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PUBLIC ENTERPRISE REFORM AND PRIVATIZATION:
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ABSTRACT: The paper provides 6 review af ooy experieces e pabiic enterprive refarm dnd
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pracedires he nied speeific foan enterprive  The shvcesr o e of a seeategy hovwirver vesty o whiether
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SOy WilRess Mas M ceedrad dhsation s nal ae of awnerviun S shar af prager mie of m.qpmx,-_-_ﬂm' shills
af the enfvrpride fesaed

I GENERAL INTRODUCTION

1.1, Scope of the Paper

Stnue the carly 80s, privatization and public-enterprise-relirm has hecome the center
af public policy concern an all Spcietics. It is excessively emphasized to be an engine of
growth, a means o hioaden the basic ol ownership and instrumengl in fistering
technolegival upgrading, particular]ly in the ex-socialist and developing econamies.  Though
hese policy objectives ore moee o less the same, dilferent countries have followed different

approaches and there ls divergence in eflicacy.

The coverage of this paper 15 less ombitious than what the title suggests.  The paper
only attempts to make a gross review of these experiences in a regional, social and
econoiue context. Some efforts of course have also been made 1o include speeific country

cxperiences to support this contextual presentation.

The reform program is an on-going-expenment. These experiences are diverse and
our *bour dherigon" demonstrates that there is ne such thing as an optimum privatization

modality,  The reason is gquite trivial.  Power elites: in different countries differ on

* e pitper wizs written for the Workshop on Public Faterprise Reform and Privatization m Ethiopta, jointty
organized by the Deparoment of Egonomics and the Eihiopian Economic Assoctation, § July, 1993)
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perception of the concept; and there are differences in priorities, long-term development
nhjectives and immediate problems. No less important is disparity in the social fabrics and

setting the policy-makers live in.

The paper therefore does not close with a presoription, [t éan generally be
recognized, however, that the chance of success is higher if this reform program s
itegrated inte a broad policy framewaork that envisions to tune the economy on the path

of competitive market forces while choice of strategy i non-dogmatic.

The presentation of the paper is sequenced as follows.  Frrst the changing
perceptions as regards the pole of the state vissasvis the economy is discussed ax a
backeround: then we proceed (o the experiences of countnes in a sotig-econmmic context

and finally conclusions: are drawn,
1.2. The Changing Role of the State
L2l & Revisit

The perind that followed the end of world war 1, the soctalist revolutions and the
likeration of the ex-golonies, uniil late 705 witnessed a strong argument For state and public
intervention in production and distribution’ activities for both idealogical andfor econom
reasons | 8:7-12; 5 1.2 | The then political cconomy orged that planning and public
ownership i the key economic sectors are wvital to achieve rapid progress, resource
muobthization, (air income distribution and productive allpcation of resources,  This is
hecanse the price mechanism does not always puarantee the desired level of poods and

servives commensurate with development objectives.
a) There prevailed an infant private sector and imperfect markets in the newly

independent countries. The private sector lacked the necessary finance and entrépreneuna

and managerial skills, [twas Felt necessary for the state to actively participate in economic

il
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activities, mobilize domestic resources, protect the infant industries against international
competilion, pursue import substitution strategies and-allocate resources in priority areas,
As the economist would say development thinking was overwhelmed by the Harrod-Domar
growth model. The state was expected to mobilize savings and mvestment resources in

order to expand the productive capacity of the economy.

B) In the industrialized bloe, stute intervention was called for mainly asa matter of
i
market failures in few cases.

