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ABSTRRCT

- This parsr argues that the ratlionale for public
enterprises ilews from the general discusaion on the
justification for state (ntervention. ®ithin a welfare
theoretic framessri, it argues that the wide rangs of Stated
actives for usding the public enterprise form can [n 8Ost
chses- ba attriboeted to some wiclations of efficiency
conditions. It has peen shown that in the Phillppines a
great majorlty of state firss can be justified on =such
grooods . Still, nuomerous firaz were eztablizhed on the
bazis of some noneconomic grounds. The use of the latter
set of justifications resclted in governoment Intervention
evén in arzas whers competltive market works, thereby
unioestifiably enlarging The scops of publlc sector zctivity.



NOTES ON THE BASES FOR GUVERNMENT INTERVENTION
THROUGH PUBLIC ENTERPRISES

&

By Benjamin E. Dlokno

1. Iatreducticn

i The raticnasle for public enterprises, independent of
the leve] of sponsoring goveroment, flows f;ﬂl the general
discussion on the justification for state intervention.
It is argued that the wide range of gtated =motives carn, in
most cases, be attributed tc soms violatiarns of efficlency
conditions. VYiewsd this way. the =asphasis then on

aliocative esfficlency for eviluating cublic enterprise

performance is not at all miwjinced.

It sheuld be acknowledge:, howevar, tha® thert are
motiver for the u2se of the publis enterprise fora which are
not necessarilv due to market failure, as for erxample, more
equitable distribetion, national =zecurity, and acquisiticn
L urnﬁulidaﬁinn of sconomic or polltical pouer. In fact,
ivi. some developing countries, the Pailippines lncluded, a

cnns iderable number of public eaterprises have been

*
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establ ished on the basis of soue aineconomic motives. An
unwanted cCoasequence, however, of this broader set aof
justificatlion for publle enterprises is Ehat towne
Jovernments in develnping countries have, in recent years,
increased their presence in areas where comprtitive markets
¥ork. thereby broadening further the scope &F public sector

activity.




2. Srate Tpteryrption: Jowe Justifications

Skate iptorventlicn has been justified within the
cantexi of two Jlivergenl econceric ideologles: free market
aconomy and centrally glanned econoay. The latter®s
position, singly stated. !3 that the free market sconomy
cannot be e¥pected to address the issue of equitable
disiribution adequately and, therefcore, grputh with eguity
can be  better served by centralized plannling and goveroment
ownership aond control of the production process.

Taplicit in the case of coverneent intepvention under
a free market setting is the notion of "zarket Eailurea'lfnf
the workings of a perfectly competitive market economy. Th=
general methodology is to ldeatify conditions where siate
intervention may isad te Fareto improvemeats. ‘The astarting
point is the hyooathetical slhteatlon of a perfectly
competitive sarket econowny. and one which is Parete optisal
tt.e.; for a glver income dlstribution it is not possible to
make one person better off without maklng someone else worse

aff).

17
A comprehensive treatment of the concept of market
failere is provided in a number of places: Bator [1987;
Fasel. Coase [19601, Arrow [1970]1, and Burkhead and #iner
[1971, Chapter IVI.
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2.1. Basic Theorems of Welfare Econonlch

T
Lensider aa Arrvow-Debresu esinomy. Tiacrre are  two
TYpea Al counomic AgeEnLEI Ccopsidzers {indexed T e -0
and predicars (indexed j=1. ....... o EacH consumer ia

characterized by (1) a consumpniicn =et X , and Cii) a
]

arefecrence relation = on X ; Each producer b 15
i i
characterized by a production set ¥ [t is assumad thac
5 .
there iz a fipite numbst of coamodilies ¢indered b=l ED

which is “cospletely apecified physically, temporaliv znd
45 th
gpatially.” Associated with each commodity, say the kb

commodity iz its price, P . Ardal dimber. The price
Sytztew is an fi-dimeal @ saa? ﬁactar p= (p .,p .Ph ...,pf}.
i 2
An  gcopomy E i1s characterized by <i) for each
CORSUmMET o consusption sat K and hi=z prefeveace

