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FOREWORD

This report, World Economic Survey, 1966, is the
nineteenth in a series of comprehensive reviews of
world economic conditions published by the United
Nations. It is issued in response to General Assembly
resolution 118 (II), in which the Secretary-General
was requested to prepare an annual review and
analysis of world economic conditions and trends. The
report is intended to meet the requirements of the
Economic and Social Council and other organs of
the United Nations for an appraisal of world eco-
nomic conditions which may serve as a basis for
recommendations on economic matters. It is also
intended to stimulate interest in and discussion of
international economic problems among a more
general public audience.

Each year since 1955, the World Economic Survey
has contained a study of a particular problem con-
cerning economic development. Among the subjects
examined have been economic growth in the first
post-war decade, balance of payments problems in
relation to economic growth, inflation, post-war
commodity trade and policies, experience and policies
relating to investment and saving, industrialization
and economic development, foreign trade and eco-
nomic development, the appraisal of development
plans and the financing of economic development.

Part One of the present Survey contains a series
of papers dealing with problems and experience in
the implementation of development plans. The subject
of plan implementation has figured prominently in
recent discussions in international forums. It has
been emphasized that while many developing coun-
tries have drawn up plans few have been successful
in implementing them. If the objectives of economic
development to which the world community has
attached great importance are to he achieved, much
attention will have to be given to bridge the gap be-~
tween plan formulation and plan implementation. In
view of the urgency of the problem, the Committee
for Development Planning, which was established in
1966 by the Economic and Social Council, has decided
to place major emphasis in its own work on the

it

problem of plan implementation. The Committee’s
report on its second session, held in Santiago,
Chile, in April 1967, provides both an analysis of
and recommendations concerning plan implementa-
tion, with special reference to Latin America.l A
number of aspects of the subject were also examined
by several members of the Committee in individual
papers prepared by them for that session; those
papers are being published in a volume entitled
Planning and Plan Implementation.?

The first four chapters of part One of the present
Survey discuss some aspects of plan implementation
in developing countries. These are followed by three
chapters which review certain aspects of the ex-
perience of the centrally planned economies that may
be relevant to the problems of plan implementation
in developing countries. It is hoped that all these
chapters, together with the report of the Committee
for Development Planning and the volume Planning
and Plan Implementation will contribute to a broad
public discussion of the important policy issues in-
volved.

Part Two of the Swrvey, which is issued as a
separate volume, deals with the salient features of
the world economic situation. It covers the events
of 1966 and early 1967 and summarizes the principal
developments in, first, the world economy as a whole
and, then, in each of the three broad groups of coun-
tries constituting the world economy—namely, the
developed market economies, the centrally planned
economies and the developing countries. It incor-
porates information provided by Governments in re-
sponse to the Secretary-General’s questionnaire on
economic frends, problems and policies circulated
in November 1966.

The World Economic Survey is prepared in the
Centre for Development Planning, Projections and
Policies of the Department of Economic and Social
Affairs of the United Nations Secretariat,

1 Official Records of the Economic and Social Council,
Forty-third Session, Supplement No. 7 (E/4362).
2 United Nations publication, Sales No.: 67.11.B.14.
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Explanatory notes

The following symbols have been used in the tables throughout the report:

Three dots (... ) indicate that data are not available or are not separately
reported

A dash (—) indicates that the amount is nil or negligible

A blank in a table indicates that the item is not applicable

A minus sign (-) indicates a deficit or decrease, except as indicated
A full stop (.) is used to indicate decimals

A comma (,) is used to distinguish thousands and millions

A slash (/) indicates a crop year or financial year, e.g., 1960/61

Use of a hyphen (-) between dates representing years, e.g., 1961-1963,
signifies the full period involved, including the beginning and end years.

Reference to “tons” indicates metric tons, and to “dollars” ($), United States
dollars, unless otherwise stated.

Annual rates of growth or change, unless otherwise stated, refer to annual
compound rates.

Details and percentages in tables do not necessarily add to totals, because
of rounding.

The designations employed and the presentation of the material in this
publication do not imply the expression of any opinion whatsoever on the part
of the Secretariat of the United Nations concerning the legal status of any country
or territory or of its authorities, or concerning the delimitation of its frontiers.
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Chapter [
SOME CONDITIONS FOR THE EFFECTIVE IMPLEMENTATION OF PLANS

While a great many developing countries have
drawn up development plans in recent years, com-
paratively few have experienced much success in
achieving their targets. The fact that plans have often
not accomplished what they set out to do is com-
monly equated with a failure in plan implementation.
This simple measure of success or failure, though
not without validity, is subject to some qualifications.

Certainly, it would be everywhere accepted that
even the best laid plans sometimes fail for reasons
that have little or nothing to do with planning but
a great deal to do with human fallibility in predicting
the course of future events. In some instances,
political upheaval has rendered national planning
largely irrelevant; or an unexpected deterioration in
world market conditions or a series of bad harvests
has radically altered the economic situation; or ex-
ternal aid for development programmes has unex-
pectedly failed to materialize. No one would deny
that the effects of such events have to be discounted
in appraising the success or failure of a plan.

Even when allowance has been made for such un-
foreseeable events, the frequent discrepancy between
plans and performance cannot always be ascribed to a
failure in implementation. Some of the disappoint-
ment with progress in implementation has undoubt-
edly been misplaced. In many developing countries,
ambitious national plans have been drawn up but these
have outreached the power of Governments to im-
plement them. And where plans require actions that
are beyond the power of the executing authorities
to command, the fault surely lies not in the failure
to implement but in the lack of realism of the plans.

The tendency of plans to outreach the power of
most Governments in developing countries has been,
in large measure, a consequence of the emphasis on
comprehensive planning. It is relevant to recall that
the movement towards the construction of plans with
a comprehensive and consistent set of targets arose
from the criticism of earlier post-war plans that they
dealt only with particular sectors or with groups of
public investment projects and that the proposals
for these sectors or projects could not be properly
evaluated in the absence of a framework for the econ-
omy as a whole. For this reason, plan formulation
in more recent years has been concerned with the

construction of an economy-wide perspective. This
is all to the good. The elaboration of a comprehensive
framework is certainly needed as a guide to the
design of development policy since it permits, first,
a more systematic exploration of the kinds of changes
in the structure of production required to maintain
or accelerate growth and, secondly, the identification
of the actions that can be taken by government to
bring about these changes. In the process, however,
many of the quantified changes, which are more in
the nature of forecasts and are not within the power
of Governments to determine with any measure of
certainty, have tended to assume the status of targets.
It has been too easily forgotten that, in most of the
developing countries, most agricultural and industrial
production and a major part of investment are under-
taken within the private sector; and while the in-
fluence which most Governments can exert on the
private sector is not inconsiderable, it is not so
great that it can in any way ensure that the necessary
decisions will be taken. Thus, if plan implementation
is taken to mean the execution of a programme of
action designed to reach certain specified objectives
or quantified targets, then in most developing coun-
tries the power of the Government to carry out com-
prehensive plans is circumscribed. In fact, their
capacity to implement plans in this sense is limited
largely to partial plans for the public sector.