1) In some economic activities, there mav exist a natural monopely position, Public
regulation or ownership may therefore be netessary an the interest of the public and smailer
firms;

A private firm ray not find it privfitable wogo into the production of public or
merit gowds for the market, [t thus becomies incumhbent upon the state 1o provide
siich poods and services 1o the public,

Wb Usually short-term and lnng-term development objectives require  state
tervention i view of cushioning social welfire, allevialing regional
mmbalances and fullowing up ceonomic activities of strategic importance JhT the economy
as g whele

¢ In the then socialist countrics, [t wus believed that explodtation, poverly,
musmunagement  of resources, unemplovment and incquality are inherent {eatures of a
market economy. It was comtended that the economy would prefirm better and more
elficiently under social ownership than in private hands, It was therefore the mandate of
the state and the party to own, contrel and direct the alloeation of resources, adniinister
prices and distribute poods and services to the public. State control was also advoeated an
accounts of the social and development goals enunciated in (i) abave.

Unforlunately, whatever the social and economic context may have been, the
preceding  propositions. are now  dispelled on the grounds  that the outcomes and
schicvements have not lived up 1o the expectations of the public, the proponents and

designers 0f such poiicies.

This s nut in any way to imply that state intervention is undesirable and UNNECESSAry
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in the developing countrics but it should be one of creating a conducive ECOMNTIL

environment for both the private sector and the public sector 1o grow.

Naya [8] underlines that, " At a more fundamental level, the central issue 15 not
povermment intervention per so but the nature of that intervention. It iz nol just a question
of government ‘versus privale sector but, more important, how guvernment can create the

hest environmenl fora suceessful, competitive and technologically dynamic private sector”

1,22 Why Shift?

The functions of the state in the economic sphere are now heing tedefined and
appraised as a result of the changing international economic environmenl, and experiences
of countries that performed overwhelmingly better than those with state interventiomist
svstems | &: 13-23|.  The hasis of delineation belween stale and private dimainyg s

becoming comparative advantage.

%

il There are a host of empirical evidence supporting that market-based cconomies
have done significantly better and the living conditions of the people improved betier than
in countries with unrestrained governmenl interventions.

i) The developing countries have now realized the potential dynamism ol the
private sector in developing their economies and its resilience to cope with changes in the
international economic environment, These countries are faced with fluctuating -export
earmings, balance-of-payments problems, protectionst policies of developed countries, fiseal
imbatances and dwindling inflow of foreign capital. Policy-makers have now  become
cognizant af the need to werk hand-and-glove with the private sector in the development
rOcess

i} The public-owned enterprises in many ol the cases suffer budget deficits and
public debts. The financial burden has become 5o big that governments envisage at least
in the long-run to withdraw from economic activities thal can possibly be handied by the
private seclor

1.2.3. The MNew Funclion
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I'he State should demarcate ceonomic activities hetween the private sectar angd itself,
depending on comparglive advanape. existing power selting, production an ownership
Structures: instittions. and past policies: This complexity makes the reform program g
dynamic and yer profracted process o itsown right. The state needs to regularly consider
its abjectives and lunctions with the changing internal and external economic factors and
ERACt palicy Tiemsres accordingly. One cannot thys possihly be exhaustive and conclusive
In prescabing a role to the stare per-se. Bt it is ervsiallived [ B: 20-25] that qhe stafe:

should continue with (he provision of public and merit goods (education, health,

defence, puhlic order, ele,)

- actively engage itself in the development of social overhead {fransportation,
Communications, power ystem, et it enhance and SHPPOrt econoimic development and
the smonth functioning of siciety,

- dissemninate economic information so as 1o ensure efficient resource gllocation and
ereale awareness on the mmpacts of policy. mepsures on wellare” production, trade, prices

eI

- nsttee a clearspn legal and repulatory framework thiag ninim i'ies bureuneratic
nitiprity and stifles discretionary practice of the authorites.

- promote and internalize seientific and technological ressarch and development,
- providess salety ne progrom for the ultra poor.
- prepare indicative and rolling plans with long- torm developmient ohjectives i
[erspeative
I, COUNTRY EXPERIENCES

.10 The Browdeér Frimework

Ihe concept of privatization is brizad and loaded [ 10:4]. It covers o wide range of
poliey measures It oot onl ¥ shows who should swn ssses but also mcludes the principle
af public enterprive performance  within (he comtext of market forces, ¢, short ol
divestiture also. In recen FUALS, privanzalion connotes "marketization” of the COOMOTY.