!
preordetiog 2, (ii} for each producer: his productisn set
|

—- e

i o

fhe objective pere is not te present rigorcusly
without proof a version of the fwo fundamental theorems of
wel fure econowics but to provide 2 framewcrk for jestifying
Siate intervention within a markes type economy, For
proofz, the reader is referred to Arrow and Hahm [19711,
Bebreu (19%9], Halinvaud {19721, and Varian {[197%]. It=
asefuiness is that state intervention is divectly related
Lo welfareg oconomics.

T
See Arrow [19%1] and Debrea [1959].

4
Debrev [185%]), p. 3.

fisa




¥ oand CHI) tukal faltial endowsen!? w, Formalle BCONoRY
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i ¥

The two fundamental theoremns of welfare ecopazlcs are

stated balow:

THEOREM t. Let E be an econcmy scch that, for. ~very i,

bt

iy X dsiconvex;
i

and Cii) satisfies local nonsatiation.
i
* ®
Then if [ L x 3, <y 3F is a compotitive eguillbriam
i b
relative to price system p. !t must be Pareto aptimal,

The fallowing remarks are warranted. Theorem 1)
5
does act reguire convexity assuzplion on  the agaragate

producticn set Y and preference reliation = . The

¥

convexity assspmptiom of X a hawever, i{s mnecessary: It
|

rules out consumption externalities. Intuitively, the

convexXity aasuﬁptinn for- the consusption set means that the

consumption bundle whick determines the otility of an

L
& set X Is convex If tx + Cl-t)y ¢ X whenever X,y

o - Tt R 0 R e
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individual [5 the same as that which he purchases at glven
prices subkject to hls hadget <anstraint. The implicit

azsuaption, therefare. is the zbhsence of externalitles. The
5/ :
iocal nonsatlation assumption rules cut Tthiaok*

indiffercnces zets.

THEOHEEN 2. Given an economy E: { <X 3.¢€ = 2,{Y >,cw>}
{ i : |
such that:

(i) for every i, ¥ is convex,

Ciid for every 7 in X , the sets ix .¥ |x = x}
i ] I S
and {z ¢X |x" = 2 3} are closed in X ,
F A | AR JE ')
€ii1i) every upper rmoptour set is Convex,
#*
Ciwy: x IS Eal -y
| '

tvY » satisfles local nonsatiatlon,

and Cui) =Y 1% CoOnRYoF

&/ -
Consu=er i is sald to be logally nopsatiated at
* #* b *
{<x b *¥ if for every 420 and x X f<x daly 2}
i i : f i i 3
: * % .
therc fs an x X {{z >.{y »} such that |x - X7| L % and
: i i i
* * = # +
L Llx <=z - TR ¥ o3 X A h oy Fi, = A
£ Jic y i i 3 i j
H. Osapa, “Externalities and the Basic Theoreas of Welfare
Eccpnomics: A Suppleseaiary HNote,” Jgupsaal aof poononia
Thecry, &Ci973», 91-93.
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If the state {{Xx - S S, A B is Pareto optimal, then
i ¥
thare axistz a price syztea p different from =zeroc such
#* *
that {{x 2.{y %} is a competitive eguilibrium relative to
i F
D-
Conslder the following remarks. The first

fundasental theorewm asserts thav vader some coaditions, if a
coepetitive eguilibrinm exists, then it is Pareto-optieal.
fhe hﬁﬁcﬂnﬂ fundamental theorem states that under certalin
=onditions, any Pareto optimal allocation can be achieved
{plausibly) +via a ance-ancd-for-all redistribution through
appropriate lumf: sum transfers and taxes. We now consider
the |[mplications of the conditions of these fheorems and
whether their nopfulfillimen: provides a caze for state

interventlan.

