost if mot all of them will reguire training in business
organization, legal mattars regarding company activities, accouncing, £inance and
marketing. The same approach as suggested for self-employment regarding payment
of the lump sum and calculating the cost of training can be adopted.

72, The combined severance pay and lump sum compensation may not be
encugh to f£inance a venture. The Govermmsnt sghould consider providing special
temporary assistance in the form of help towards the initial cost of obtaining
premises, equipment and working stecks. This could be low-interest loans for a
specified period, providing that the proposed project has been properly costed
and assessed. Where cleosure of the SOE takes place there may be opportunities
to provide premises to small wentures on specially favorsble terus for a fixed
period. In other cases it msy be feasible to sell some of ths equipment from
the SOE to the venture on special tarms. .
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73. In all these cases there could be a eonflict betwean the dasire co
-asgist the unempleyed start up small ventures which are econcuicslly viable im
the longer-run and the proper assessment of the project to ensurs that publie
funds are responsilily disbursead. As an internstional gensralization civil
:seTvants sre not normally vell equipped to assess commercial vemtures. Their
training and background tends to make thems csutious in assessing risks.

®. Begional Tapact

%, The share of SOEs in total non-agricultursl employment in Provinces
in 1985 is shown i{n Table A6.14. The figures are for Provinces and the e¢ffect
of closure of SOEs on a locality may be mors severe than indicsted by the
Provincial percentages. Thers msy be considerably greatsr comcencration of
employment in some towns. Evan so, in some provinces SOEs account for more than
102 of the total employed population excluding agriculture. Lack of detailed
data prevent any further analysis. It does appear, howsver, that when SOEs have
been idenctified for closure or serious rastructuring of employment, a detailed
anslysis of the impact on employment in the locality should be mads.

78. Although it was not possible to cbtain data on collective agreements
it is understood that collective sgreements often includs provisions for family
assistance and educstion funds. It will be necessary to obtain decails of all
the collective agreement provisions 18 each SOE sffected by restructuring. I1f
medical care or somes aspects of education are provided under collective
agreements the closure of an entsrprise, perticularly if it is & msjor employer
in_the locality, can have sericus impact on the local secial services and
infrastructure. It msy be approprists for govermment to mske a special payment
to the municipality to meet costs of transition from SOE provision to community
provision of some of these essential social services. Such & gusrantese could
Treamove some of ths justifisdle feoars and opposition to restructuring.
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JaARLE 84,940 enst Distribution of S0E Raplovmant 1988
Cd-?' of roneagricsiturel asploymant) ‘
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76. Scma SOEs will remain, st least tamporarily, in public ownership.
They will need to be restructured in terme of employment and pay determination.
It i3 assumed that they will oparats undar markst conditions re then to
maximize profitability within constraints of strong financial discipline subject
to appropriate regulations to prevent abuse of monopoly power. I1f the Board of
Directors of an SOE is responsible for the performance and profitability of the

SOE it requires the autoncumy to determine employment and remunsration levels.
It will not be possible to judge the performance of the Board or senior

management if they are compelled to follov outside dascisions regarding staffing
and pay levels. '

77. ¥ith the existing article 128 of the Constitution restructured SOEs
vill be required to employ civil servants to perform certain functions. Certain
higher positions will therefors contioue to be £illed by civil servants om civil
service conditions, although they may bs given ecivil service contract status.
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This is vot conducive to the efficient operation of the SOBs nor is it ewspatible
with the autonomy of SOEs. This difficulty can be ramoved cnly by modifying the
constitution. If this is done ‘rastructured SOLs will not be required teo employ
eivil servants. They vwill therefors be free to select their own staff on the
besis of efficiency, competance and qualifications. Many restructured SOLs will,
‘4n the pursuit ef profitability, wish to reduce existing staffing levels and
‘replacs some of the current amployees with more suitable staff. Scaffing levels
ahould be daotermined on the basis of work study and it will undsubtedly help the
smoeth cransformacion to & successful, sutonomous and viable SOE 4f trade unions

are fully involved in the processes of dstermining staffing levels and
- egtablishing work study standards. . ‘