Msat 15 to say. piklic enterprise reform 1s.one form of privitization so long as the enterprise

71
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is operating on the basis of market principle. Tts interpretation is therefore to be taken

within the relevant discussion.

There is now a universal agreement on the need for privatization w revitalize
economic growth and achieve efficiency. This policy orientation is a resuit of objectivity
and surrender tireality. The role and nuture of privatization and public enterprise reform

is onee again to be discerned ‘within the existing institutional framework [ 1) 45-49).

In mixed economies, privatization s a management reform in public enterprises, It
is @ product of the universal consensus that social interest can be served better through
market forces than through cadre-led institutions or time-consuming government regulations
and control,  In the ex-command cconomies; privatization s to serve as a leverage to
transform the old economic order into capitalism. [t is 2 result of the fact that a market-
based cconomy cannot emerge without privatization. In the case of non-socialistic societies,
privatization is a means to "pull back the fronticrs of government intervention” and create
an enabling environment for the private seetor to flourish.  [o theory Ti¥ objectives of
privatization are better realized in capitalist-oriented countries than elsewhere because the
preconditions such as fimancial markets. stock exchanges and well-defined property nights
are already in place. The task in the ex-command system is arduous and complexs for the
abvious reason that these suppurtive conditions are non-existent,  The social and political
repercussions eall for prior seruting of the implications of the reform policy as privatization

disturbs existing power and properly relations in the then socialist countries,

In the following seclions, a review of experiences within 8 regional andior socio-
economic context is preésented.  Lessons of experience are drawn on the basis of these

experiences.
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2.2, Latin American Countries

Privatization has become a key part of Latin America’s growth strategy in recent
I years both as @ matter of ¢hoice and respanse Lo financial difficulties [ 3 6-17]. A
comprehensive and longest privatization program has been going on in Chile after the fiasco
of the 19705, The other countrie in the continent are also pursuing privatization hut
slowly and selectively. There is a Cross-country variation in achieving the objectives of

privatization, Some have enjoved modest suceess and in other cases it has been a failure.

Chile 15 a ploneer in this exercise. The country  enjoys favourable resource
endowments and its people are hetter educated bv Latin American standard and vel pasted

4 poor reeord on the economic font, The military government claimed that this poor
J performance 15 o result of mismanagement of résources and leadership mediocrity. The
govermment thues {apped technocratic and privfessional L_"'..‘EEEHE."I'IEE.in order 1o revamp the
economy,  Privatization in Chile is viewesd ag an integral clement of SAP. Tt js supported
by a series of other policy measures such us fiscal restramt, irade liberslization, price
decontrol and so on; The policy implementation ¢ 8 "learning-by-doing” process and
"evalutionary”.  The ¢xperience of Chile clearly witnesses the importance of “putting the

econnmic house m order” if allocational elficiency i to be amained.

Argenting had also carried out a stgnificant reprivatization program during the late
s and the [980s, The outcomes, however, were not impressive, The program faced wide
oppasition from labour union and the public. For one. the state lacked sufficient political
commitment. Recond, the program itself was not integrated with the necessary changes in
the macroecinomic énvironment, Third, the bureaucracy. preferred o maintain the status:
que and abused its responsibility. The state machinery is very well known for its Byzantine
process of poliey and decision-making, Fourth, the private sector in Argentina is largely

rent-secker and accustomed (o corrupt practices.

Privatization has also heen on the poliey apenda of Mexico for leng. The results ar

less than modest here wo. The program has an amorphous structure, Privatization comes
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to the fore for purpeses of debt relief and political flirtations. The approach is versatile and
ambivalent. The private sector s one that is guided by immediate gains, The cumulative

aftect has been allocational abuses and poor performance of the economy.

