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Allowed to Go Bankrupt ~

Bv Knalec Fouad Shenf

Soecai ic the Midcie £as! Times
REPRESENTATIVES {rom the Egypuan Min-
istry of Industry stated recently that they
would be announcing in July the public-sec-
tor reforms thar many have been swailing
for so long.

Industry Minister Mohammed Abdel
Wahab smphasized In a recent INlErview
with Al Goumhoreya newspaper that the
reiorms to be announced would invoive 2
reshuffle of the public sector’s cards and
would link state enterpnises to their feeder
industries in a fashion that would iead 0
wmproved industry performance. He stressed
that Egvpt had 2 iot 10 learn from the ltalian
expenence and that Egypt would follow the
lead of congiomerates such as ERI which
managed successfully to enhance the prof-
itability of a number of Italy’s suate-owned
enterprises.

One thing. though. that should be kept m
mind about Egypuan state-owned enterpris-
es and which makes them so ditferent from
those 1n countries like lraly is that the pub-
he-sector law, Law 97 of 1983, does not
allow for bankrupicy. This means that even
if a company’s current liabilities are greater
than its current assets for a decade it still
cannot be shut down. What is interesting
about Law 97 ts that it aliows for ‘liquida-
tion’ but not bankruptcy.

One can venture so far as to say that Law

97 does not clanfy whether financially

unviable firms can be legally allewed to
close down or not. No one | know who is
familiar with the history of stale enterprises
in Egypt can identfy one state firm that was
allowed to go bankrupt. or one that was per-
manently shut down. China and the Soviet
Union have closed insolvent state enterpris-
es. but Egypt has vet 1o undertake such a
siep even though the state enterprise pordo-
lio is riddled with firms that are financial

If the public-sector law is unclear
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when and how firms should ciose down
when they have become a financial dram on
the economy, they are very far away from
the ltalian expenence. The ltainans are liqui-
danng state assets through the Privatization
mechanism. and so 1s Egypt. but pot in
inoustry.

The country's privatization ¢xperience
extends 0 the tounsm sector and the agn-
cultural sector, bat so far no divesumure has
taken place in industry. Why? In my opir-
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ion one main reason is that divestitare
means liquidating bankrupt state firms.
something which is appargndy iflegai under
existing state legislavon.

Existing state iegislation tarns siate
industrial enterprises mto organizations that
are born into the world and are expected to
have etemal lives. They simpty are not per-
mitted to dic as they age. jose market share
or if their technology becomes obsolete.

Is the reform plan to be annonnced 1n
July by the Minisury of Indusiry gowng 10
address this bankruptcy issue? Wil the gov-
emment announce new procedures for clos-
ing down state industries which have been
unviable vear after year? Wili the govern-
ment identify in July thosc assets in the
industrial sector tha: would hikely be better
held by the privaie sector”?

No one seems 1o be talking sbowt the fate
of Egypt's major public-sector losers, and
many seem to belicve that mry puoblic eater-
priseindzm'spodolio.regnﬂcsoﬁxs_

financial position
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One has 10 wonder about the ogic inherent
in wrying to appiy different management
teconsques in firms that have been unabie 0
generale posilive Tetwrns over iong penods
of ume.

More imporantly, granting state enter-
prises a status which makes them immane
to bankruptcy and which gives them etemal
lives 15 something any economist or asy
sensible person has to question. One must
also wonder about how state enterpnse
managers react when they know that no
matier how deep their company sinks mio
the red. the government will pick up the b |

Egypt has prosen 10 be iess flexible when |
1t comes 10 industrial reform than countnes
such as China. the Soviet Union and virmal-
iv alt of Eastern Europe. State firms cannot
and should not be expected to live forever, )
primarily becanse business acuviry and s
copnnuanon s something that should be left
to markst demand. the price level and a
firm s abiliry 10 generate reai profits nsiead
of make-believe paper profits.

Without a provision for bankruptcy,
resources will not be allocated to whese
they would be most efficiently used. and the
price mechanism will aiso fail to direct
resouarces in this way. A law that prevents
bankruptcy is an instrument that inhib:ts
caprai or labor mobility even in the face of
biatant inefficiency in some seCtors.

One mus: seriously question this kind of
legistation, and one hopes that by July the
government will have taken some sieps no
only wward mproving the management of
state enterprises but also toward developing |
a2 mechanism through which resources wil
be propery allocated. Such steps undoubx-
edly mean that bankruptcy and liquidation
will ulumately have 1o be permitted.
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