78. Pay and terus of conditions of employment should be determined by the
usual processas of collective bargaining for all employses except non-unionized
. workers. Incentive payments and bonuses should be determined by the msnagement
of the SOE and related to sctual measured performance against specified criteris.
The existing general labor legislation will coutinue to apply to restructured
SOEs without the complications of civil service empleoyees subject to different
lagislation. Managoment should have sutonomy to nsgotiate terms and conditions
of employmsnt appropriate to the enterprise, its financisl position and
prevailing collective bargeaining and market circumstances.
F. Recommendasiona
79. Despite the enactment of & hiring freeze and a replacement ratio of .
702, suployment (excluding Petkim and Sumerbank) rose by 2.2I since 1985, but
fell 1Z in 1990 from its peak years of 1988-89. Compared with 1979, SOEs
employed 23.5% more people in 1990. There has been g significanc shift out of
civil service employment, still 302 in 1985, but only 4.5%3 in 1990, and into
contract employment (up to 302 of total im 1990, from zero im 1985) because of
more attractive psy condicions. Average real wages during the periocd 1980-90
Tose by 182, but wers still 25Z below their 1980 levels in 1988, indicating that
these wage increases are s recent phenomenon. Lsbor negotistions in the first
balf of 1991 resultsd in increases by 1402 in nominal terms, leading to
continuing zeal increases. The current wvags and employment levels are
unsustainable in the long-rum.

80. Any future refora prograa of the ssctor will nscessitate retrenchment
of labor. For such a restructuring to be successful the lsbor issus needs to be
dealt with up front im co-operation with all affected groups (worksrs,
management, local community). Asids from the legal raquirement .of providing
severance pay (for workers), we vecommend the implementation of s social safety

t consisting of income support, employment services, training and ewmployment
p ! D that provides workers

generation. Income support should be designed in a way i

vith an incentive to find nev employment or becoms self-employed. Counseling

advisory services will have to be expanded and targeted to the dislocated

wvorkers. local sanagers and executivas of SOEs could pi;y e:‘ ez‘uc't:i .rotl:‘ 1: o:hi:
TOCH W BAAs shoul M @

. 1o 1o = eid e s Civil servants will have to

the sole income-employment providar of the region.
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be sbsorbed in the public sector while worksss and contract employees can benefit

fzom the safsety met. Tho cost of such & Progras are not excessive compsTed to
& the gains.. If training services are effective and workers fiad mev jobs quickly.

mMMmmmmmmwr_:g;(u
ess income support would be Tequired). The implementaticn o 3 net

doss pot Tequize changes in the legislation provided that workers resign
a:muyumugmwum-Mua:unhezmwm
73) .

81. For SOEs that will be retainsd by the State, at least for the tims
being, considerably more autonomy and flexibility in personnel msnagement will
be needad. It would be highly desirsble to amend Article 128 of the Constitution
80 as to parmit non-civil service eamployment in mansgement positions. Management
would also nsed the power to detsrmins employmsnt levels as wall as £o negotiate
the vages of its workazs.



As more data and experience accumulate on the results of public enterprise reform,
more assessment will be undertaken to determine whether the financial performance of
restructured or divested firms improves and whether financial improvements have an impact

on a country’s economic performance.

A Bank Working Paper, Doe : )
(WPS 475, 1990), provides an analytieal framework for assessmg the unpact of dnvesﬁmre It
suggests that future studies incorporate comparisons between:

. the same firm before and after divestiture;

- divested and undivested firms in the same sector and
country;

- the performance of a divested firm and the hypothetical
performance of a firm had it remained public

- the performance of divested firms in competitive and
noncompetitive markets in the same country; and

. the performance of divested firms in the same industry
in different countries.

The paper is useful in providing an approach to analyze divestiture more rigorously.
The results from such analyses will enable reform planners and borrowing country
governments to shape planning and implementation in accord with achieving maximum
outcome.

