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Can State Owned Enterprises Perform? By S L Rao

Disinvestment and privatization have been two policies common to all our central governments since 1991. They followed earlier years of experimentation to improve the performance of state owned enterprises (SOE’s). All the experiments foundered on the twin rocks of social responsibilities written into the memoranda of association of the SOE’s and the unwillingness of most government officials in the concerned Ministries to part with their control over these honey pots. 

In the 1980’s a determined effort was made to distance Ministry officials from the central government SOE’s. Each Ministry was to enter into a Memorandum of Understanding with its public enterprises. The MOU’s would set out agreed targets to be achieved by the enterprise and commitments by the Ministry on supporting actions that it would take and on which depended the achievement of the enterprise targets. An independent body of experts was appointed to act as go-between to enable the signing of MOU’s that would be fair to both parties. Ministry officials took the exercise seriously in the first year. In subsequent years, the MOU became yet one more set of papers to be prepared by the SOE’s and negotiated with some minor official from the Ministry. By the second year, government officials were making it clear that any commitments made by them applied only to actions by their Ministries, not by other Ministries in government. The MOU was no longer a two-party agreement. It was a set of targets on the performance of which top management of SOE’s would be evaluated and rewarded. 

The difficulty with SOE’s in India is that they have no autonomy. As a result a culture has developed that their major clientele are not the customers who pay for their services, but the Ministers and officials of their controlling Ministries. This can be seen in the fawning subservience displayed by even top officials of the largest SOE’s. The Board is not their final authority. A Joint Secretary representing government on the Board is the person whose word carries final weight with the CMD, even when it is not in agreement with the rest of the Board. I have heard some of these representatives explain when they override Board decisions to which they were party, that their two hats as Board member and government official were separate and need not have congruence. 

SOE’s have many objectives imposed on them, some of which affect their efficiency and profitability. The remuneration paid to top management cannot exceed that of the top officials in the Ministry. After all, they are the owners, and how can mere managers be remunerated at higher levels? Succession becomes a lobbying game. The most pliable find it easier to win. No major management decision is ratified until the Ministry has cleared it. 

All this does not have to be so. There are other countries with large and well-run SOE’s. France is a good example. Air France for example, is like Air India, a SOE. The difference is that Air France is focused on its customer and this is reflected in the cleanliness and maintenance of its aircraft, service on the ground, on-time performance, etc. Air India is focused on its principal client, the controlling Ministry. Any official from the Ministry gets red carpet treatment. Fare paying customers are way down on Air India’s priority. The electricity system in France is largely state owned. Its efficiency and quality are light years ahead of what we have in India. France does not impose the constraints on its SOE’s that we do. Government officials do not regard their SOE’s as their turf, with all decision strings being with them. 

Ownership should not matter to performance. That it does in India is a reflection on the poor understanding of business by our bureaucracy. It also indicates their lack of accountability. Poor performance only impacts on government budgets, not on individual officials. That is why they look at public enterprises as their property, to be milked to the maximum while they hold office. The few officials, who do not think like this, are exceptional.

SOE’s in India cannot perform so long as the state controls them through its officials. That is the principal argument for removing state ownership. The private owner has a financial stake and a reputation to protect. It is more likely that he will focus on the real customer and on efficiency, growth and profits while being a good corporate citizen. SOE’s can be like them. In India this is not possible. (755)