Brazil seems to be less enthusiastic about privatization than Chile, Argentina and
Mexico, Thig is believed to be a product of the good performance of stale-owned
erterprises which enjoy technocratic and professional leadership, The pace of privatization

hus been modest but the resuits are acknowledged to the satisfactory.

The ‘expericnees of Latin American countries offer the following lessons | 30 617

S 117-130).

al Since there are differences in comtext, there is no such thing as "an optimum
mode] of privatization” for all countries. The attainment of allocational efficiency, however,
requires a clear understanding of the interaction between macro-economic policies and
micro-economic performance. Privatization should thus be considered as%en intepral part

of a broad structural adjustment package

k) The start-off line in the privatization process 15 to clarify priorities and put the
preconditions in place.  That is, the government should begin with reforms that restore the

maeroeconomic environment to health,

) Formal privatization does not always guarantes positive resulls inan enyvironment
uf rent-seeking behaviour.  Betler results could therefore be attained (F other plausibie
alternatives, in the short and medium term, tw divestiture are sought  under such

ciroumstanses,

d}  The creation of a "lead institution" has been foumd useful to expedite the

privatization process and availing adviee and credit 1o the private sector.
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¢ Privatization programs have been resisted by managers, white-collar workers,
civil servants, the general public, and other interest groups, ohviously scared by massive
lay-offs and dislocation or eventually diminishing benefits and favours, These are usnally
the intelligentsia that have streng influcnce over public apinion in casting doubts about the
program. The experience of Latin America suggests that these political obstacles could be
substantially reduced by depoliticising the privatization program.  Seme of such calming
measires are encouraging workers' participation in privatization by introducing employee
stock ownership programs, increasing enterprise autonomy while commercializing their
activities and removing pan of the accumulated debt burden, and the provision of safety net

programs for the poor,

To overcome these political hurdles. the government may-also launch an educative
program o the public on the logic of privatization.  The public should be told that
privatization is not a complete withdrawal of the state from economic aetivities. The state
is anly redirecting its efforts and energy lo social overhead projects. infrastructure and other
pricrities. The social goals of state interfererice are still noble and the stfe shall not in any

way wrn down these social objectives,
2.3. The Growing Asian Countrics

It 15 an uncontested [aél that the ever growing Asian countries have recorded a
sustained growth by world standard,  This has been a result of objective market-hased

policies,

These countrics very well recognize thar there s g iong way to -achieve the
abjectives &f privatization [ 1:97-98), The thrust of enterprise reform in the short-run has
been increasing managerial autonomy, instituting 4 prudent financial discipline and
operating on the basis of markets and prices. Cognizant of the influefice of property rights
on the performance of public emterprises, ownership responsibilities are given to lower-level
agencics. The tale of the stare 1s-clearly delineated ¥i5s-i-vig the private seclor, The two

are conceived as complimentaries and not as adversaries. Uhver time, the private sector is
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gaining the upper hand, with the exception of China and Vietnam. [n Asia, privatization
i5 not @ Search for a laissez-faire ceonomic policy [ 8 27-30]. The "tigers" of Asia are
often cited ws testimony for the supetiority of capitalism over altermative development
strategies. The truth is thal these countries have effectively distributed asséts o the people,
especially land [ 14 37-38]). This has allowed expansion of the domestic market. Policy
formulation is not dictated on political grounds but is a result of realistic assessment of the
pros and cons of the outcomes of different modalities: It is to create a conducive
erviromment for both the state and the private sector to faciiitate the market process: There
i5s a2 pood relationship between povernment snd businessmen. The government holds
regularly policy dialogue with industrialists and bankers and coopts them in selecting viable
and economic projects.  In short, the two parties share knowledpe and cxperience in
promoting the policy implementation process, Naya comments that while this jomi effort
15 to be taken positively, necessary safeguards have 1o be put in order o ensure that the
macro policy is not compromised and corruption does not undermine palicy ohjectives. As
the supportive macro conditions and the tradition already exist, privatization s 2 smooth

but gradual process. %

China has alst mtroduced policy measures in recent years 1o enhance agpregate

efficieney and productivity of the economy | 8:94-95 § 14:56).