Attached is a 19-page excerpt from the paper that describes the proposed analytical
framework.
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eountrics.’” This iiteracure doss not dizectly addrese divestiture per 0.
Honetheless, its view of the performance of private versus publis ownership Lo
eslovant; Milward’s conclusion i naiully ahnod by the ethsr authore who
bave ndo the attempt: "There is no evidence of a statistically satisfactery
kind to suggest that public enterprises in LDCs hsve a lower level of
technical afficiency than private £irme opersting at ths same scale of

operation® (Milward, 1988).

To go beyond, or avoid the shortcomings of the sbove studies, we need to
ask three questions about divestiture. The first is factual: What are the
changes in economic efficiency and f£iscal incidence, if any? The second is
hypotheticals What are the possible fectors explaining divestiture outcomes?
The third is analytical:s What 1is the ceusal link between divestiture cutcomes

and their hypothetical determinants?

Measurement leeues

Econopic Efficiency The hypothetical cases in Pigures ] and 2 identify
the expected changes in econcaic efficiency. The underlying premise of the
tvo simplified cases is that, for ressons mentioned ebove, divestiture will

¥ Por surveys of this literature, sce, for example, Milwerd, 1988
Domberger and Pigrott. 1986: and Sveinar and Harige. 1987.

Source: Does Divestiture Matter? A Framework for Experience, Ahmed Galal, WPS 475,

1990.
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lead to & padustion 4n sverase costs (Cp<Cg). Yor purposes of eimplification,
we can sssume .the following: ‘

) The marginal, and consequently average, coats are constant under

public (Cg) and private (Cp) ownerships.

° The firm operates at & given short-run capacity before and after
divestiture.

) Under public cwnership, the firm 43 sssumed to break-even

‘r‘.c‘) _m

Under perfect coumpstition (Fig. 1), the consumers are only willing to
pay the market price, vhecher the commodity 4¢ produced publicly or privately
(Pg = Pp). The PE is merely able to recover its total costs (revenue = cost ®
ABQgO). In contrast, private producers are sble to make profits equasl to ABCD
(revenue ABQPO -~ cost DCQp0).'* The econsumer’s surplus vemsins unchanged.
Therefore, the expected net gein to society is captured by the changs in the

producer’s surplus (ABCD).

U Mgny of thess sssumptions need mot hold. Private owners may, in
addition to cost reduction, bs able to increase ocutput through greater
capacity utilization aven in the short run. Marginal costse could be increasing
or decreasing. Market structures may be cligopolistic. Firms may enjoy 2
monopsony pover in input merkete. These variations are likely to complicate
the story considerably, however, without substantially altering the basic

. notion to be illustrated here.

i3/ profit, as defined here, is the same as producer’s surplus or qusasi-
rent. Therefore, these terws will be used interchangeably, unless specified
othervise. -
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Under & -ou’oly (Pig. 2), the effect of divestiture is ue.'u
streightforvard. To maximise tluu-‘ profits, the nev cwner? are expected to
reduce output (from Qg te Qp) and raise the selling price (from Pg te Pp).t¥

Compared with e sero producer’s surplus under public owvmership (revenus = cost
= Cg3Qg0), profits under private cwnership ere expectsd to §o up to PpaADCp.
Because sverage cost is expected to decline (from Cg to Cp), part of ths
increase in profits is sttributed to efficiency improvements (CgCDCp), vhile
another part is atteined at the expense of the consumers (W()-

Traditionally, the latter is assumed to be & mere transfer from the consumers
:6 the producere.’t’ Therefore, the net gain im productive efficiency is the
area CgCDCp. Consumere would have lost the ares ABC, wvithout making anybody
else batter off. Thersfore, the expected met gainm to society dapends on the
magnitude of the efficiency gains (CgCDCp) minus the loss in consumer’s

surplus (ABC).

The above analysis comparee the operaticn of an enterprise fp: one
period under public owmership versus another period under private cwnership.
Clearly, this viev is inadaquate. A fi.u%‘nfo:m goes beyond one peried;
losses in one period could be recovered in another. Morecver, the bensfits
from divestiture could only materialiss uft.ct private entreprensurs have
snough time to adjust. Therefors, static changes in the producer’s and

B! Tuo assumptions are necessary for this ocutcome to attain: (1)
government exercising price control over the output of the PE, and (2) no or
.ineffective prics regulation following the transfer of ssects to the private

86CtOT.

