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SUMMARY

INTER-RELATIONSHIPS BETWEEN PUBLIC ENTERPRISES AND THE CENTRAL
GOVERNMENT: THEIR IMPLICATIONS FOR PERFORMANCE

Paper presented by the
ICIA Public Administration Unit

Anglyses of the inter-relationships between public enterprises and
the central govermment are usually based on a continuum from the
"departamental agency", with little autonomy, at ons end, to the "business
enterprise!, with a high degree of autonomy, at the other. The publie
corporation is ﬁsually pPlaced midway,

However, the present document does not use this approach; instead
it explores the informal arrangements whereby a public enterprisetls
effective freedom of action becomes the result of a complex system of
objectives, controls, incentives and penalties, Autoncmy is thus perceived
as the end product of a series of inter-relationships ~ both formal and
informel - between public enterprises and the central govermment, with
special attention paid to the deficienclies in such inter-relationships
that impair the performance ¢f enterprises.

The central govermment is here defined as a central guiding nucleus
or group of inter-related agencies, |
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The formulation and implementation of government objectives are
hindered by conflicts among agencies, that is, conflicts in the govermment
itself, or between the government and outaide elements.

The components of the central guiding nucleus considered in this
paper are the following: sectoral ministries; national budget bureaux;
administrative reform agencies and the Office of the President. Each '
component has its own sphere of interests which may clash with those of
others, There are also institutional factors and other variables which
can give rise to disfunctional subwobjectives for the system as a whole.

The main problem is the translation of the central mucleus! interest
in influencing certain actions of the enterprise into specific objectives,
expressed in sufficiently explicit terms, The objectives of the central
guiding nucleus may conflict with other objectives, and the enterprise
may be forced to conform to policies and regulations that are inconsistent
with the goal of achieving a satisfactory econcmic performance, Shorte
term problems and activities often tend to displace long~term probicus
and activities,

Inter~relationships between the central government and publ_ic
enterprises are summarized in the table that follows,

In addition to the implicit or explicit objectives of the central
guiding nucleus regarding the behaviour of public enterprises, the
regulatory mechanisms ~ explicit or implicit, formal or informal - us:'.ed
by the components of the central guiding nucleus to influence the behaviour
of enterprises are examined,

/INTER-RELATIONSHIPS



SUTMOTTOF SUL/

INTIR-REIATIGNSHIPS BETWIEN THE OENTRAL GOVERIMENT AXD
PUSLIC. SRTERPRISES

Component units of the
santral gulding rmoleus

Main responnibilitles

Gauses of funational
distortions

Hature of functional
distortions

Defipition of
entearprise obhjeotives

Soctoral ministries

Haroontizetlon of
enterprises and
seotoral polioles

~ Woakness or inexictenca
of secioral planning
egancles

= Donsequantly, lask of
sectorsl polioy

= Insuffieiont pover of
analysis at the
ministerial level

Over-riding interast in
shortetern affaips

~ Analysqs oerrled cut

interpittontiy end
ritualistleally

~ Explicit objeotives iz
very broed terms

=~ Chjeotives relating to
funotioral distortions

generslly remaln implielt

Hatlonal budget bureeu

Co-grdination of the
progremmes for large
units; by using the
budgst as a planning
instrument

< Substitution of cnds
by means

= Nogative image of the
publio enterprise

-

Exvessively detniled
discusslon of publle
enterprises’ w:ponditure
particalariy when run at
e loss

Gonoern over owrtailing
expenses over the chort
tern

- Toplielt

General planning egonolies

Hermenlzatlon of
enterprise polioies
with general
dovelopment plans

Insdequate
oharacteristieos and
techmdques of tho
plenning prosess

Analysie bears mostly on
public enterprise ‘
investaant

Oraatay atSention pald to
modlum~ sad long-torm
problems, without
excluding short~term
problems

~ Genorally explicit

Mintstery of Economie
Affairs

Harmonization of

ertarprise policiea
with the govermmentts
sooncpds pollicles

Prossure exerted by
short-torn preoblems

Variable ecacrding to
the nature uf shori-term
probleas

= Genepally expliclt

Administrative reform
ageneles

Transformation of the
adminiatration Anto a
developmant lanstrument

Inadequate smtegléa
for change

Enmobasle on structural
and formal aspects
Exoessive powers of
conditloning attributed
to formal organization

~ Very broasd objectives
are made explicilt

~ Strategles and objectives

raelating to funotional
distortions gonarally

ramein fmplisit
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The follewing chart shows the enterprisest! decision~meking process
and the possibilities of influsncing it,

. A m o e e -
Criteria for choosing &———— | Direct rogulatory neasures
alternatives e e e e e A
E ¢ )
Enterpricast .
Y
decision-making > Altz;‘g::;: ¢ ~—> | Performance
process
o
l Enviromment Indirect
— ! . Other :
Factor prices Product vrices ele;ents &—| regilatory
. neasures

Direct regulatory measures are based on the power relationship
between the central guiding nuclsus and enterprises, and are usually
expressed in terms of orders and instructions., Acceptance of and
compliance with such instructions will depend on the relative power of
the imparting authorities, that is, on the probability of their being
obeyed, which can in no case be equal to unity, since there will always
be some divergence between the aim of such instructions and what is
obtained in fact.

The extent of the divergance will depend on several factors,
inter alias (a) the possibility of complying and the clearmess with which
such orders or instructions are issued; (b) the degree of consistency
between such instructions and the prefsrences of those receiving them;
(c) the incentives and penalties, whether tangible or intangible attached
to compliance, and (d) the efficiency of the compliance control system.