[n the agrarian sector, production and mvestment decisions are left o the househeld,
The nousehold is given leaschold nighls over land. Prices of farm products are now close
lo market prices,  Positive achievements have becn reported in the apricultural sector in

response o these policy changes

Official Jaws areé now enacted that recopnize the active role of the private sectir as
nccessary, Owing to this legiskation, the private stelor is now aggressively partcipating n
the service sector, light manufacturing industries and the informal scetor in general. This

policy chainge has been even more effective in transforming rural China

s
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As a lirst step o 2 market-based economic system, a considerable number of state-
owned entetprises are now operating under 3 contractual responsibility arrangement. The
main features of the new system are that managers enter into contract with the relevant
government department und a provision is given to them Upen guaranteed product delivery.
The enterprises retain all ubove-quota profits. The modality however faces prohlems as the

enterprises are not free froam government price control and wage regulations,

Efforts are: alsn under way o attract foreign investors  under Joini-venture
arrangements.  Import rules have been relaxed fior those producing export goods,  Other
piceemeal and selective measures have also been implemented 10 improve the investment

climate for forcigners.

some people contend that the registered positive results may not be sustained for
long 5][]1..:|: the enabling macroeconomic conditions are massing, In the long-run, the political
implication of the reforms may not be welcomed by all. That is to say, it may be difficult
at the end of the day to contain such market-based reforms within they existing political

order

Viet Nam s also undergoing an aggressive economic reform toward “a socialist
market economy”. These changes, among others, g2ive greater autonomy to public enterprise
management and lepal status to private institation and guarantee peazants long-ferm right
to use the land [ 14: 64]. As a result of these reforms, the Viemamose' economy has grown
slunificantly despite the challenges and difficulties of external nature {eollapse of the Soviel
Unian, U5 embargn), But the demobilized forces from Cambodia and the retrenched from

state enterprises and public services posc a serjous challenge: to the reform process.
24. The Ex-command Economies

The state sector in the ex-socialist Bast Furopean countries remains dominant. There
were times when the state sector produced very good results but this was imespective of

cost considerations:  Past reforms attempted to make the sector responsive to prices, costs
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and consumer demand  The then reforms considered only the productivity enhancing
aspects of the market, Even then these programs were nol pursued in full vigour
Enterprise management and the bureaucracy showed a "risk-aversion” behaviour dictated

by political ‘and vested interests or fear of breaking away with old ways of doing things.

Il is now recognized | 90 1-2] that any plecemeal approach is inadequate. In these
countries recent public enterprise reform and privatization 15 a central aspect of a plan for
a fundamental change. Past public enterprise reform policies did not address the question
of ownership. OF course, they pave greater self-management to enterprises but failed to
introduce stringent tinancial discipline.  The reforms thus did not make much of a
difference. The causes of failure are now understood 1o be shoricomings in macrogconomis
palicy, unccomomic pricing regime and deficient legal and regulatory framework | 4: 39-
41}.

In the East European countries, privatization 1s embodied in the transformation of
the economy along merket forces. The problem is more complex than i(}l countries with
different sovio-cconomic set-ups since the institutional and competitive framework are yet
ti be instituted [ 4: 21-24], Small-scale firms in trade and services are largely privatized
through auctions. Many or most of the large-scale enterprises are in government hands to
date, The reform so far envisages that these enterprises operate along the principle of
market forces and prudent financial management. [n short, as there is no blue print on the
question of ownership, these governments have adopted multi-faceted approach, ranging

from establishing ownership rights to technocratic leadership on behaif of the state,

The exptriences of Poland and Russia can provide a pood example on the
effectiveness of the refirm program in Eastern Europe. Poland is gradually achieving
macra-economic egquilibrium [ 14: 62]. The private sectar is expanding. The trade and
distribution sector is nearly all privatized, Many small and medium size enterprises are also
privatized. Management in the big enterprises is reorganized and restructured with greater

independence. (reater efficiency has thus been reported. But many observers are sceptical
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of the distribution of these benefits. 11 is noted that unemployment in small towns and rural

areas has reached the range of 20 percent.”