¥ B Violations of Efficisncy Conditions

The = . umaptions necessary to assure 3 competitlve
Pareto-optimal allocation are not likely fto be satisfied In
the real  world. The copnvexity assemptions of tha
consumption and production aegi are violated by conzumption

and production externalittes. In these cases, stiate action

is called for in the forek of either a Pigovian-tax—-subsidy

¥ i
For ezamples, see Bator [19587, Meade [1952), and
Scitovsiy [1954), An exzellent discusslon of the concept of

externaiities is gtven in Boadway [1979, pp. 91-123]1.



mechanis®s or sSome form of regizlatory control To ferce
econualic agents Eg internal ize the external benefits or
cania. < Twoe separate llnes of arguments seem to hlur the
jusitification for goverament intervention, though both havo
serious limitations. The {first is the use of bargaining
process among the ecohswmic agents involved--e.g., polluters
and poilutess—— to achieve 3 more or less sfficient cutcome.
This view was pionsered by Coase (13650, As Coase argued:
Iin a world of perfsct competition, perfsct Information, and
Ze&ra Lransacilons costs, partoers te externalitles nave
Incentives ta agree teo produce the cptimal ocutprt l.e. to
internalize uhat would seem o Be exterpal costs and
benefits through avtuval adjustesntis thereby aveoiding the
need for regulatory meastuces. wiile this proposition has
tome mivits In a3 wsali-nusker setting, it cannot be

genaral fied o the !2ryz auober case.

The second line of argueent is due to Arrow [1970Y.
He argued that externality is a special case of the non-
existence of wmarkzis, Theoreticalliy., as Arrow clearly

pointad cut, a market for externallitlies can be .created:

-

L seitable ind indeed npot unnatural
reinterpretaticn af the comEadity Sphos,
extarpglities can be regarded as ordinary
commaodities. and all the foreal theory of
cospetitive eguilibriom is valid, incloding its
optisal ity (1970, p. T41.




azzsociated with zuch refinterpretation easzily
for sose exterpallities, esrxclusion may Ee

impoazsibhlie, ar otherwize, prohibitively

For other types of externalities shere exclusion
Ini be possible, the market far such externalities is
llilly to be iaperfectly competitive. In the extreme case,
each commpodity has precizely one buver and oone seller. In

both cases, some form of government action aay be justified.

The convexity assumption of the aggregate--or economy
wide—production set is violated by increasing returna to
Scale. For certain industries, lncreasing returns to scale
are sufficiently large to lead tc a2 noncompetitive market

condition. The potential existence of monopoly. or at least.

87/

Arrow [1970, pp. 74-75]1 cites the clasajc lighthouse
exanple: A S standard tighthcouse 2iample i2 pbest
analyzed as & prcbhbler of small numbers rather than of the
difficulty of exclusion, though both elements are present. To
sinplify matters. I will abstract from uncertainty so that the
lighthouse Keeper knows szactly when sach ship will need. |[ts
services, and alsc abstract from indivisibility (since the
light s aither on or off). Assowme further that only aone ship
will be within range of the ]ighthouse need at any moasnt.
Then exclusion Is perfectly pessible; the lighthouse need only
shut aff [ts light when a nonpayipmg ship is coming into range.
But there would be only cne buyer and one seller and na
competitive forces to drive the two fnto 2 competitive
ggquilibrium.



2

beavy Cconpcentration: In a few flras, iid their associated
allocative ineffliclency, may justify some form of government

1

interveption-—either goverament control <fas Iin Frence and

the United Kingdom) or regulation {as in the Uaited States),

There are three implicit assuaptiosns arising from the
Stated premise that the state {({x >,<y >} of the economy
E is a competitive eguilibrium: :i} t;e existence of a
full set of marXets for all commodities, (ii) attainment of
full eguilibrium, L.e. all resources are fully utiiized, and

(fii? perfect I(nformation. These azsgmptions are, of

Course, not totally independent.