W Unless, of course, distributional effecte ars taken into account and
various transfers are valued differently, depending on their vecipients.
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252
consumar’s ourplus should be extended to spen s f£irm's life cycle. Indeed,

that 1o why Jemes et al. (fortheoming) ouggest thet the desirability of
divestituse should be jJudged en the buﬁ.o of ths value of the cun of the
discounted changes im the producer’e and consumar’s surplus compsred to their

level under public ocwnership.'”’ If the sua ie¢ higher than sere, then

divesticure 419 advantageous to society.

The analysis of the producer's surplus, when underteken in constant
prices over time, will reflect the effect of static as well as dynsmic changee
wvithin the firm; the latter may include intreducing new preducte and
penetrating now marksts. It will be .uuful nonetheless to supplement this
analysis by estimating TFP and financial profitability. The resson ies thst TFP
snalysie distinguishse the contribution te the growth rate of real output of
various inpute from the contribution of productivity improvements.’’ Pinsncial
profitability (which is defined as the percentage of profits, before and after
taxes, to net worth, sales, and capital employed) is useful because it
capturas-=-short of subsidies--ths degree of vesponsiveness of the private
cuners and managars to merket signals compared to their public sector

predecessors., .

RS

8/ This statement lesves aside from the formulation of Jones et al.
(forthcoming) the shedov multiplier for government vevenus. The £iscal impact
of divestiture 4is addressed ssparately below.

¥/ This 4s oo since TFP 4s calculated, in one variant, by subtracting the
-contribution of factor and intermadiate inpute from total output growth; in
turn, the contribution of factor and intermediate inpute can be derived by

ecalculating & weighted average growth using the respective share of inputs in
coet as weights. If the residual is positive, this implies a IFP improvement.
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%m!ﬂmhof:hh!mttan«tz«ucmm:, the above
messures in the firw’e incoms etatement end balance cheet. luc;or. this
information must be augmented by information on prices and quantities of major
inputs and outpute, and on capacity utilisstion. Equipped with thie
dinformatien, we cen calculate the preducer’s surplus by subtracting from the
eum of production at factor cost and net ncn-operating inmcome, the costs of
dinternadiate-inputsy employee -compensation;, sud ‘rental expenses. We cen then
darive the changes in the producer®s surplus as the difference between the
absolute values of two pericds. Changes in the consumer’se surplus (otherwise
iknown as the deadweight loss) can be spproximated by multiplying the change in
observed selling prices times the change in observed sold quantities and
dividing the cutcome by two.'” Summed t'ogotho:. the changes in the producer’s
and consumer’s surplus provide s measure of the change in economic efficiency.

In calculating all measures, we might have a problem finding
entarprises that have been divested for en average 1ifetime. Therefore, ocur
estimation has to proceed in two eteps. First, we should calculate the
messures for the period for vhich actual data are available. And second, we
should estimate the measures for the rest of the firm's lifatime, based on
experience and some expectations about htm policy shifte and expectad

responses by enterprisece and consumers.

" Portunately, only the change in the consumer's surplue, not the
wagnitude, needs to be measured. Otherwise, the shape of the demand curve (or

its elasticity) has to be estimated.
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The Yissal Incidense. To judge whether the fiscal incidense of
divestiture 49 positive or negative, we must ccmpars the u:."puua: value
(NPV) of (1) the funds that would have flowed batween the Treasury and the PE,

4¢ public ownership had continued, and (2) the funds that flov batween the
Treasury and the divested fira.

To wake this ccmparison, ve must identify the flowe that would have
oceu':nd under continued public ownership, project them for the rest of the
PE's lifetime, end then discount them. In general, thess flows are either
explicit or apitctt. capital or operational.'” Explicit transfers fte; the
Treasury te the PE may include: unrequited transfers (subeidise and grants),
increases in srrears of tax payunu'. equity injections, and long-term
lending, including foreign capital. Implicit transfers, also frem the Tressury
to the PE, msy imclude: tex exemptions snd capital subsidies (e.g. grants,
lowsr interest rates) end impert duty exemptions. Mirroring this
elantfaecttoi. explicit transfers from the PR to the Tressury may include:
taxes and voysltiss, incressss in govermment arresrs for the enterprise's
goods and services, dividends, repsyment of equity (4if spplicable) and long-
term borrowing, including foreign cspital. Assuming a finite firm lifetime,
these flows should also imcluds a scrap value. Implicit transfers, from the PE
to the Treasury, may include: the cost. of fulfilling non-commercial
objectives,~~e.8., lower selling prices, excess employment, and provision of

social services.’