This argument should not be pushed too far. In
the present-day world, no sharp line of distinction
between the private and the public sector can be
drawn, and there are many shades of difference in
the control or influence exerted by Governments not
only among countries but also among activities within
the same countries. Further, the argument does not
mean that policies for influencing decisions within
the private sector should not be designed within the
framework of a perspective for the economy as a
whole. But it is salutary to bear in mind that, in
mixed economies with large private sectors, success
or failure in the achievement of targets for the econ-
omy as a whole is not a fair measure of govern-
mental performance in the implementation of plans;
in this area, implementation has to be judged rather
in terms of the effectiveness with which policies
intended to influence private decisions have been
designed and executed.
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It is when a more modest and restrained definition
is placed upon planning, as the design and execution
of partial plans, that failure to realize objectives and
targets can be more properly described as a failure
in implementation. Even interpreted in this more
limited way, however, experience in implementation
has generally been disappointing. Many of the
weaknesses have arisen at the various stages of ex-
ecution and a number of these are discussed in other
papers. But, particularly in countries making their
initial attempts to plan, these weaknesses have also
had their source in plan formulation,

Development planning has been defined as the plan-
ning of development policy. But it would appear
that in their initial attempts to establish planning
processes many developing countries have tended to
lose sight of this aim. Perhaps as a consequence of
preoccupation with the unfamiliar techniques of plan
elaboration, planning has tended to be too largely
identified with the task of preparing a comprehensive
and consistent set of objectives and targets for the
plan period. The plan has been drawn up by a group
of technicians working in comparative isolation from
the normal governmental processes; and instead
of being an instrument for reaching policy decisions
it has become an exercise in what might happen on
the assumption, often implicit, that a whole array
of changes in policies and institutions would be made.

Of course, it has not infrequently been true that
the preparation of a plan document by a small tech-
nical group has largely satisfied political intentions;
the plan has been meant as a vehicle for the state-
ment of a political position, and not as an operational
instrument. But when the plan is intended to guide
policy decisions, it is clear that a quite different ap-
proach to plan formulation is called for. As will be
illustrated below from the experience of countries
with fairly well-established planning systems, it is
essentia] to draw the various decision-making groups
into the process of formulation so that, through con-
sultation and agreement at the various decision-
making levels, a programme of action for implemen-
tation of the plan might be evolved. In this sense, the
effective implementation of plans begins at the stage
of formulation,

It is certainly not to be pretended that the task
of obtaining broad support and agreement for the
actions required to implement a plan can ever be
accomplished easily or without friction. It must
embrace not only the various arms of government
but also the different political and social groups in
the nation, and it is therefore an exercise in political
compromise. For those anxious to accelerate eco-
nomic growth, however, a dilemma is always present
which must somehow be resolved. While any plan
which is more than a mere projection of past trends

is bound to propose changes that modify existing
social and institutional conditions, every plan has to
be initiated and to find acceptance within these same
conditions. A plan which fails to take account of the
political realities presented by these conditions may
not secure support for the policies necessary for its
implementation. It may serve some educational role
of long-run importance in changing the climate of
political opinion ; but it will not be a programme of
action. At the same time, if it falls into the opposite
error of proposing no lines of action which do not
conform to “present political realities”, it may fail
in its intended purpose of promoting development,
Some point of political balance has to be found be-
tween these two extremes.

The devising of plans which are politically realistic
and yet effective programmes of development is a
process which, though not assured, can be eased
through the piecing together of suitable machinery
and other arrangements to link the various decision-
making groups. The machinery, moreover, must link
planning and decision-making at the various political
and administrative levels and in the various phases
in execution of the plan. In a functioning planning
system, the distinction between plan preparation and
plan implementation is, in fact, more formal than
real. Planning takes place at all levels from the initial
preparation of a comprehensive framework down to
the planning for construction of a specific project;
and it takes place in all phases of implementation as
medium-term plans are broken down into progres-
sively shorter programmes of action. These proce-
dures, however, can only be developed over time as
attempts are made to construct and implement plans.
‘While the capacity to formulate and implement plans
may initially be very limited, it is only through at-
tempts to plan that the machinery for planning can
be put together.

In the sections that follow, an attempt is made to
indicate briefly the relation the main decision-making
groups bear to the planning process by illustration
from the experience of several countries with fairly
well-established planning systems. Though the em-
phasis throughout the discussion is on the problems
of developing countries, examples from certain de-
veloped countries are also used to throw light on the
issues involved.

THE ROLE OF THE EXECUTIVE

Having general responsibility for the framing and
execution of policies, the executive head of govern-
ment, together with his council or cabinet, stands at
the centre of the whole planning process. In a formal
sense, all the policy decisions undertaken within
government in the course of plan formulation or im-
plementation require the approval of the executive
head, either directly or through his ministers. In
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more operational terms, however, the participation
of the highest political authorities in planning is
generally confined to major policy issues.

In the formulation of plans, the practice established
in countries with some years of planning experience
has called for participation by the executive heads
at an early stage of preparation. A broad framework
of possible targets and policies has been elaborated
by the planning agency and submitted to the executive
head and his council for consideration of the major
alternatives and determination of the major ob-
jectives and lines of policy to be pursued. The tech-
nical work at this stage has usually not required ex-
tensive machinery or complex techniques; it has
been at a fairly aggregative level, resting on analysis
of general trends and prospects and the use of some
simple model. In fact, a primary condition for the
success of such work has been that it should pose
the main alternatives and policy issues in forms that
are clearly intelligible to the policy maker. The
purpose has been to elicit discussion and initial
decision on such issues as: the size of the public
development programme, taking into account its
implications for fiscal policy and the degree of de-
pendence on foreign aid; the relative emphasis on
agriculture, industry, infrastructure or the social
sectors; the regional distribution of public expendi-
ture; employment policy, or policies for institutional
or administrative reform. Through consideration of
such issues by the political authorities at this pre-
liminary stage of plan preparation, some balance has
been struck in the priorities to be attached within the
plan to conflicting political and social objectives.

Tllustrations of this procedure could be drawn from
several countries, but mention may be made here of
the examples of Pakistan and France. In Pakistan,
when preparation of the medium-term plan is initi-
ated, the Planning Commission prepares a “prelimi-
nary policy paper” which identifies broad policy ob-
jectives, estimates resources required for the plan,
and makes tentative proposals regarding the size of
the plan and the sectoral allocation of resources. That
paper is circulated for comment to central ministries
and provincial governments. In the light of these com-
ments and of subsequent discussions with the minis-
tries a paper setting out “guidelines” is prepared and
submitted {for approval to the National Economic
Council, which is the supreme economic policy-
making body and is chaired by the President.

In France, notably in connexion with the prepara-
tion of the fifth plan, the process of plan formulation
has been initiated by the Planning Commission with
the formulation of a number of variants for consid-
eration by the Government. These have been pro-
gressively modified in the light of discussion by the
executive and of the latter’s decisions with respect

to policies. In this way, the major “options” have
been elaborated and these have been subsequently
submitted to Parliament for its consideration and
approval, These procedures have been designed to
ensure that the possibilities of implementation would
be considered in the course of plan elaboration and
that the Government would have the opportunity to
consider at an early stage the implications of the
choices which it might make.

Thus, in these countries, at the preliminary stage
of plan preparation the policy makers have been called
upon to make certain decisions regarding major
issues. Proposals regarding plan targets and policies,
moreover, have been elaborated in sufficiently con-
crete terms so that these decisions have related to
specific questions of plan content rather than to
abstract issues of strategy. It is true that there is
always a danger in such consultations between plan-
ners and the political authorities if they are held
too early and too frequently. It may induce such a
preoccupation among planners with present political
realities that they cease to make the bold policy
proposals for development which, as an advisory
group, it is their function to do. But in most devel-
oping countries, the problem has been the converse,
and arrangements for consultation have been inade-
quate.