Alivhough the administrative cost of indirect regulatory measures
1s very low, they are little used in Latin America, mainly because they
are closely connected with all the remzining elements of the dzcision-
making process. Thus for exampie, & rise in the rate of exchange will
lead to a saving in the use of foreign exchange 1f the enterprise is
trying to maeximize profits. However, if the purpose of those controlling
the incentives and penalties system is to raise production, or if the

/ enterprise is
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enterprise is trying to minimize technical problems in a production
process, the measure adopted may have no influence whatsosver on the use
of foreign exchange. '

In addition, although the use of indirect mechanisms has a low cost,
the processes of preparstion and calculation are very difficult, Thus,
there is no great problem in making up the deficit of a railway from
budgetary resources, but it is a complex matter indeed to concelve a
differential subsidy scheme,

Finslly, mention is made of the fact that those in power tend to
mistrust indirect measures, the use of influence, incentives, etc. This
basic attitude and the consequent tendency'to use imperative forms of
action are not only some of the main underlying problems in the inter-
relationship between the public enterprise and the central government,
but also give rise to soime of the major criticisms levelled at the
administrative reform strategies applied in some Latin American countries.

The relationship betwsen the public enterprise and the central
gulding nucleus has such a variety of forms that .it is imcossible to
analyse in general terms what influence such problems have on the
performancé of enterprises, However, in this variety a continuwum can be
observed, at one end of which are the enterprises subjected to the
numerous conflicting pressures exerted by the various components of the
central guiding nucleus, to many regulatory measures which have a paralysing
effect and to ambiguous power relationshipse A4t the other extreme are
the enterprises which maintain univocal power relationships with scme
components of the nucleus, generally the Office of the President, relations
which are similar to those of a feudal lord with a king.

Most Latin American public enterprises tend to ohe of these extremes,
The idea]l solution would be a system in which the central guiding nucleus
could use the public enterprise as a keystone in the development process
without impairing its internal efficieney. | '

The strategies suggested to this end tend to be ineffectual because
they are not comprehensive enough., A4 great deal of the literature on this
subject points out that inefficiency is due to structural and organizational
defects, Stress is laid on the need for public enterprises toc use modern

/methods, such
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methods, such as cost accounting, for the establishment of efficiency
bureaux, for better sales and personnel policies, for more efficient
operation of internal reporting and control systems and for less
concentration of decision-making at the higher levels, However, when
such decisions are adopted in an isolated manner and are imposed from
above, the desired effect vanishes as socon as the motive force disappears,
since efforts are concentrated on consequences rather than on causes, and
due account is not taken of problems arising from the basic attitudes

of those participating in the process, Another theory that is c¢ften put
forward is that the whole problem boils down to placing cuilstanding xen
in the key posts. Those whe advocate this solution forget that, in order
to be feasible, a strategy for change should be based on average men and
attitudes. The qualifications of leaders are alﬁays relative, although
there is no doubt that good progress could be made if flagrant cases of
miscasting, as are sometimes to be observed in the region, couid be
corrected;

The improvement of inter-relationships between public en.arprises
and central goverrnment should be effected on the following four fronts:

(a) Centralization, Disgrégation and lack of co-ordination in
the action of or influence exerted by the components of the central
guiding nucleus have a negative impact on the public enterprise, The
relative success of some holding companies can be attributed to the fact
that the relationships with the subsidiary enterprises are clear-cut,
stable and functional., Although this type of solution is not always
suitable in the conditions to be found in Latin American countries, it
might be useful in certain cases, particularly for industrial enterprises.
As a general measure the planning and research capascity of sectoral
ministries should be reinforced and relations with the rest of the
goverrnment should be chanelled through them,

(b) Qlear and consistent definition of objectives., Centralization
of relationships between the enterprise and the rest of the government
does not mean that the remaining components of the central guiding nucleus
will have no influence in determining the objectives of the publie
enterprige, but that a degreeiof harmony will be reached in an agency

/which can
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which can understand the problems and aims both of the enterprise and of
the other govermment agencies. When objectives are thus made consistent
they should be tranasmitted to the enterprise as clearly as possible.

(¢} Change in the type of repulatory measures., The most common
kind of regulatory action imposes'a certain type of behavicur on the
enterprise without considering over-all effects, The nunmber and salaries
of staff are restricted; rigid manning tables are imposed; and inflexible
regulations are applied for recruitment, promotion and dismissal. The
enterprise must often operate with an itemized budget., Preventing dishonesty
rather than securing efficiency is the watclword for purchasing proceJiures,
The enterprisets borrowing capacity is limited to such an extent that some
do not use the banking system sven to cover transitory or seasonal cash
requirements, Such regulatory measures should be used only exceptionally
and for short periods,

(d) GChanges ip the system of incentives ggg penalties. Freference
should be given to incentives no matter how difficult they may be to apply.
Penajties, particularly removal of executives, should be applicd sparingly
and always on clear and objesctive grounds,

The main problem facing the central govermment with respect to the
execution of its plans is that of creating the conditions which will allow
for, and stimilate, change, and for this purpose the existente of adequate
inter-relationships is indispensable,

The first task is to reinforcs sectoral ministries by cresating strong
planning and research teams in them, This msasure hés the added advantage
of reinforcing the general planning system in an aspect which has
frequently been neglected,

At the same time the network of'regulations which hampers the
ectivitiés of enterprises should be almost completely abolished, without
oxcepting enterprises in chronic deficit, which are most in need of
freedon of action, '

Finally, the central government shculd pay particular attention to
the selection of adequate executives for public enterprises, since they
will be responsible for all changes,

These are not easy solutions, but in the measure that plamning teams
are formed and qualified executives appointed a step forward will have been
taken in the process of attaining an efficient public sector,