¥ These flows have been identified in deteils in Floyd, et al., 1984.

8%/ The sssumption here is that had PEs not rondered these services, the
government would have had to do so.
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We can use the same framewerk to estimate the NPV of :h- flows resulting
from divestiture. Eowever, vo should use thie framevork ae & chacklist to
vhich additional itemo should be sdded and subtracted. For example, following
divestiture, explicit transfers from the Tressury to the divested firm are not
1ikely to imclude operational subsidies or cspital injections. Yet, they
should- include -the. budgetary. cutlsye neesssitated by divestiture (the cost of
the adminietrative process, financial and physical restructuring, labor
severance payments, re-training echemes, ete.). Similarly, implicit Treasury
transfers to the divested firm are not likaly to include tax and import duty
exemptions and capitsl subsidies, uniess concassions were made when the deal
vas struck. Explicit transfers ia tha opposite direction (i.e., from the
divested firm to the Treasury) will include the selling price, which
corresponds in scme eense to the scrap value under the sbove framework.
Similarly, divested firws will not remit dividends to the Treasury, unless of
course the ga;omat had decided to vetain some equity following divestiture.
Under both frameworks, corporate taxes will appssr as & transfer to the .

Treasury, provided firms were msking profits.

Ue can get most of the informstion we mead to caleulate the two NPVe

largely from the accounts of the enterprise and the govermmant budget vecords.
Ve must aleo estimate three parameterss the lifetime of the firm, the relevant

discounting factor in a given country, and the shadew multiplier for
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government vevenus.® These parsmeters arve specific to the f£irw and the
country. Thersfore, we should considar thes an & case-by-case basis.

As explained under the previcus section on economic ofﬁ.éuuey. we will

most likely have trouble finding entarprises that have been divested for an
average lifetime of s £irm. Therefore, the estimation of the fisecal impact

should follow the same two steps cutlined above.

Measured cutcomes aside for the moment, several factors can affect the
nﬁMo of divested firms. ‘nau‘ are: (1) the changas the private sectoer
wsy introduce in the fire after divestiture, (2) the characteristics of the
ssctor, (3) the macroeconomic environment (insofar as it directly affects
divested firms), and (4) changes in any of these three factors resulting frem

the sale negotiation.’

¥/ It bas been argued that one dollar in the hands of the private sector
in hands

is worth more than one dzllar of the government. Browning (1987)
bas shown, for example, -hst in the U.8. 2 dollar 4n government revenus costs
about $1.30 to §1.50 4a terme of real rescurce costs. Therefors, the met
budgetary impact of divestiture has to be multiplied by a conversien facter,
vhich should be estimated in esch country separately.

W A £1fth factor 1s whether the divested PR was restructured prior to
divestiturs. Should that be the case, improved performance may be dus to the
vestructuring effort and met to divestiturs. The counter-argument is the-
without divestiture, Testructuring msy not hsve taken place. There is a: ther
dssue, beyond the scope of this papsr, as to whether the goversmant sho.
Testructure prior to sale, to unraval the markstability of the emterpris . or
sceept & lower saler price and lesve the vestructuring to the Gsw cwne:r.
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w. To maxinize profite, the nev privete secter owmners
would be expected to fntroduce cbeervable changes within the fira. These
changes msy imclude: production of uv y:;oducto ‘end penatraticn of new
markets: better seslection, menitoring, and motivation of managers; more
appropriste mix of labor skill and productivity-based compensation schemess

technological rehabilitation, raplacement, and expansion; higher capacity
utilisation; reorganization and finsncisl gestructurings better mix and

quality of Su:puu; more reliable and ehu;nr socurces of ‘iuputcs and more
appropriste techniques for mansging inventory. The null hypothesie 4s to

observe faver or none of these changes.