THE ROLE OF THE LEGISLATURE

By virtue of its legislative authority, the parlia-
ment or congress may make or mar plan implementa-
tion. Since all plans invariably require some legis-
lative action to empower the executive to carry out
its policies, they must in some sense be reconciled
with the political position of the legislature. But the
particular procedures which may suitably be followed
in order to fulfil this condition are bound to vary
with the political situation and constitutional system
prevailing in each country.

In most countries, parliament or congress has had
no formal role in the preparation of the plan; the
views of the legislature on the acceptability of the
plan proposals have been ascertained by informal
means. In France, however, as just noted, the plan
outline indicating a number of alternatives or
“options™ has been submitted to Parliament and the
preparation of the plan itself has been completed
only after these “options” have been voted upon.
And in India, comments on the plan outline have
been prepared by Parliament after it has been con-
sidered in detail by a number of parliamentary
committees.

Practice has similarly varied among countries in
regard to the submission of the final plan document
to the legislature. In some countries, medium-term
plans have been submitted to the parliament or
congress to be voted into law. Some have contended
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that such enactment raises the status of plans in
the eyes of both political leaders and the public and
that, moreover, in committing the executive to its
implementation, it ensures continuity in the event
of a change in government. On the other hand, no
medium-term plan can set out all the specific steps
to be taken for its implementation and its legislative
enactment can at best only ensure in a general way
that subsequent actions of the Government or legis-
lature conform to the objectives of the plan.

A number of other countries, including France,
India and Turkey have adopted a compromise solu-
tion by which the plan has been submitted to Parlia-
ment for discussion and approval as an instrument
for guiding the Government’s economic and social
development policy. However, many developing
countries have not followed any formal procedures
for submission of their plans; and these have simply
been accepted as statements of the Government’s
economic and social policy. Experience, in fact, in-
dicates that the formal status of a plan has had little
effect on its execution. Ultimately, it is not the status
of a plan but its political realism and the commitment
of the Government to its execution which determine
how effectively it is implemented.

PLANNING AND THE PRIVATE SECTOR

It has already been mentioned that, since a
major part of the total output and investment of
most developing countries lies within the private
sector, only a qualified meaning can be attached to
the implementation of comprehensive plans. This,
however, in no way lessens the need to promote
activity in the private sector in the desired directions.
The very size of the sector has in fact led many
planners to insist upon the importance of enlisting
its active participation in the planning process. The
machinery and the measures which some developing
countries have employed to this end are the subject
of a separate chapter. But, in the context of the
present discussion, the nature of the relation of the
private sector to the planning process may be briefly
explored.

Assertions of the importance of the participation
of the private sector in planning may sometimes
represent no more than general expressions of hope
that the community at large will strive more ener-
getically and harmoniously towards the objectives
of development. What is discussed here, however,
is the more specific and concrete issue of the relation

11n France, for instance, the law relating to the adoption
of the fifth plan (Law No. 65-1001 of 30 November 1965)
is phrased as follows: “The S5th Plan... annexed to the
present law is approved as a frame for the investment pro-
grammes for the period 1966-1970 and as an instrument for
the orientation of economic expansion and social progress”.
(Unofficial transiation.)

of private producers to the planning process since
the power of decision which they wield over output
and investment is clearly of immediate, and major,
relevance for development policy.?

Where plan targets for output and investment
have been expressed in very aggregative terms, the
meaning of participation by the private sector in
the planning process has likewise been of a very
general nature, The main problem for government
has been to create conditions conducive to the ex-
pansion of private activity, and this is a problem
not uniquely related to planning. In some countries,
however, the introduction of planning has given rise
to additional difficulties because it has been identified
by private producers with governmental interference
inimical to their interests. In such a context, efforts
to overcome the hostility of the private sector and
to persuade producers that governmental and private
action may be mutually supporting rather than con-
flicting, have been of major importance. To this end,
some Governments have arranged for the representa-
tion of private groups on their high-level planning
bodies; this has supplemented the use of the more
established means for spreading understanding of
their plans. However, participation of the private
sector in the planning process, when interpreted in
this general sense, is obviously no more than a part
of the general problem, which confronts all Govern-
ments, of explaining and gaining political support
for their policies. While the actual network of po-
litical and organizational relations between the central
authorities and the private sector which has devel-
oped in individual countries is often very complex,
it is part of the political fabric and need have no
special association with planning.

Such consultations with the private sector, how-
ever, have also served another purpose more directly
related to the planning of development policies. They
have been a means through which the public au-
thorities could obtain, and exchange information
about, technical and economic conditions surround-
ing different activities. Such knowledge, which is in
the nature of field research, is a prerequisite for the
design of measures and, as discussed in a later sec-
tion, has often failed to receive the attention it
deserves. The ineptitude of governmental measures
is the frequent complaint of private producers and
it should be recognized that the lack of direct

2 This is not to ignore the fact that the private sector is
also composed of many other economic and social groups,
stch as trade unions, or rentiers, whose responses to policy
are important for development. While, for example, most
development plans have centred their attention mainly on
questions surrounding the level and composition of output
and investment, the effect of plans and policies on income
distribution may, if the attitudes of the various social groups
have not been taken into account, bring failure in imple-
mentation. However, it has not been possible to deal with
issues of this nature in the present chapter.
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knowledge on the part of government officials not
infrequently justifies their complaint.

More direct forms of participation in planning by
the private sector, particularly the industrial sector,
have, however, been advocated. The impression has
gained ground that effective planning in mixed
economies demands the elaboration of a comprehen-
sive system of targets for output and investment of
all the major branches of productive activity, and
that, since many of these branches are under private
control, a network of committees is needed in order
to secure the participation of private producers in
the formulation of targets and implementation of
plans. This impression has acquired force from the
example of planning in France where such a system
of committees, covering most branches of activity,
has functioned successfully for some time.

Several advantages have been claimed for such an
extensive form of private participation. For one thing,
consultations with the private sector about the targets
and forecasts for private activity have been a valuable
step towards formulation of a comsistent plan® A
main advantage which observers have stressed, how-
ever, has been the role of the committees in inducing
producers to act jointly in ways that will bring
about attainment of plan targets. On the one hand,
the plan has served as a kind of national market
research survey, revealing to producers what the
growth in demand for their output could be if its
assumptions were realized; on the other hand, the
committees have served as a means through which
the confidence of producers in the feasibility of the
plan could be strengthened. And the more individual
producers could be persuaded to act in accordance
with the plan—because they believe that other pro-
ducers would do likewise—the more the assumptions
of the plan about private producer behaviour would
be translated into reality,

81In the formulation of plans, the detailed elaboration of
targets for output and investment in the private sector
during the final year of the plan is usually undertaken on
the ground that it improves the test of the plan’s consistency.
The preoccupation with the final-year consistency of a plan
in developlng countries has been criticized as misplaced since,
in view of the great uncertainties which underlie both the
estimates in plans and the course of actual events over the
plan period, the likelihood of detailed plan targets being
realized is very slight (see, for example, R. Vernon, “Com-
prehensive model-building in the planning process: The
case of the less-developed economies”, The Economic
Journal (Cambridge), March 1966). ThlS, however, does
not take account of the fact that a principal reason for test-
ing the consistency of a plan is to determine whether its
priorities are correct. The most important question is not
whether targets will be realized but whether the relative
emphasis of policies among different sectors and branches
of activities is such as to minimize the emergence of im-
balances. However, the criticism is well taken in the sense
that the detailed elaboration of targets embracing all branches
of production is, for this purpose, probably not necessary
in many developmg countries. The exercise becomes useful
only where the Government utilizes such policy measures
as direct controls which are highly specific in effect.

