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About Egypt’s Public Sector
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SEVERAL weeks ago | came across a very
interesung documnent enotled “Industnal Pub-
itc Sector: Overview of Reform and Perfor-
mance [983/84-1988/89.” 1ssued by the Egvo-
uan Mimsty of Industry. This aocument out-
lines the moust s reform objecuves and pre-
Sents some ind.cators of the periormance of
COMpAanes reporung o 1w

The document 1s the first pubiicaton ever
1ssued by the Mmusiry of Industry that both
discusses and endorses privatization as a pub-
lic-sector reform tool. Sadiy. though, the priva-
uzanon strategy outimed in thus dJocumnent can
only be described as misgwided and fundamen-
tally wrong m 1ts approach.

Theuumsuymdocscsthe“sakxod\em-
vale secwr of factones or production units
which. for logistic reasons. are difficuit 1o
manage fram company headquariers or whose
acuvities are considered marginal (o the pubiic
emerpnses’ major acuvity,”

Sounds good so far. but which plants does
the munistry regard as manginal 10 the public
sector and as prnvatizauon targets? The exam-
ples hisied m the documemt are the Port Said
Frozen Food faciories, which belong ro the
Edfina Food Processing and Canming Compa-
ny of Alexandria, the clay brick works —
which have never made 2 profit — of Nas:
Phosphate Company and ane small plaster fac-
sory owned by the Sinai Manganese Company.

No menuon at all 1s made of firms such as
Corvoa Chocolate, Misr Dairy or General Bat-
tenes, which. m my opinion, represent the crux
of the public sector’s problems.

What is the povernment doing running a
chocolate factory and losing E£8 million a
ycumdrpm?\vhu:sﬂdomgmak.hg
ice cream and yogun at Misr Dairy, a firm
with an endless record of operations in the
red? And whar business does it have with a
batiery company that has been unable 10 break
cven over the last five years? Local pnivae-
sector firms aiready supply plenty of the same
products.

When we Lalk privatization. is it not logical
to discuss the government's withdrawal from

the oraguction of Hems such as beer. corn
Takes. nudbbiec gum. perfume and chocolate?

Il ™ smralegy 1 (0 reform snmerpnises such
as Comna, Misr Dairv and Genera! Banenes
Dy upgrading therr technology 10 improve the
quairy of therr products. it should be remem-
bered al those Uwet CoimpAnes have josi the
MR Of i markets (o therr domestic pri-
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vale-secior competibon and that this is the root
of virtualiy all of sheir problems, The govem-
MEN: Zannot DE sure that they can remeve the
lost mxrhet share,

In the end. the stale can nvest hundreds of
milbons of pounds to upgrade the faciliues of
Mrst Dairy ondy 10 find that the pubtic is sim-
ply more ioval 1o, say Neste yogur. and the
fima sull can't get itself out of the red. The
same can be said of chocolate, especially now
that the mvestment authonty has allowed Cad-
bury 10 enter the Egypuan market. with its
local production lines expected to operate next
year. How weli will Corona fare against it”

I we are back 10 the notion of restructuning
holding zompanies n order (0 give managers
more freedom 10 operate aganst their pnvate-
SECLOT compeutors, 1t should be remembered
that Egypt has changed the structure of its
holding companies four tmes over the last
three decades. Each time holding companies
were dismantied and reorganized. the sysiem
of operanons of state enterprises remained the
same

But. more importantly, how can 2 document
about public-sector reform avoid ulking about
cumpanes producing chocolate, ice cream and
yogun & a ioss and then dare 1 say that “the
rate of return on captai employed rose from an
average of 6.8 pervent in 1986-87 to reach 10
percent wm 1987-88 and 112 percent in 1988-
87

is dus docwrnent trying to ted] its readers that

e L0 the pubin s&ChY 4T o0 the nse over-
ai:, regardiess of the Tact A inan iduai pubiie
i such as 1 cnocoiate company or an ice
cream maker are iosing mare money?
Whaever the message s, i mus: be remem-
peree thal the indlatien w=i2 :n Egypt currently

2ac2z0s 28 percent. so that even 1f the Ministry |

of 'adustry iy happy with an !0 percent
TSUM On Capila empioved. Mis ransiales o
4,083 of aimos: !4 puastzny on even pound
myssied in siate sterpnses. Yer whar is fright-
enng is that the documant 1o which | refer
anempts o make the 11.2 percem retum look
Iike 3 muiesione achievement

Even morz shocking s the >atement m this
Minsy of Industy pape- that subsidses to the
pubiKc sector “were totally siimunated.” That's
0Cws 10 Me amd 10 anyone whe has heen 1n a
state firm recently

Eveny state entemprise | Aave visited sul]
pays roughly E£0.03 pe- kiiowati-hour for
efecinicity while privaie-sector firms pay
approaimately E£C 14 per kilowati-hour
Impirent subsidies on stems such as electricity
and fuel have not been eiimunated, since state
mdustes are definiiely not paymg the normal
= jor thewr encrgy

Yet even more depressing is the statement
made nn the paper that “agpregate ransfers o
the treasury, including direct and indirect
axes. umped from E£1 4 bilban in 1983-84 10
E£2.8 bilhion 1n 1988-89 ~ But whar about
aggregate budgetary withdrawa!s from the
reasury for state enterpnises? The World Bank
currently attributes 35 percent of the state bud-
get deficit 1o stale enterpnse deficits and over-
dnafts.

I suppose the author feit 1t best 10 leave this
discussion oul of the anatyus because n wouid
distor: the message being passed to the reader.

If the message 1s tha: everything is OK in
the public sector. then everyone knows this 1s
simply not the case. The sonner the govern-
men: admits the truth and siwops rying to
describe the public-sector Frankenstein as
God's anget on earth. the Hetter

Everything has us good and bad ponts, and
the pubiic sector 1s definnei. no angel. Trying
o descnbe 1t as one s umpiy a reflection of
ina_curaie enalysis that distons the picture for
readers who do not know better.