Ssctor Cherecterietics. The charscteristics of tha divested firm's

esctor can cripple or boost its parformance, irrespective of any changes
within the enterprise. The most ecritical of these include market structures,
the effectivensss of any relevant regulsting agencies and the approp-isteness
of applied vegulatory formulas (if warranted), and the mature of sector
technology. The expectation 1o that the more competitive the market structures
(or the more effective the regulstery arrangesments of non-competitive markets)
and the more cost-saving the technologies, the grester the likelihood that
divestiturs will induce greater efficiency improvements. The converse is also
expected to bold. .

Macroeconomic Buvironnent. Several macrosconomic weriasbles ars also

likely to directly affect ths parformance of divested firms. These include:
the state of economic activity, the state of capital market development, and

corporate tax and exchsnge rate policies. For example, & booming econowy would
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dinereass domand, thus improve the performance of all uui. divested or aot..
Cenverssly, s Tecession would shrink demand, thus limiting the eopportunity for
domestic ssles of most, 4if mot all, firwms. Similarly, well-developed capital
markets, & meutral corporate tax system, and move vealistic exchange rate
policies are expected, in turm, to impoes financial diescipline, promote
efficient aliccation of rescurces, snd stimulate the activities of exporting
firms, including divested ones. Alternative policies and underdeveloped
caps:nl msarkets are expected to have the opposite effects.®

Eagotisted Terms. Finally, the specific details negotiated during the
divestiture transaction can shape the firm’e performance. Por example, in
striking the deal, the nev cwners mey have had to agree to limitatioms to
their abilicy teo respond ﬂ:inbly to market environments (e.g., the
transactien agreement may vestrict firing redundant workers, closing plants,
or developing different markete and distribution channels). Conversely, the
deal is axpected to hsve & positive impact on the firu’s performance 4if it
peruits the new owners to turn their enterprises around as necassary.
Similarly, divestiture transactions are expected to hurt overall econocmic
performance 4f they reduce ecompetition--that is, 4f they involve concessions
to owvesten the deal (e.g., grenting monopoly ri;hu. protaction frem imports,
tax exsmptions, and preferential access to credit and other inpute).
Conversely, divestiturs trsnsacticns can bave @ pesitive influance 4if they are
used to incresse competition (e.g., by breaking up monopolies, facilitating

8/ gvideance of divergence betwesn econcmic efficiency and financial
profitability would uncover how these policies might have affscted divestiture

cuteonRs .

-
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exit and c:ey..u;uhuu private moncpolies; and providing equal trestment
batvesn PRo and divested firvws). .

Many of theoe factors can and should be quantified. For exsmple, GDP

growth vates can be used a8 o proxy to describe the stete of economie
activity, and economic comcentration ratice can bo used to classify market
structures. Other factors have to be assessed qualitaetively. These include the
quality of the nev managere end terms of .:lutt contracts, the effectiveness of
- inventory mansgement tecaniques, the lpgropmtmu of the vegulstory
formulas and the effectiveness of their implementing agencies, and the
detailed transaction story (e.g., the role playsd and concessions won by trade

uniens, the naticnal origins of buyere, end modality of divestiture).

lesves of Attribution

The mz critical question 1s: to what extent ave observed changes in
performance due to the divestiture itself, as opposed to axogensus eoncurrent
factors? Yor example, 1f & divested £irm's scles incresse and profits grov in
s time ofmmcm expansicn, 45 4t due to better msnagement, to
exogencus expansion of demand, or to both?

Anslytically, the answer hinges on the selecticn of cases and the

. choice of & 'cmm-f;ctul"-—thn- de, what mld have happened in the .
sbsence of divestiture? The choice of cases involves & trade-off between
studying one firm in one country iu detail snd studying meny caces, sectors,
and countriss in much less depth. The choice of an appropriate copater-



Appendix 19
Page 13 of 19

260

fectual, in & emall sample setting, sdmittedly invelves ae mh aTt as
science.? 1t dnevicebly cauuo subjective interpretation ef cutcomes &nd
thedr causal factors, thus implying rocm for error and allegations of epecial

pleading.