However, as members of the Commissariat du
Plan have themselves pointed out, it is very doubtful
whether the French system can be usefully trans-
planted to the conditions of a developing country.
The system operates in conditions of a developed,
industrial economy where habits of consultation
among industrialists and with the central authorities
have been long established. In origin, moreover, the
purpose of the system was different from what might
be expected in a developing country. As their name
betokens, a principal aim of the modernization com-
mittees was to stimulate review of, and to promote
innovation in, an industry which, before the war,
had been highly protected and technologically back-
ward; and, in view of the highly diversified nature
of the economy, a fairly complex network of com-
mittees became necessary for this purpose.

In most developing countries, both the general
economic conditions and the purposes of planning
are quite different; and these suggest that arrange-
ments for participation by the private sector should
follow different lines. In most developing countries,
industrial output is composed to a large extent of
consumer goods and, while there may be an interest
in restricting or preventing the production of luxury
and semi-luxury products, the composition of the
bulk of the output is not a matter which is of critical
importance for planning. For the implementation of
plans, two questions regarding output and invest-
ment in private consumer goods industry are im-
portant. The first is whether the total volume .of
final output expands according to the forecast; and
on this score, the need for active participation of
the private sector in planning takes the form, dis-
cussed above, of creating a climate of confidence
among private producers and investors in the long-
term prospects of the economy. The second is
whether the lines of production which are initiated
or expanded in the private sector are those which
maximize output in relation to scarce productive
resources, most notably, capital, skilled labour and
foreign exchange. For this purpose, what is needed
is not the active participation of the private sector
in formulation of the plan but the establishment of
guidelines by the central authorities to indicate the
kinds of new activities which, because of their effects
on scarce resources, will be favoured by such gov-
ernment measures as selective fiscal or credit policies
or import and building licences.

This said, however, some qualifications must be
immediately added. While little importance attaches
to the relative proportions in which the increases
take place in the output of such commodities as,
say, bicycles, household utensils and furniture, this
does not mean that no specific branches of production
are of special interest. In undertaking development
planning, a main purpose is the consideration of
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trends and problems within a longer-term perspec-
tive, in order to identify actions which need to be
taken now if future growth is not to be slowed down
by the emergence of foreseeable shortages or diffi-
culties. Viewed in this way, development planning
is a coatinuing effort to take current decisions so
as to correct for emergent or foreseeable imbalances.
It is not so much planning for balanced growth as
planning to lessen an unending succession of actual,
emergent or foreseeable imbalances which arise as
the consequence of growth.

But the areas of production in which imbalances
are likely to emerge are precisely those in which
the initiative of the private sector is often weakest,
In the industrial sector, these areas embrace infra-
structure projects and the industries producing capi-
tal or intermediate goods where capital costs are
large, gestation periods lengthy and profitability un-
certain. To these must be added food production
in the agricultural sector, where the weight of tradi-
tional institutions and customs also smothers private
initiative. And mention should also be made of the
development of production for export, which is
another area of weakness in many countries.

In most, though not all, developing countries,
infrastructure projects are undertaken entirely within
the public sector, and the question of the participa-
tion of private producers does not arise. In the
production of capital and intermediate goods, how-
ever, some combination of roles by both the public
and the private sectors is common; these range from
coexistent public and private enterprises in the
same industry, through different kinds of mixed
ownership to exclusive private ownership supported
by specially favourable governmental measures. And
it is in. such specific areas rather than throughout
industry as a whole that the need exists for par-
ticipation by private producers in the planning
process. Programmes for specific industries in these
areas must clearly be drawn up and implemented in
close consultation with private producers.

In the food-producing sector, it is irrelevant to
speak of private participation in similar terms. Com-
posed as the sector usually is of a multiplicity of
landowners and a large, illiterate peasantry func-
tioning within a traditional system of social relations,
the reform and modernization of the sector is a
condition of meaningful participation. It is where a
modern sector has been established that some form
of participation through co-operatives or farmers’
organizations has been most practicable.

The conclusion to which this discussion leads is
that, given the stage of development and the pur-
poses of planning in most developing countries, it is
not generally necessary for effective planning to have
a comprehensive set of targets for output and invest-

ment in the various branches of private activity,
together with the participation of private producers
in a comprehensive system of planning committees
at the branch level. Ad hoc committees, however,
for specific lines of production whose development
is of long-run importance for the economy, may be
very much needed. But the limited nature of direct
participation at the level of specific branches of
production in no way lessens the importance of
efforts at the national level to broaden general sup-
port throughout the private sector for planned de-
velopment.,

ADMINISTRATIVE MACHINERY FOR PLANNING

While plans are political documents, they must
initially be formulated and finally be implemented
by governmental administrations. Even where the
political commitment to planning has been assured,
the problem facing most developing countries in
welding together machinery for planning within gov-
ernment has by no means been inconsiderable. Ad-
ministrative systems were generally established to
fulfil functions much more limited than those de-
manded of present-day Governments, and administra-
tions have not possessed the flexibility needed to
carry out new and larger responsibilities efficiently.
The over-centralization of authority, the concomitant
lack of competent staff at the middle and lower levels
and the consequent multiplication of cumbersome
and time-wasting procedures have been among the
major reasons for administrative rigidity. Further,
the habit of interdepartmental co-ordination of ac-
tivities, so necessary for planning, has been largely
absent. Some observers have, in fact, singled out
administrative inefficiency or limited administrative
capacity as principal obstacles to the introduction
of an effective planning process in many developing
countries. This should not be understood to mean
that the introduction of a functioning planning sys-
tem is simply a matter of making suitable organiza-
tional arrangements within government. The effective
establishment of such a system depends first and last
on the political commitment to planned development.
But it is true that the creation of an efficient organi-
zation is an important subsidiary task.

In discussions of the machinery for planning,
much emphasis has sometimes been placed on the
issue of the status and location of the central planning
agency. This has been in recognition of the fact
that, if planning is to become firmly rooted, the
planning agency needs to be well established as a
permanent institution of the governmental system,
The status and location of the planning agency are,
in fact, not merely an administrative question but
are indicative of the importance attached, at the high-
est political level, to development planning. Where
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planning is being seriously attempted, it is essential,
as described earlier, that the executive heads of gov-
ernment play a direct role in plan preparation. The
executive heads must decide on the objectives and
major policies of a plan, and since the central plan-
ning agency is responsible for the technical work
underlying these decisions, it will necessarily be
placed close to the centre of government.

In practice, the arrangements which most coun-
tries have chosen in establishing central planning
agencies have comprised one of the three following
kinds: the establishment of a planning unit within
an existing administrative department such as the
ministry of finance or economic affairs, the creation
of a new planning ministry under a political head,
or the establishment of an autonomous body with a
governing body as well as a technical secretariat.
A fourth variant adopted by some countries, such
as Venezuela, has been to establish a technical secre-
tariat under the direct authority of the chief executive.