In real life, the existence of a full set of
markets-—for all coarpcdities for all relevant dates ian the
future and for all risks--is not satisfied. This probles is
especially sSevere for LDCs and is manifeated in a number of
WAYs: fraguentad state of the capital m,..--:er!r:f:t;ir absence of
ceapetitive future markets, Iimperfections of investor’s

foresight due to the long lifetime of capital equipmefit, and

=0 forth.

=

For an exzcelleni discussion on the “extraordinary
distortions coemmonly found in the domestic capital markets
cf developing countries®, see McKinnen [19731.

1<




The ftundamental thenrans reguire that full
gguilibriom should have been atralned,. thiat is, all
resources are fully otilized. Yet it is not oocommon to
observe underutilization of resources la any glven economy-—
whether developed or developing, capitalist or sccialist.
Labor unemployment in most countrles of the world is weli
dacumented. Similarly, capital undervtilization bas been

19/
shown_ as comamcuplace in many LDCs. The observed

underutilization of resources, for reascns as diverse az the
abzence of vniversal markets, imperfect Information, and
“errors’ in government policies, provide justification for
government action. It Iz firmly embedded in coaventional

wizdom that the state has a role in =ainimiziog unesployzent

and Increasing capltal uwtilization.

The results of the competitive analysls are invalid
lf Joformatien is jmperfect and prohibitively costly to
acquire. The existence of a market eguilibriua assumes that
all economic agents have perfect inforsation of the price

systee p, and, In addition, for producers to have perfect

o
For a 1ist of recent studies on the level of capital
Atidization dn  mamy  dewvedoping  Ccoontrles, and a

coaprebensive review of the literature. co—the awbject,  sex
W ron F¥3TAT -



information on the available technology. On the other haad,
with costly information, the assumplLion of & full set &af
maret= iz inconsistent with market equillbrium. :

Buite apart from the rponfulfillment af these
AssusEpiions, state intervention may be called for becagse
even tf the economy were perfecitly competitive, the
resulting Pareto optimal allocation that energes may not be
what scciety wants. There will be a diff:rent_ Pareto-
optimal allocation depending on the jaitial resource
distribution. A “first-best® Fareto optimum can be achlieved
ilf the government can suitably redistribute the initial
endowsents using newtrali--i.e., distortica-iree--fiscal

deviges, say in the form of lump sum taxes and subsidiss.

2.3. G@ualifying the Basss for State Intervention

The nmere hint of the exiztence cf market fallure
should not be immediately taken as a jestification fn{ state
intervention. Take a specific case: Jquite often ressurces
are not fully utlilized. However, while the obaerved

anderutilization of resgurces may rightfully be due to " the

117

Se¢e, for example, Grossman and Btiglitzlisve].

12




absence of universal marksts and Imperfect information, It
mAY alsc be dus to “errors”® in goveroment policies. For
exapnle, the cbzerved capltal uvunderutilization may be due to
past policies of ninimum wage legislation, and investment
incentives *o preferrad industriaes. A= zuch, the
app:upriate policy may well be lesz state Interventicn,

il.e., trade lilberalization, elimination of Rminimsum wage

laws, and dismant] ing of investment incentives.

Horeover, state Iintervention may briong with it its
awn ddliatortions. The Goverasent Is npot an omniscient
entity; It makKes its decizions on the basls of isperfect
information and, much liKe any othear economic agent, mnakes
them subject tc myriads of conatraints. The [ptended resolt
of itz policy action may cause ygintegded resmults: the rate
of return regulation which is intended to regulate monopoly
power may result in welfare loszsz If axs A reszsult factor
pricez are distorted; a subsidized credit pelicy designed to
ENCOUrage certain indostriesz wmay alszo resulk in the
adoption of rore capital loptenzive technoiques. Unintended
distartions ay aizo result to the extent that the
preferences of the ruling class may Qiffer markedly from

thoge of the indlividual citirens.

