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In this article, I study one aspect of national industrial policy: the extent to which governments decide that they will
produce and sell goods and services. The article's theme is
that many low-productivity countries have pursued a much
more aggressive industrial policy (in this sphere) than is
typically recognized.1
When a government sets up an enterprise to produce
and sell goods and services, the enterprise is commonly referred to as a public enterprise. I will use that terminology here. Examples of such enterprises are the U.S. Postal
Service and other countries' steel companies (for example,
those in Ireland and Holland) and airlines (for example, Air
France and Iberia). The purpose of the article, then, is to
explore the extent to which there are differences in the role
played by public enterprises across countries.
Public enterprises have, of course, been studied many
times before, and there is a consensus that these enterprises
play a greater role in low- as compared to high-productivity countries. While I agree with this view, I disagree with
the assessment of how much the role differs. In particular,
as I suggested above, I think the current literature dramatically understates the role played by these enterprises in
many low-productivity countries.
My argument is a simple one. The current literature focuses on the total value of goods and services produced by
public enterprises. I focus on the types of goods they produce. While the total value of goods and services produced
by public enterprises (as a share of total output) differs a
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bit across countries, the types of goods they produce differ
much more dramatically. In many low-productivity countries, the government produces a large share of the country's manufactured goods. In nearly all high-productivity
countries, the government stays out of the manufacturing
sector. It is based on this fact, and the fact that the manufacturing sector plays a special role in economies, that I
say low-productivity countries have pursued a much more
aggressive industrial policy (in this sphere) than is typically recognized.2 For the remainder of the introduction, let
me develop this argument more fully.
As mentioned, the role, or impact, of public enterprises
is often measured by the public enterprise share of gross
domestic product (GDP). For example, in arguing that public enterprises played an important role in Taiwan's economy during its rapid growth, Rodrik (1995, p. 90) points to
the fact that the public enterprise share of GDP "actually
increased during the critical take-off years of the 1960s."
To further buttress his point, Rodrik (1995, p. 90) writes,

*The author is grateful to Jason Schmidt for his significant help in preparing this
article and to Tianshu Chu for bringing some of the Taiwanese data to the author's attention. The author is grateful as well for comments from Ed Green, Pete Klenow,
Rody Manuelli, and Antonio Merlo and for extensive discussions with Tom Holmes
and Richard Rogerson.
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Productivity is defined throughout the article as output per worker.

For brevity, I will drop the qualifier in this sphere for the remainder of the article,
though the reader should keep in mind that public enterprises are only one dimension
of industrial policy.
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"Public enterprises actually accounted for a larger share of
GDP in Taiwan than in such 'socialist' developing countries as India and Tanzania."
This measure is also explored in a recent report of the
World Bank (1995). Using the public enterprise share of
GDP as a measure of policy, the report concludes that public enterprises play a greater role in low- as compared to
high-productivity countries. But the differences are not dramatic. The report shows that over the period 1978-88, the
average public enterprise share of GDP was about 8 percent in industrialized countries and between 10 percent and
12 percent in developing countries. (Within the developing
world, the average in Africa was about 14 percent over the
period.) A few low-productivity countries had public enterprise shares of GDP in the range from 20 percent to 35
percent. These few countries, therefore, had public enterprise shares of GDP that were on the order of, say, three
times that of the high-productivity country average.
When I examine the public enterprise share of output
by sector, I find that the public enterprise share of manufacturing output is often much higher in low-productivity
countries than in high-productivity ones. In industrialized
countries, the public enterprise share of manufacturing output is typically only a few percent, and often it is zero.
But in the low-productivity world, many countries have a
public enterprise share of manufacturing output that is in
the 30-70 percent range. Many of the countries in this
range have a public enterprise share of manufacturing output that is on the order of, say, 15 times that of the highproductivity country average. When I take the public enterprise share of manufacturing output, and not public enterprises' share of aggregate output, as a measure of the
role played by public enterprises, then I am led to the
theme stated above: many low-productivity countries have
pursued a much more aggressive industrial policy than is
typically recognized.
But why take the public enterprise share of manufacturing output as a measure of the role played by public enterprises? Let me give two reasons. First, the manufacturing sector produces the lion's share of investment goods.
This sector produces such final goods as machines and
transportation equipment and such intermediate goods as
metals and building materials that are used to produce
these final investment goods and other investment goods
(in the construction industry). Hence, the efficiency of the
manufacturing sector influences the incentives to accumulate capital. If, for example, the only difference between
public enterprises and private ones is that public ones are

terribly inefficient at producing goods, then a government's decision that its production should account for a
larger share of output in the manufacturing sector will
have the effect of increasing the cost of investment. This
will lead to less capital accumulation and lower productivity.3 (Note that increasing the government's share of manufacturing output may have little effect on the public enterprise share of GDP if the manufacturing share of GDP
falls as a consequence.)
Second, other goods, besides investment goods, are produced in the manufacturing sector. Some of these goods
are textiles and processed food. Some of these industries
are referred to as light manufacturing industries. Many
economists have emphasized the importance of the learning that goes on in these industries as being helpful in
production at more complex tasks, such as manufacturing
chemicals and instruments. If these light manufacturing
goods are produced by the government, the nature and extent of learning in these industries may be very different
than if these goods were privately produced.
Let me now briefly describe the remainder of the article. In the next section, I briefly discuss definitions and
data issues. I then review the evidence on the public
enterprise share of GDP (taken from Short 1984), showing that in a cross section of countries, there is no strong
correlation between this statistic and aggregate productivity. I then examine the public enterprise share of manufacturing output (taken from Short and various other sources),
showing that in a cross section of countries, there is a
strong negative correlation between this statistic and productivity. These two cross sections illustrate that two countries may have the same public enterprise share of GDP,
yet dramatically different public enterprise shares of manufacturing output. For example, during the middle 1970s,
Bangladesh and Denmark had similar public enterprise
shares of GDP, about 6 percent, yet Bangladesh's public
enterprise share of manufacturing output was about 70 percent and Denmark's was 0 percent. Tanzania and the United Kingdom had similar public enterprise shares of GDP,
about 12 percent, yet Tanzania's public enterprise share of
manufacturing output was 38 percent and the United Kingdom's was 3 percent.
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In this example, I imagined that governments produce investment goods at higher
costs than private enterprises. Obviously, one could take the opposite view and still be
led to the conclusion that government production in this sector has an important impact
on capital accumulation (now a positive impact).
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