There is no single arrangement that will suit all
countries, and each particular variant raises its own
political and administrative problems. But those de-
veloping countries with considerable planning ex-
perience have tended to favour the creation of an
autonomous body closely linked to the executive.
For the reasons suggested above, it is argued that
the central planning agency needs to have easy access
to the political authorities and to have the status
within the governmental system that will enable it
to obtain information from, and enter into discussions
with, other government departments. It is also
stressed that the autonomy of the planning agency
is a guarantee of its impartiality in advising the
executive on programmes and policies affecting in-
dividual ministries and agencies.

However, while the status and location of the
central planning agency is not unimportant, it can
hardly be stated too strongly that planning is a
function which has to be carried out by the govern-
mental administration as a whole. It cannot be ade-
quately discharged without the full participation of
the operating ministries and agencies. The planning
agency has the task of advising on development
policies and of promoting their co-ordination within
the framework of the plan. But the operating min-
istries and agencies, being responsible for the prepa-
ration and execution of programmes and projects
and for the administration of laws and regulations,
are the media through which development policies
are translated into action. In advising ministers on
policies and in administering policy decisions, they
have an essential role to play in both the formulation
and the implementation of plans,

The problem of drawing the administrative depart-
ments and agencies into the planning process is

partly a question of inducing them to develop their
own machinery for planning. But, as just suggested,
this often demands farther-reaching reform and mod-
ernization of administrative structures. This larger
question cannot be dealt with in detail here, but it
is worth noting that the introduction of planning
can serve to give a forward impetus to such reform.
While the central planning agency tends to be re-
garded at first with suspicion and resentment by
the departments,* it can act as a catalyst in inducing
them to apply the same disciplined approach to the
planning and management of their activities as in-
spires the national plan. It has been the experience
of many countries that the personal efforts of the
head of the planning agency, and the development
of a practice of informal consultation between the
ministries and the planning agency, have often proved
an important means of fostering a new attitude
among the ministries and of bringing them more
effectively into the planning process as active par-
ticipants.

The participation of the ministries and agencies
in plan formulation is needed both at the preliminary
stage when a broad framework is being elaborated
and at the later stage when programmes and projects
for separate sectors and activities are being worked
out. At the preliminary stage, as discussed earlier,
the task of the central planning agency is to provide
the executive with a general analysis of trends and
possibilities that will enable the latter to take de-
cisions on major policy issues. In the preparation
of this analysis, the ministries can provide expert
knowledge about problems or possibilities in their
own areas of activity, thus not only verifying the
judgements of the planning agency but also leaving
it freer to perform its unique function of assessing the
interrelations of the different sectors and activities.

Countries with substantial planning experience
have generally evolved procedures to provide for
such consultation at this stage of plan formulation;
and these procedures have certain common features.
At the ministerial level, co-operation has been for-
mally established through the membership in the
planning commission or in interministerial planning
committees of the heads of departments responsible
for developmental subjects. At the working level,
the departments have usually been brought into the
planning process when the planning agency has in-
vited their comments on an early outline of the

4 The early experience of Pakistan has been described as
follows: “The (Planning) Board’s requests for information
or for the submission of proposals frequently encountered
passive resistance which handicapped and delayed its work.
When it began making suggestions for changing projects
submitted by the various ministries, departments and
agencies, apathy sometimes gave way to open hostility”.
Albert Waterston, Dewvelopment Planning, Lessons of Ex-
perience (Baltimore, Johns Hopkins Press, 1965), p. 439.
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plan. This has been the practice, for instance, in
India, Pakistan, the United Arab Republic and
Venezuela. At this point, the departmental staff has
had an opportunity to examine the plan proposals
as they affect activities within the jurisdiction of
the department, to express their views on these pro-
posals and to suggest changes. These comments and
suggestions have been reviewed by the planning
agency and taken into account in the further elabora-
tion of the plan. A decision regarding the extent
to which the plan outline should be modified in the
light of these comments may be taken by the agency
on the basis of the general guidelines it has been
given, or it may have to be reached at a higher level.

In connexion with the preparation of the final
draft of the plan-frame, sectoral or functional work-
ing parties or advisory panels which include senior
government officials have sometimes also been estab-
lished to assist the planning agency in its work.
Alternatively, or in addition, representatives of the
operating departments and others have been invited
to participate in “round-table” discussions of specific
aspects of the plan. Such discussions, for instance,
have been an important regular feature of the process
of plan formulation in France and Venezuela. They
have been found valuable not only because of their
substantive contribution to the formulation of the
plan but also because of the opportunity which they
afford for closer contacts among officials of the
various departments and the planning agency.

Once the plan outline has been completed and
approved, the plan enters its second stage when
programmes and projects for the various sectors and
activities have to be worked out. Plan preparation
at this stage, when broad targets and guidelines are
translated into specific programmes, rest very heavily
on the work of the ministries and agencies. Com-
monly, however, in the initial attempts of countries
to carry out development plans, this has proved to be
the weakest link in the planning process. It has been
observed with regard to experience in Pakistan that:

“The fundamental weakness of the First and
Second Plans has been that the planning was not
built in depth; whereas an effort was made to
develop consistent, aggregative planning frame-
works, not enough effort went into filling these
frameworks with well-conceived, well-engineered
projects and programmes. This has had the double
disadvantage of making planning somewhat theo-
retical and vague at the project level and creating
difficulties in the way of offering an adequate
portfolio of projects for purposes of foreign aid
commitments.”?

8 Mahbub ul Haq, The Strategy of Economic Planning:
A Case Study of Pakistan (Xarachi, Oxford University
Press, 1963). .

This observation regarding the lack of concrete
programmes could be applied to the early phases of
planning experience in virtually all developing coun-
tries. And because the supply of suitable projects.
has been inadequate, the implementation of public
development programmes has been impaired, While-
the consequence may sometimes have been that avail-
able resources have remained under-utilized, it should
be noted that this has not necessarily been so. The
more likely outcome has been that the resources.
intended for the public development programmes.
have been absorbed by unplanned increases in private-
or social consumption or in private investment. In
other words, the actual level and composition of
total investment has turned out to be different from
that which was intended or planned. The whole:
quality of the development effort has been adversely-
affected, not because resources have been inadequate,,
but because they have been under-utilized or mis~
allocated.

Faced with the inability of particular ministries.
or agencies fo generate a sufficient supply of projects,.
countries have resorted to various measures to over-
come the problem. In some countries, central plan-
ning agencies have sought to compensate for the
weakness of individual ministries by directly under-
taking the preparation of projects themselves, Others
have established committees of professional and busi-
ness men with technical and local expertise whose:
function has been to act as a source of ideas for
possible projects. Yet others have introduced special
programmes to enlarge the supply of projects; Paki-
stan, for example, carried out a “crash programme™
under which a large number of feasibility studies
were completed by domestic and foreign technicians:
in order to build the stock of projects available for
execution in the latter part of its second plan and
during its third plan.

But it is recognized that as a longer-term solution,,
the emphasis needs to be upon the creation of plan-
ning units within the various ministries and agencies,
these units being charged with the preparation of
programmes and projects on a continuing basis..
What has often hampered the establishment of effec--
tive units has been the lack of personnel with the-
skill and training to prepare and appraise potential
projects. Foreign technical assistance has been help~
ful in easing this problem, but the primary need has:
been for the extensive training of national personnel.