13



3. BEeagons for Public Enterprise Activity

The economic ratlonale for public enterprizes flows

from the justification for state intervention on the basis
1L7

of marKet failure. Given in Table | is 2 list of yvionlations

of the azsamptlons Dacessary for a Pareto-optimal allocation

and !{l1lustrative real worid cases of public enterprises.

If the justifications for public enterprizes are
viewed on the basis of some viclations of efficiency
conditions, the wide range of 2Ltated reasons for poblic
enterprise undertaXings will become less chaotic. Consider,
for ezanple, two attempts to provide an ordered
clazsificatlon for the motives of stste Intervention wvia

public enterprises,

127

We recognize that the general framework for
justifying state lotervention doez not necessarily provide a
case fer public production of goods and services by the
Stdte since other policy tools are avallable Eunh s
induvstrial licensing, price controls, and rate of return
regulation. - .The issue a3 %to which toal of policy
intervention is *best® in terms of any given circumstance is
beyond the scope of this paper. We aszame that the LDC
governments will coatinue to use public enterprises az a
toal for state intervention, and that given the current
State of the practice, it is worthwhile just beilng able to
identify possibie areas of improvement . For some general
discussion of the costs and benefits of any typs of public
intervention, see Jones and Mascn {19807; ior a benefit-cost
analy=sis of rate of return regulation, Ste Callen,
Hathewson. and Mohring [19761.

14




TASLE ¢

VIGLATIENS OF EFFICIEMCY COMDITIONS, IiEMSTRATIVE PUBLIC ENTERPRIGE CAZES,
AHB STATED SOTIVES FOR [NTERVENTISK

'y

Aszoapbion Vialations Public Enterprise Cises Stated Notives
fomves Consuspbion Sef Consuaph1on Baker Swpply Imteraalize
Exbernaiity Gewerage external tiies
Telephote sysbess
3 Cigarette sanufacturing Bffcet
Ligaor, distillery erteraglifies
Comvex Profuckion Set Increasing Peblic utilities such b tonirol mosopoiies
k. returas to electric power supaly,
scale tel scosmuzications
Cagital Rasluways, dirlines, povis Control comtanding
tndivisibility hetghis
Existence of full Absence of market  Miainmg ind 0il Provide snbrepre-
set of markeis due To Tigk and exploration nearial suppett)
uncertaiaty oubst ibubion
Fell employment of Labor wnemployment Labor intensive Increase eaployaent
FESiaTCes smEerAriges Raize oukpit
(#.g. Irom work, Traim skilled
figh processingl EaRajers el
terhsicians
Excess Capacity Bratressnd ilize résoure
industries efficiently
Fravent Basisess
Tailure
fromcke  primdry
exports
Perfect Inforsatioa lapes tect Pionesring industries Frovide wntrepre-
Iformation fuch af sheel, bydro- neurial somppords
Risk asd eleckric/alusinum sebatitekion
Hrcerfaioky saeliing, fertilizer Set “modermizatics’
exaapie
Enhance national
arestige

' See Chobsy [1979], Table 2.1, p. § sod Jooes [19791, Yable 91, p. 145

13



For Xorea, Jones [1975] used the following =smcheme:
Cid bazic wmotives which include monopoly. collective
internediates, merit goods: Ci1i) developmental aoctives
wirich Incliude entrepreneuarial support, eatrepreneurial
substitution, mapagerial substitution, and transiticnal: and

€iii) power and coatral motlves.