To raduce thess limitations end veech even tentatively gensralissble policy
eonclusions; we peed-to- strike- a-balance betveen depth and coverags. We should
attempt to control for the various sets of competing explanatory factors, and
to tease causality oaf of limited date. Errors in interpretation should be
£fully recognizad through sensitivity analyeis, with an open data matrix
allowing others to ezamine how :ho'cmluum wera veached. Thase issues arve
addressad below under ths headings "case otudies without apology®, “ssmple

selection”, and “comparative assessment”.

Case Studies Without Apology. The alternmative to following the case

study approach is undertaking rigorous econcmetric analysis. Such analysis is
infessible or inferior in the present context for several reasons. First of
all, it ie extremsly demanding, regquiring & larger mumbar of cbservations with
a sufficiently lengthy history than exists in most countries, because |
divestiture io a relatively recent phencmens. It further requires & complete

specification of the divestiture phencmenon, which has yet to be dsveloped.
But even if these requiremonts are satisfied, econcmetric aralysis will still

miss detailed and valuable informstion that can enly be captured through
cavefully constructed interviewe with the cwmers, workers, rivals, and

3! The problem of attribution, encountered here, is common 'to any study
that adopte the case-study spproach.
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buresucrats. Obvious examples include en assessment of the transparency and
fairnese of the transacticn process, the effectivenses of the fagulatory

agency, and the sppropristensss of the vegulstory formulse applied (e.g.,
output priecing). Given the present state of theoreticesl develepment, there

appesrs to be no alternative to & case study approasch; moveover, this spproach

vill provide valusble contextusl information that would neither be ravealed-

L]

not analysed in an econcmetric study.

To ba sure, the case study approach has its own disadvantages. At one
extreme is the well-knomn problen of gensralization, i.e., & stery of one firm
in & given sector and country is not mecessarily relevant to other esses.
Further, the approach 1s incapable of testing statistically the sign,
relevence, and significance of the indepandent variables individually. But we
ea;a reduce these limitations by: (1) deliberately (rather than randemly)
selecting the sample to ensure a wide coverage and (2) explicitly conducting
various performance comparisons in an attempt to establish causality.

Mm. In trying to select a sample that represents the
universe as much as poun!h at a veasonable cost, the following criteria may

be uoefuls
(a) ZThe sample should include cases from both developed and developing

countries so that performance could be contrasted under rvadically
different circumstances.
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(b) The cases should Be sslected from competitive and mon-competitive
market gtructutes to permit inter-sectorsl varug.s..m.“'

(c) The cases should be oufﬂ.eicntly hrso‘ to warrant theiy
dnvestigation, but not too lsrge to affect the whole econcamy

substentially. Othervise, the partisl equilibrium analysis
proposed hera would be inadequate.

(d) Selected firme should have s much post-divestituze history ae
poseible, so that private entreprensurs would have had an
oppertunity to introduce whatsver edjustments they deemed

DECEsSATY

() Por cbvicus ressons, prefsrence should be given to divested firms

with sufficient documentation.

Conpsrative Assessment. Various performance comparisons can be useful
in trying to tease causality out of limited data. (Pive such compariscns are

summarized in the table balow.) Each of the comperisons 1s dasigned te conmtrol
for certain varisbles, permitting the other(s) to vary. The £irst three are
intended to tackle the question of whether the change of ownership makes a
diffarence, while the fourth and £ifth are intended to explore whether
variation in sectors and macrosconcmic settings effect ocutcomes significantly.

#! glternatively, the eample could be selected aarrovly from one secter
(e.g.y transport) in & set of developing countries. While more mansgesble,
this alternstive precludes the possibility of cepturing the effect on
divestiture ocutcomes of sactoral varistions and differences betwesn developed

and doveloping countries.
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. The fu;t performance comparison iz for the same enterprice before and .
after divestiture. It builds on the motion that the enterpriee most similsr to
the divested f£irm is the enterprise itself beforo divestiture. Tharefore, any
changes that msy be observed within the firm following divestiturs could be
dsrgely aettributed to the change in owmership. This cenclusion would
particularly hold when associsted with cgabh macroeconcmic conditions and

eimilar gectoral characteristics before’ and sfter divestiture.