Ihe economic und political difficulties of Soviet Russia has reached a catastrophic
proportion | 14: 63 ], It is reported that in 1992 food alone claimed 75% of household
expenditure and nearly 80% of the population has descended belaw poverty line, Some
degree of privatization is underway in the midst of unprecedented economic, social and
political crises. It seems that Russia is paying such a price because it wants to do away

with its aceumulated problems all at onee.

Aside from the absence of macroeconomic institutional and competitive environment,
the objectives of the privatization reform in the ex-socialist countries appear [nherently
contradictory.  The ultimate goals of privatization are to inprove efficiency, broaden
ownership of assets, and augment fiscal revenues [4]. Suppose the government opts for the
sales uf assets, Then it can raise revenues but will concentrate ownership in a few hands,
wsually the "nomenklatura”, black marketeers, and rent-reekers, thus d:ﬂiﬂting the major
objective of privatization, Assume also that the government pursues free distribution of
assels. This may result in equity in ownership but getierates no revenue for the BONVErmment
and may even adversely affect efficiency promotion. What these hypothetical cases aim (o
transcend is that a policy measure may be socially and politically justified but can bring in
unintended results such as political dissatisfactions and mismanagement of resources. The
multplicity of the problems in the then socialist countries thus calls for a conseious effort
to follow a multi-track path depending on circumstances and the magnitude of the implied

social, political and economic grievances,

The experiences of these countrics grossly sugpest the ensuing policy considerations
(UNDP, pp. 143-149), [7: 22-25].

1) The multipheity and complexity of the problem necessitates a pragmatic
selection and sequencing of privatization aptions and modalities.

1) There is need to clearly prioritize goals so that appropriate means are worked
out 1o achicve: these ohjectives.
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iii) The state is not detached from old practices and interference. The program
should therefore clearly bring out the role the state is to play in the process of instituting
a market economy.

iv) There is a sound reason supporting privatization in these economies. [t should
be recognized, however, that this transition is not easy and requires patience and
perseverance. It is taxing to conceive and implement such a program in an essentially
socialistic economic configuration. Formal privatization is therefore a long-term objective.
In the short and medium term, due attention should be given to creating the supportive
macroeconomic environment,

2.5. The Developing Countrics

Privatizalion is also gaining increased momentum in the devéloping countries as a
result of continued financial deficits in the public enlerprises and international financial
lenders (Bank/Fund) pressure, The program is slow and opague for there is mixed feeling

and misconception on the part of governments and the public | 2; v-vii], [ & 10].

In the first place, the developing couninies are not ready to sell ;mﬁtals}c stite
enterprises.  They want to privatize the money losers only, It 15 not well apprehended that
formal privatization should be based on comparative ‘advantage considerations, economic
efficiency and best use of resources:  There is also a strong political opposition o
divestiture because of the concomitant lay-off of workers and the just fear of people-
friendly politicians that the rich and the privileged are to benefit,. Nanonalistc feelings are
also frustrating the process as povernments are resisting purchases by foreigners: On the
other hand, the domestic capital market is too thin to discharge the task. The problem is
further cu:rmp!lic‘atud by the fact that many government officials lack the political

commitment. In many instances, It is also a lip service.
These limited experiences of developing countries suggest for the following sctions.