Many developing countries have recently been at-
taching much greater importance to this aspect of
planning and they have been taking steps to
strengthen their resources for such work. However,
the considerable emphasis which has been given in
the past few years to the need for careful preparation
and appraisal of individual investment projects should
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not be allowed to obscure the fact that the task of
elaborating more effective programmes for different
sectors and branches of the economy has broader
ramifications. While the systematic preparation of
feasibility studies for a sufficient number of individual
investment proposals is an essential step in the
elaboration of programmes, it is not the only step.
It has to be preceded by the initial identification of
possible projects which would appear to respond
best to actual needs or to take fullest advantage of
existing opportunities. Further, the individual invest-
ment projects proposed for implementation within a
sector should be considered both in relation to each
other and in relation to other measures as compo-
nents of a coherent programme for the sector. In
other words, the elaboration of a sectoral programme
does not begin and end with the preparation and
appraisal of individual projects; it begins with
research into the development problems and pos-
sibilities of the sector and ends with a programme
not only of individual projects but also of other
measures which together best meet these problems
and possibilities.

This criticism may appear to be a counsel of per-
fection. It is advanced, however, not as an argument
for formally more complete planning but to stress
the importance of research as a determinant of the
quality and effectiveness of development programmes.
The effectiveness of the projects proposed for imple-
mentation, no matter how carefully prepared and
appraised, can be no better than the skill and know-
ledge which is applied to the preliminary identifica-
tion of possible projects; in other words, it can be
no better than the technical, economic and social
research which {s undertaken to reveal new oppor-
tunities and to define the steps needed to overcome
existing problems. It is through such research that
the specific objectives to be pursued in individual
sectors can be clarified and that, moreover, the need
for programmes of interdependent projects and mea-
sures can be more readily appreciated.

The experience of developing countries in at-
tempting to plan the expansion of agricultural out-
put perhaps provides the most obvious evidence in
support of this criticism. Development plans have
generally called for an acceleration in the growth
of agricultural output and various measures, includ-
ing public investments, have been utilized to promote
this aim. But actual performance has commonly
fallen substantially short of the expectations em-
bodied in plans, and the effectiveness of the various
measures has repeatedly been called into questiomn.
The fact, however, is that the measures and invest-
ment projects actually carried out have often been
chosen on the basis of scant knowledge about the

physical and institutional conditions determining the
behaviour of producers. The selection of measures
and projects has been guided more by broad pre-
conceptions about the requirements for increased
output than by objective identification of the specific
obstacles or limitations to expanded output which
prevail in the various agricultural areas of the
economy. This no doubt helps to account for the
pilecemeal nature of many of the projects and mea-
sures which have been implemented. Most certainly,
the obstacles to the expansion of output have some-
times been of an institutional nature rather than of
a simply technical or economic character, and the
main difficulty has been political resistance to insti-
tutional reform. But even where such reform has
been a possibility this alone has not been a solution
to the raising of output, and the need for more co-
ordinated programmes based on more systematic
research and analysis has been apparent.

While the lack is generally evident in agriculture,
1t is true that the case for more thorough research
by gevernment as a precondition for more effective
planning does not apply with equal force to all other
sectors. It is strongest in those areas, such as agri-
culture or transport, in which the innovatory role
of the public sector i{s usually very large. It is ap-
parent, too, that the kind of research required differs
among sectors; the information and analysis needed
for elaboration of a long-term educational programme
is, for instance, of quite a different nature from that
called for in the commodity sectors.

But these considerations do not alter the general
point. Although it is at the sectoral level that some
major problems of development must be solved, the
resources and machinery for planning at this level
have commonly been the weakest element in the
planning process of most countries. Much of the
talent and expertise available for planning has been
absorbed by the central planning agencies in the
preparation of comprehensive national plans, and
the planning units within the operating ministries
have been poorly staffed. More broadly, the min-
istries have remained rooted in their traditional func-
tions and have lacked the new cadres of trained
staff and the organizational flexibility to undertake
the research and planning necessary for the initiation
of new development policies and programmes. It
seems true that a more partial approach to planning,
in which attention was concentrated on certain sec-
tors and branches of activity of strategic importance
for development, could yield greater results to over-
all progress in many countries. And if this is true,
it means that much higher priority should be given
to the reform and strengthening of the operating
ministries.
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REGIONAL AND NATIONAL PLANNING®

Governments in developing, as well as in devel-
oped, countries have become increasingly concerned
about the growing concentration of enterprise and
populations in certain regions and urban areas while
activity in other regions has stagnated or declined.
The problem of regional development planning has
therefore received much attention in recent years.
Various regional and local authorities have estab-
lished planning organs to deal with specific problems
of their localities, but these bodies have tended to
pursue their activities without reference to each
other or to the national planning agency. A few
countries have also attempted to set up a network
of planning organs at various levels of government,
but an effective division of labour and co-ordination
of efforts among these bodies has generally proved
difficult to achieve. Moreover, owing to the paucity
of regional economic data and the shortage of quali-
fied personnel, the scope and quality of regional
plans has generally been inferior to that of the
national plans. This has prevented an -effective
“regionalization” of national development plans.

The construction of regional plans within the
framework of a national plan involves more than
the territorial disaggregation of the latter. It re-
quires that the national plan itself be formulated
with regional development objectives in view. To
this end it is necessary to appraise the feasibility
and implications for national development of various
approaches to regional development and to specify
options as regards the concentration of development
efforts in particular regions. Developing countries,
and even many developed countries, do not possess
adequate economic data for territorial subdivisions
to undertake such analyses. The collection of data
and the study of regional economies is therefore
an essential first step towards improved regional
development planning. This has been attempted, for
instance, in the United Arab Republic where the
planning agency for the Aswan region has under-
taken extensive resource surveys, feasibility studies
for mining and industrial projects and other research,
on the basis of which a comprehensive plan for the
region as a whole has been prepared. In France,
likewise, a number of regional economic surveys
have been undertaken with a view to intensifying
regional planning activities and strengthening the
regional dimension of the national plan.

The main organizational problem in regional plan-
ning relates to the establishment of an effective di-
vision of labour between the central planning agency

6 Regional planning in the sense of multinational planning
is another aspect of implernentation which is of growing
importance for many countries. It has not, however, been
possible to discuss this aspect in the present study.

and the regional planning bodies, The obstacles to
be overcome in this connexion are generally of two
main kinds: conflicts of jurisdiction between planning
organs established by national and regional or local
authorities, and the technical inadequacy of many
subnational bodies responsible for planning. To these
might be added a third obstacle, which is found
especially in countries where administration is highly
centralized, namely, the reluctance of authorities in
administrative subdivisions of the country to assume
planning responsibilities.

An effective division of labour would require that
the outline of the regional plan be prepared by the
central agency in conjunction with the national plan
and in consultation with regional bodies. That outline
would form the basis for the elaboration of detailed
programmes which could best be undertaken by the
regional planning units in the light of their know-
ledge of regional conditions and needs. Regional pro-
grammes would subsequently be reviewed at the
centre, by the planning agency and by the adminis-
trative departments competent in the various fields
covered by the regional programme. The implementa-
tion of specifically regional projects and programmes
would then be undertaken as far as practicable by
the regional authorities.