Gillis [19811, on the other hand, classified the
rationales for the creation of public enterprises lnto: (€i7
primarily economic motives, <(ii) primarily socicpolitical
metives, and (ii!i) mizxed motives. The primarily ecoaomic
reasons include savings wsobilization, eaployment, and
capltsal luaplness, patural monopoly and risk. The prizarily
sociopal itical reasons include the commanding beights,
decolenization, and sacial goals - - income
redistribution, correction of imbalances i regional
growth, and reduction of employment). The mixed reasons
incluede antlconcentration (government’sz dssire to redoace thﬂ?
concentration .af economle powsrs in the hands of a few
individuals) and donor prefersnce (major foreign ald donors
have preferred to chaonel funds through state-opé}atad

enterprizesy.

is




It could be argued based on the above discussion.that
the reksons for undertaking public enterprises BIE
= predomrinantly economic i.e., that most public enterprisa
undertakings can be justified on the basiaz of Tome
violations of efficiency conditions. However, whether in
pri&ticﬂ-tne operation of public enterprises is inlitiated on
these grounds 1s an empirical guestion. Nevertheleas, it
could,. be argued that once the enterprise has bean
agtablished as a public enterprise, even for noneconomic
reisons -—f .G, commandling  helghta, decclonizatlon,
etc. ——long-range considerations dictate that they should pe
oparated efficiently. An enterprise which is consistently
operating at a loss cannot be expected to fulfill some other
goals (e.g., revenue generation, reduction of uneaployment,
proacting regional growth, and so forthl).



3. The PRill o

The legal basis for the establishaent of publ ic
enterprises in the Philippines 1is stated in the
Constitution:

The State may, in the interest of
naticnal welfare or defense, establizh and-
operate industriesa and means of transportation
and communication, and, upen pareent of jost
compensation, transfer to public. oWnership
utilities and other private enterprisas to be
operated by the government. 3/

It Seens that the framers of the 1973 Philippine
Constitetion have in wmind a limited role of government
through public eaterprises. Yet, there has been a dramatic
increase in the number of public enterprises Suring the last
decade - froe a total of 65, consisting of 47 parent
carporations and 18 auhaidigrigﬁ in 1970, the nuzber of
public enterprises increased te 303 corporatlicas consisting

of 93 parent corporations, 153 subsidiaries and 57

14/
acquired assets {Table 2). -
132
Article XIV, Section &, 1573 Constitution of the
Philippines. -
2475

" The list, of course, overstate the number of publie
enterprises sirce not all governsent corperations 1isted by
the Presidential Comaission ap Reorganization oan be
considered publtic enterprises, sirictly speaKing. A recent
attempt to define the tera *public eaterprise® within the.
Philippine context was dope by Manasan [1984].

i3




Table 2

NUOMBER OF GOVERNMENT-OWNED QR CONTROLLED
CORPORATIONS

Az af December 21, 984

Year Parent Subsidlaries Acquired Total
Assetrs

197G 47 18 n.a. 63

1975 T 49 0.3 . 120

1381 22 120 B.&. 21z

iagq 33 - 153 57 303

Source: Presidential Commission on Rearganization.

=



From a cioser exasination of the list of public
enterprises in the Philippices, the following cooclusiocns
ERErge . First, the Phillippine gavernment has engaged in
activities beyond the traditional areas of public utilities
and these undertaken %o cantral atrategic behavior. Ia maore
recent years the Phillppine government has entered
inte such fields as manufacturing, banking and finance,
transportation and communication, real sstate and housing
and other services. The latter includes hostelry and cother

tourism related activities.

Second, a great majority of state firms can be
justified on the bazis of some viclationz of efficiency
conditions (Table 3). Quite a nunber of these enterprices,
howaver, were initiated on other grounds. Fae exanple, mest
Qistressed firms., = sizeable chunk =f viiizh can be observed
in the manufacturiog sector, were designed initially to
genserate r:vnnuEs.ii;There are undouvbtedly mot a few firms
which were Inttizted to consclidate economic and poelitical
Fower, and these firams come from a wide ranpge of activities

irading <{e.g., HNASUTRA and Phllippine Coconut Authority),

mancfacturing, banking and finaoce, and real estate.

437
The 1list of firms classified as distressed is
understated since it does not include some 57 acquired’
assetls, definead as firas which the covernaent has taken on
a3 financially distressad but which the governnrent intends
to revert to the private sector at a later time.