- these countries need to clarify objectives, costs and benefits from formal privatization,

80
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The ohjectives of privatization in the developing countries so far are barrowed from the
developed countries, There is need to re-evaluate these objectives in light of existing

circumstances,

- they need to make sure that the reasons for privatization and public enterprise reform are
well understood by the people and the policy is clear and impartial, That WY, CONsensus
could be reached,

- they require to set up appropriate institutions that search for alternative forms of

privatization and evaluate different options and modality.

- mast important, countries in this category should concentrate in the short and medium-
term on creating a favoorable policy environment that encourages "efficiency, competition,
and etficiency pricing both in the private sector as well as in the state sector. It should ke
anderstoad that privatizaticn is a continuum concept,  Commercialization may he more

relevant than formal privatization in the immediate future L]

The African countries have many problems in common with other developing
countries. In most African countries, privatization is on the reform agenda [ 8 42-63],[ 14:
ST38.60]. Many., if net all, of the large emerprises are undet stale ownership {o this day.
Privatzation is not perceived 35 an ideological faith but as one of the eratugies and
techniques to improve efficiency and productivity of public enterprises. Some economists
and policy-makers are increasinglv advocating for divestiture but many doubt its viahility
in the African context. The sale of cnlerprises 1o private investors assumes the existence
of a competent and entreprencurial private sector, The private-sector in Africa is weak in
terms of capital. managerial skills and entrepreneurship,  On the other hand, forsipn
investors demand concessionary terms such a protection and other discretions to let them
retnieve their investment in a short span of time. More serious is that mast of the public
enterprises in manufacturing, extraction and services are state monopolies, [ these are to
be sold to private business, they will end up as private monopolies, In such cases, there

15 N0 puaraniee thal socin-economic interest of society will be better served under private
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wwnership. While the bottom line criterion could be financial celief, the social and political
dimension of the reform could net be ignored, As in other developing countries; they need
to work out the chjectives of privatization in clear terms, The thrust could not be reducing
the unmanageable size of the public sector, The central issue should be efficiency and

productivity enhancement,

Privatization in Aftica therefore requires time, wisdom and patience. Circumslances
dictate policy-makers to be pragmatic, country-specific, and sector-specific while reform

is necessary and urgent

Subsequent to the economic crises of the &0s, many African countries have
attempted to liberalize their economics and shy away from state guidance of the economy.
In Egypt. cfforts are underway to re-institute a market based economy [ 140 57 1 11 has
heen reported that the immediate impacts have been positive in general lerms, though
unemployment has grown and prices of basic goods and services Rive gone up, In (Ghana,
the policy direction has been improving efficiency in the state sector and divest isell ol a
large numher of these enterprises gradually [ 140 58] The private sector in Ghana has
taken advantage of the favourable macro-economic environment and ggpressively invested
in the gold mining sector, The major bottlenecks have heen shortage of capital for privite
sector borrowing.  As in Egypt, the majority of the people remain poor. The expenence
of Kenya docs not lend itself 1o any conclusion | 14: 60]. The poliey framework is nof
enthusiastic about divestiture for two reasons. Eeonomic power is-already concentrated in
the hands of foreigners and second empirical evidence has shown that managenial skill s
more tesponsible for good performance than private ownership.

In view of these considerations, the experiences of sub-saharan Africa have so far

heen [ 9] 15: 28-35]:

i) Divestiture is effected in enterprises that are small in terms of assets and
employees
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jcal i1} Rehabilitation of strategic and large public enterprises with present ownership
- arrangements  has been a ;3_rimu policy concemn through managerial and institutional
retorms along commereial lines,
ing
ni Inorder to realize sustainable resylis in futare, policy measures need to pick on the
following issues as a matter of highest priority in Africa:
£5 - Under vonditions of imperfict markets, the rule of profit maximization may 1o
m bring in the desired social outcomes. So. other logical alternative tools such as
cost-benefit analvsis, a specified rate of relum on capital or setting prices to long-run
marginal cost mav he invoked 1o Jead the actions of public enterprise.
Ve
¥, - N0 less important |s the creation of macro-economic policy conditions within the
s public policy paradigm that will give the proper signal o private producers and
5 state enlerprises,
1)
a - Decentralization of decision-making process is mmporiant, THb government need
L2 w clearly state the ohjectives of the enterprise and support 16 be given while
i financial/commercial return is the driving force for thie enterprise.
e
¢ - In Africa, public sector officials are known to take the law into their hands and
/! widely practise nepotism Compelence and integrity should therefore he the prime
n eriterion in their recruitment, A program of education in ethics may alse be necessary,
5
- Private and public sectors need to be perceived s complimentaries in the
development process.
1
As the focus of the workshop is on Ethiopia, it will ke proper to say a few words
on the Ethiopian experience. Formal privatization was not considered under the defunct
i Derg regitme. Tt was, however, cognizant of the bad performance of the state sector in
gencral but its stratcgy was Lo improve efficiency through commercialization within the
framework of state control [ 10:354]. Ewven this was niop implemented, On the other hand,
B3
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the Transitional Government has cxplicitly stated that the direction of change and reform
is to tune the Ethiopian economy on the path of markel structures. Public-enterprise-
reform-and-privatization is integrated into the broad structural adjustment program,
Reforms: are already under way to instituté the supportive environment for effective

privatization. Bevond this, the time frame is too short to judge the impacts.
[I: CONCLUSIONS

Owur global exploration 1n the foregoing chapters suggests the importance of the

following points in the exercise.

(i) Privatization is on the testing ground. Different modalities have been designed
as deemed appropriate vis-a-vis existing socio-economic factors and development objectives
of different countries. Various options and approaches have also been utilised within
the state sector of a country, depending on circumstances and previous policies: It should
be emphasized that a single procedure can work differently in differentsocio-coonomic
settings.  The experiences of different countries offer the lesson that there 15 no single and

neal avenue to follow,

1] Effective privatization has o gradual nature and it takes sometime before it bears
fruits. 1t i a "learming-byv-doing" continvum. OF course, one should begin with the
institutionalization of the relevant macro conditions; then various forms of privatization
may be considered and evaluated specific to an enterprise. A second-best choice may be

preferred if the social and political impiications prove less severe.

iii) Thcn:' is need o vow the private-sector in Ethiopia. Many of the people with
the ability to Invest were engaped in secking short-term  benefits and ore wsed w
mampulation of bureavcratic discretions. Whatever entrepreneurship the country enjoved
prior ko the Tlerg, was croded as a result of ill-concetved policies, In the Ethiopian case

a cut-throal competittion amengst potential investors is wasteful.  Theyv should rather
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complement ane another as in southeast Asia. The government should make every effort
within its limits to mould their outlook, provide expertise and information. Tt is to be
understod that each potential investor in many cases may not be strong enough to establish
& firm. The government may therefore help them organize under joint-stock arrangements
and identity project, A regular policy dialogue with the business class may also be useful

to internalizing the forégoing ambitions as success stories confirm,

vl It should alse be recognized that some policy measures could produce
conflicting results vis-a-vis development objectives. One must clearly weigh and evaluate
the effects of alternative procedures. Unlike what some economists contend,
macrogeonomic equilibrium is not alwavs healthy. For instance equilibrium can be
achieved with mimimum effort through mereased prices, lowered output and reduced
consumption.  But this is as good a5 defeating development . and growth objectives.
Efficiency should thus precede the ohjective of financial relief on the part of the
government particularly when existing capacity is under utilized.

%

In conclusion, it should be underlined that privatization is not always a splution, N
15" a political process" in its own right [ 7 :51 |. The rationale far privatization has to be
clearly weighed and articulated and it is nota question of endorsing a fad.  IF hastily

pursued, there is a high risk of intensifving the very problems we want to redress.
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