The first and perhaps most crucial step in this
process, namely, the formulation of a plan outline
for regions by the central agency may be difficult
to achieve where regional and central planning organs
are responsible to different levels of government.
In certain countries with a federal system of gov-
ernment, the preparation of regional plans is within
the competence of state governments; and there is
a major problem of co-ordinating state and national
plans. Only a few countries have so far developed
institutional arrangements through which a certain
measure of co-ordination has been achieved. In India,
for instance, the outlines of state plans are prepared
by state planning organs concurrently with the na-
tional plan, and it is only after their completion
that they are reviewed and co-ordinated by the
Central Government’s Planning Commission in con-
sultation with the state governments. In the case
of Pakistan, the problem of a possible jurisdictional
conflict between provincial and national planning
authorities did not arise because representatives of
the two provincial governments are members of the
(central) Planning Commission which formulates
the national plan in the light of regional require-
ments. In countries where government is highly
centralized, as for instance in France, the central
planning agency usually has jurisdiction over the
planning units in the administrative subdivisions of
the country. Responsibility for initiating the formu-
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lation of regional plans therefore rests with the
central planning organ.

The preparation of detailed programmes by the
regional organs is often handicapped by the lack of
gualified staff to prepare programmes efficiently and
with dispatch. The scarcity of trained personnel
tends to be even more severe in the case of regional
planning units than in central administrative depart-
ments because of the reluctance of people with the
needed qualifications to accept appointments outside
the major urban centres. In these circumstances the
central agency may be obliged to intervene exten-
sively in the preparation of regional programmes
either by centralizing much of the regional planning
work at headquarters or by seconding staff to the
regional planning bodies. An alternative solution,
namely, the physical location of regional planning
units at the seat of the central government, which
has been occasionally adopted as a temporary ex-
pedient, for instance, in Venezuela, where the Cor-
poracion Venezolana de Guayana was established
with temporary headquarters at Caracas, is unsatis-
factory because it removes the regional agency from
close contact with local conditions and institutions.

Whatever specific arrangements may be made for
the elaboration of regional programmes and projects,
regional bodies should be encouraged to participate
to the greatest possible extent. The successful im-
plementation of regional programmes depends in
very large measure on the interest and co-operation
of the inhabitants of the region. This has been found
to be true even in regions of new settlement where
programmes prepared by “outsiders” have occa-
sionally met with resistance even from settlers who
have recently moved to the region.

While the weakness of regional planning organs
has hampered the establishment of effective regional
planning procedures, the assumption of regional plan-
ning responsibilities by the central planning organ
does not provide a satisfactory solution to the prob-
lem in the long run. It should be considered as a
temporary expedient while the planning units at the
regional level are being built up. The central agency’s
role should eventually become primarily that of ini-
tiator and co-ordinator. The effective performance
of that role is, however, of particular importance in
view of the geographic dispersion of regional plan-
ning activities. A clear definition of the respective
function of the central and regional organs is there-
fore necessary and the co-operation between these
bodies should be given an institutional framework.
At the same time regional authorities should be as
far as possible associated with the formulation of
the national plan so that their objectives and needs
as well as their experience may be adequately taken
into account.

SUMMARY

The first and foremost condition for the imple-
mentation of a development plan is the political will
to pursue effective policies. While political realism
is essential in drawing up a plan, an excessive pre-
occupation on the part of planners with the need
to conform the plan with “present political realities”
may defeat its purpose of promoting development.
Political judgement has to be exercised in devising
a compromise between policies desirable for devel-
opment and politically feasible actions.

The limitations on the implementation of compre-
hensive plans in mixed economies should be recog-
nized. Since a major part of output and investment
is subject to private decisions, many of the quantified
changes set forth in plans are not within the power
of Governments to realize, These changes have often
been too readily identified as targets, whereas their
purpose is rather to guide policy decisions.

Plan implementation begins at the stage of plan
preparation when decisions are taken on major policy
issues. It continues at subsequent stages when suc-
cessively more specific decisions are taken on more
disaggregated measures and actions. At each stage
some planning precedes decision taking. The plan-
ning process is thus part of the decision-making
process at every level of government.

The executive heads of governments have to par-
ticipate in the planning process from its very begin-
ning when the major objectives and lines of policy
are determined, In many countries formal, institu-
tional arrangements have been established through
the creation of bodies headed by the prime minister
or chief of state, which have had general respon-
sibility for planning. However, formal procedures
have not necessarily proved more effective than more
informal arrangements; it is the will and ability of
the executive to carry out effective development
policies that count.

Since plans normally require some legislative
action to empower the executive to carry out its
policies, they need to be reconciled with the political
position of the legislature. Procedures to ensure the
plan’s acceptability to the legislature are bound to
vary with the political situation and constitutional
system prevailing in each country as well as with
the specific legislative provisions establishing the
planning machinery. What is important is that these
be sufficient to ensure that the legislative require-
ments of the plan will be fulfilled.

Resistance by the private sector to the plan may
obviously weaken its political foundation. To gain
broad support, some Governments have arranged for
the representation of private groups on high-level
planning bodies in addition to employing the usual
means for publicizing and explaining their plans.



14 Parr ONE. IMPLEMENTATION OF DEVELOPMENT PLANS: PROBLEMS AND EXPERIENCE

In view of the power of decision which private
producers wield over output and investment, more
direct and specific forms of participation in plan
formulation, particularly by private industry, have
also been advocated. A network of mixed committees
for particular industries and branches of production
appears to have been successful in certain developed
countries, but it is doubtful whether the general ap-
plication of such an arrangement is either practical
or necessary in most developing countries. Close
consultation between government and private pro-
ducers, however, is indispensable in branches of
production of strategic importance for growth.

Planning is a function which has to be carried out
by the governmental administration as a whole. It
therefore requires not only the creation of a central
planning agency close to the centre of government
but also arrangements to ensure the full participation
of operating ministries and agencies in the planning
process. The problem of drawing the administrative
department and agencies into the planning process,
however, has generally not yielded easily to solution.
Apart from the establishment of some planning ma-
chinery within individual ministries and agencies, it
has demanded difficult changes in traditional admin-
istrative attitudes and procedures.

In early attempts to introduce development plan-
ning, the preparation of programmes and projects
within sectors by the ministries and agencies has
generally been the weakest link in the planning

process. The most obvious symptom has been short-
ages in the supply of well-prepared projects. But,
in addition, insufficient analysis and information
concerning problems and possibilities in individual
sectors have limited the quality and effectiveness of
proposed programmes both for investment and for
other measures. While central planning agencies have
sometimes been obliged to assume responsibility for
the preparation of projects, the longer-term solution
has been to strengthen the capacity of ministries and
agencies, not only to prepare projects but also to
draw up co-ordinated programmes on the basis of
more thorough economic and technical research.

Regional development planning has suffered from
similar, as well as other, weaknesses. Efforts to
build up suitable machinery and procedures have
encountered such difficulties as a lack of adequate
regional economic data and trained personnel as well
as administrative obstacles to the establishment of
an effective division of labour among organs at the
various levels of government. Attempts to plan re-
gional development from the centre have also been
hampered by a lack of familiarity with local con-
ditions and by the resistance of local populations.
It is generally agreed, however, that regional devel-
opment objectives need to be given greater weight
in the formulation of national plans and that regional
organs need to be strengthened so that responsibility
for the formulation of detailed regional plans may
be decentralized.