20




Tahie 3

CLASSTFICATION OF PHILIPPINE PUBLIC ENTERPRISES
BY SECTIR Al RATIONSEE: jo32

1 FA
HELTIRE fisk and Lapital  [ncreasing  Comsmaplion Excesg  income fenerate Cantral
Brertainty  Indivisi- Eetorps Exteraalaty af Pediskri~ Revesue Bbrabegic
Bitify Ee Srals Capacisy  Dutien Bebarior
Roricoltore & - - = = = & T
(1. 4)s -
Himing - 1 = % = = = =
= L
Hasufactaring 3 Z = = 22 ! iz {
(& {1330 40 (4B {1560 t. 5
Ebectricity, i 3 7 - - - =
Gas and Water (3,35 {3755 (1. i) 2
.
- LorstruChion - 2 | = L 1} i z S
5.3 £9.5i LT e T f3.1)
Iramsportation, ! i g 1 & - g £
Cosminicetion, (3.2} a7 (82,5} £5.5) (4.7 i85 T
Storage
Finaace 13 - = 4 5 3 B "
[ 38 - (2.2 0 4D {9.81
Irage 4 - - 5 4 F: | b -
L % L LI {8
Real Egtates - = - & ] i 5 =
Hoasiag £11.11 (4.5 (14,3 8.2
Bther Services 3 - - 8 T 15 -
(.73 f4 40 (ig.41 {2460
TOTEL at B ig = 7 & 7
Relakive of
Ieportance 15.3 T4 4.0 8.5 o 3.5 0.2 2.3
Yook Qedering 3 3 E 4 2 7-8 | -3

Sowrce of Beeic fatar Tabie ! is Munacas (19841

RIES: (2} The stabted setive is to save distressed isdustries. This list does aot  inclade acgmirgd assels,
defined a5 private firss ekich the goveramest Bas baken om a5 fisanciaily distressed but which tae
sovernmAs iptends b0 revert fo bhe private sector at a later time.

(3} Figare in paresthesis 15 the percemtege share of the sector fo the total mesber of enberprides
clemei fied within & gives rationzle or motive.

e} Tobal nmasber of esberprives classified vithina given raiional 2% 2 per owt of total peblic
enterprises in 198L The lafter figore is 202,

21



Third, approximately cne—third of the public
enterprises in 1982 were designed to generate revenues
either tc lncrease dopestic savings or to finance essential
publ ic services. While a consolidated financial analysals of
these public firms is cravailable, frageentary avidences
suggest that the fiscal burden of poblic enterprises duoring
the years 197% to 1984 had been epormous., If the budgetary
contribution to public eaterprises in the form of current
transfers, equity and net lending were netted out ef total
gaovernment expenditures, a rosier fiscal pictere would have
eperged. During the period under review, a budget surples
equal te meoere than 1.5 per ceant of GNP rather than a budget
deficift equal to 2.3 per cent of GHP would have

A&7
resoglted.

ig/
See, for sIaaple, Azatong [19E%] and Hanasan and
Beenaventura [I19851.
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4. Concluding Remarks

I have started by stating that the rationale for
public enterprises flows froa the general discusaicn on the
"justification for state Intervention. Within a welfare
thearatic framework, I argued that the wide range of giated
sotives for using the public eaterprise form can, o most
cases, be attributed to some viclations of efficlency
coenditions. This should not be taken, however, =23 in any
way necessarlly iaplying that there are motives for the use
; of pubklic enterprises other than thoss due to =market
fajilures and that in practice public entsrprises are

initiated on the basis of econcmic efficiency.

It has been shown that in the Philippines a great
majority of state flrms can be justified on allaocative
efficlency grounds. In practice, however, 2 slzeable number
were established on the basis of some nopeconorlic motlves.
Thé use of the latter set of justlificatliens for publlc
enterprises has resalted in the unwanted conseguence ihat
the Philippine government haz ventured even in areas where
competitive marketsz work, unjiustifiably enlarging the scope

of poablic sector activity.
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