Same FPira Divested/ Same Divested Divested Firms,

Before/ Undivested PFirm Pirus, Diff. Sectore,

After Pirms,Same With/ Diff. Sectors, Diff. Countries
Sector,8ame Without Same Country

VARIABLES Country Divest.
(1) (2) (3) (4) (5)
i, Oumership = 3
2. Sectoral =z
Charact’s
3. Macroeconcaic = z
Conditions .

L 2 2 X 2 4

&, Transaction (Likely to influence outcomes through its influence en 1-3)

The second comparisen corresponds to the Bishop and Kay study, cited sbove,
with one basic difference. That 49, the comparison proposed here is batween
diveoted and undivested firms in the same sector (e.g., in the textile sector,
rather than in the textile and electricity sectors) and the ssme country
(e.g.s Chils). This compsrison would further substsntiste the esmclusion of
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the previous ons 4f it were to reveal e superiority in the performance of
divested firms in comparison with their counterparts tha:."emmd public. If
the compariscn dtomuniy revesled insignificant differences in
performance, as happenad in the Bichop and Kay study of the U.K., several
competing explanstions are possibles the economy was booming so that all firms
"were doing well, performance improvemente of undivested fitms were the result

of the threst of divestiture, o2 & combination.of the two.

To sort out the affect of the change of cwnership from other exogencus
eoncurrent factors, such as the effect of a2 booming economy, we can make a
third cemparison bstwesen the performance of ths divested firm and an explicit
counter-factual (i.e., the hypotl;ctml pezformance of the divested £irm had
it continued public). The counter-factual cen be constructed on the basis of
knowledge about the operstion of the enterprise before ite diveetiture, the
actusl operation of the enterprise once divested, and sdditional independent

knowledge (e.g., the state of economic activity, the income elasticity of

demand).

The fourth comparison is between the performance of divested firms in
compatitive and non-ccumpetitive marksts in the same country (e.g., Chile). By
permitting soctoral veriations (e.g., textile and electricity), this
comparison should uncover the extent to which market structures, regulatory
arrangements (if wz: ranted), and technologiee made a difference.

The £ifth and final comparison is “etween the performance of divested
firmo in the same industry (e.g., textile) but across countries (a.g., the
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U.k. and Chils). This comparisen should ched scme light ea.vhozhcr inter-

sountry variations (ucn—uti.:'m-) sade & difference.

The cenclusion of the five ccmparisons would be most compelling 4if they
were to uncover a systematic pattern such as the following. Divested firms
performed consistently better than they did under previous public cwnership,
than did similarundivested public firis, and chan their hypothetical
performance had they continued public. In this ceese, the evidence would
unequivocally support the notion that society would be better off lesving that
.activity to the private sector. Should the analysis further uncover that the
perfosmence of diveoted firms was Qcpcrto: wvhen they ocperated in cecmpatitive
(or, alternatively, effectively regulated) markets, it would have further
strengthened the position that competition and effective regulation are
important determinants of divestiture cutcores. Finally, should the analysis
reveal that divested firms operated more officiently in countries with well-
developed capitsl markets and sound exchange rats, tax, and credit policies,
the analysis would have further supported expected pradictions. PFindings in
the opposite direction would call dnto question the current wisdom. Iu' both
instances, however, s credible story of causslity would have been uul;liahcd.

In the precess, substantisl knowledge would heve been accumulated--for
exasmple, what were the conditions thst led te observed cutcomes, and whether
they had to do with the mature of cwnership, sector characterietics, the mscro
environment, or the terms of the deal. The analysis would have provided a
piece of evidence in which the assumptions are made explicit, zathar than
buried implicitly in thetoric, thus imviting othsrs to objocduly eontradict
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or oupport the f£indings. The ultimste beneficisry of oll would have been
policymakore, especielly those smbazking on divestiture p‘t"ogrm
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