Chapter II
THE ROLE OF THE FISCAL BUDGET IN PLAN IMPLEMENTATION

In this chapter, some of the experience and prob-
lems of developing countries in the use of the fiscal
budget as a principal instrument of plan implementa-
tion are discussed. Since the role of the fiscal budget
is complex, its relation to planning has to be viewed
from several standpoints. Through its responsibility
for the preparation and control of the annual budget,
the ministry of finance has customarily been the
primary agency concerned both with the conduct
of fiscal, budgetary and other policies for the short-
term economic management of the economy and with
the annual programming of public expenditure.
These, however, are activities which are central to
the implementation of medium-term plans. Though
it is an aspect of development planning which has
generally received insufficient attention, the effective
implementation of plans depends in no small part
upon the skill with which they are accommodated
to short-term changes in circumstances. At the same
time, programmes for public expenditure, which have
commonly constituted the core of the medium-term
plans drawn up by most developing countries, have
necessarily been executed through the annual budget.
The programmes for public expenditure contained
in medium-term plans, however, have usually ex-
cluded current expenditure from their detailed con-
sideration, although the effective control and ration-
alization of current expenditure have been a condition
of plan implementation. Finally, the fiscal budget
has also been closely linked with planning in its
role as a principal means for increasing the propor-
tion of resources allocated to developmental purposes.

These several aspects of the relation between plan-
ning and the fiscal budget—namely, annual planning,
the programming and execution of public develop-
ment expenditure, the control and rationalization
of current expenditure, and the mobilization of
domestic resources for public sector programmes—
are separately discussed in the following sections.

ANNUAL PLANNING AND THE FISCAL BUDGET

The disaggregation of the public development pro-
gramme proposed in the medium-term plan into a
series of shorter-term action programmes is usually
considered to be one element of annual planning;
and some of the problems which arise on this score
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are discussed in the next section. But before the
composition of expenditure can be considered, the
resources likely to become available for implementa-
tion of the annual programme have to be determined;
and it is this larger aspect of annual planning which
is dealt with here. Besides the programming of
expenditure, annual planning is concerned with a
more difficult, and continuing problem which faces
all countries in the execution of medium-term plans:
this is the flexible management of budgetary and
other short-term policies so as to minimize the
adverse effects of changing circumstances on the
progress of implementation,

An annual plan has been widely identified as a
national economic budget for a period of one year
—an economic counterpart of the customary fiscal
budget. In the developed market economies, national
economic budgeting, though not usually linked ex-
plicitly to a specified time period, has been a familiar
feature of economic management for some years.
For the periodic determination and revision of fiscal,
budgetary and other short-term policies, it has be-
come customary to make estimates of the prospective
trends in aggregate demand and its major compo-
nents, in production and imports and in such other
principal economic variables as employment, wages
and prices. Such work, however, has not required
any planning machinery as usually understood,
though an economic agency or unit has normally been
established within the governmental system for this.
purpose.

In most developing countries, some form of na-
tional economic budgeting, though necessarily in a
much cruder and more incomplete state, has similarly
been attempted; this has usually devolved upon the
economic staffs of ministries of finance or central
banks. However, the requisite character of national
economic budgeting or annual planning in most de-
veloping countries differs in some important respects
from that in most developed market economies; and
there is stronger need for an active role by the plan-
ning agency in such work.

In developed market economies, the analysis re-
quired for short-term policy decisions is largely con-
cerned with highly aggregated demand-supply bal-
ances for the economy as a whole. It is taken for
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granted that demand-supply balance in markets for
specific commodities or productive resources will be
secured through changes in relative prices or through
foreign trade. But in most developing countries, the
greater inflexibility of their productive structures
together with the scarcity of foreign exchange sup-
plies makes such an assumption untenable for their
economies. To assess whether a tolerable over-all
equilibrium will be maintained, it is necessary to
estimate not only the likely demand-supply balance
at the aggregative level but also the likely balance
in markets for critical commodities and productive
resources. The well-known short-run instability in
domestic agricultural production and export earnings
which faces most developing countries only accentu-
ates the importance of estimating these specific
demand-supply balances.!

Failure to make forward estimates of specific
demand-supply balances in order to guide short-term
policy decisions often gives rise to avoidable short-
run difficulties in the implementation of plans. The
planned annual investment programme, for instance,
has sometimes proved impossible to carry out because
it has presupposed a greater expansion in the capacity
of the domestic construction industry than the supply
of trained manpower would allow. The capacity of
the transport industry has similarly been frequently
overlooked as an element limiting the feasible in-
crease in total domestic activity. But perhaps the
most common source of difficulty has been the
emergence of unanticipated shortages in imported
supplies of key commodities; the most typical, and
obvious, instance is one in which supplies of imported
equipment and materials have fallen short of require-
ments for the annual investment programme.? When

1 An illustration of the general point made in this para-
graph, which is interesting because it straddles both of the
situations mentioned, can be drawn from the post-war history
of French planning. In preparation of the earlier French
plans, a system of physical balances was employed to com-
pare likely requirements and supplies of real resources. But
in the last several years, the French economy has hecome
progressively more open as commercial policies have been
gradually modified to conform with the aim of integration
within the European Common Market. With the much
greater openness of the economy and the self-imposed limita-
tions on measures for the control of foreign trade, the atten-
tion of planners has shifted to the maintenance of price
stability and aggregate, demand-supply balance; and the
construction of specific, physical balances has given way
in importance to the preparation of financial balances. This
illustration refers to medium-term planning, but the logic
is no less applicable to annual planning.

2 While this situation is usually identified with a shortage
of foreign exchange supplies, it should be pointed out that
it can also arise for other reasons. When the countries sup-
plying the equipment and materials are experiencing very
high levels of domestic activity, there is a tendency for
delivery periods to lengthen, and if no account is taken of
the increased time-lag between orders and deliveries, the
importing country finds that projects cannot he begun as
scheduled. In such a sitwation it not infrequently happens
that foreign exchange originally earmarked for investment
goods is diverted into financing the importation of consumer
goods which have shorter delivery schedules.

such bottle-necks have arisen, the stock of unfinished
projects has tended to increase and, unless very
prompt action has been taken to restrict investment
expenditure, inflationary pressure has been intensi-
fied. While some Governments, when faced with an
impending foreign exchange crisis or rising domestic
prices, have revised their scale of priorities, others
have simply made across-the-board cuts in the devel-
opment expenditures of the different ministries with-
out regard to the distortions in priorities produced
by these cuts. Moreover, while certain countries
have made some estimates of the import requirements
of their investment programmes, they have tended to
neglect import requirements for the maintenance of
current output; consequently, when supplies have
fallen short of requirements, these countries have
found themselves in the paradoxical, and inflationary,
situation of adding to productive capacity in some
industries while existing capacity has been forced
to lie idle.

Of course, no matter how carefully annual pro-
grammes are assessed for consistency, dislocations
in domestic activity cannot readily be avoided if the
reductions in supplies of key commodities or re-
sources assume sizable proportions. Even in coun-
tries with fairly well-established planning processes,
the capacity to modify plans in order to accommodate
changes ‘in the level of supply of key resources is
quite limited. This has recently been demonstrated
by several instances among developing countries in
which medium-term plans have either been postponed
or abandoned because of large changes in such sup-
plies. It is in order to lessen such disruption to
orderly development that recent proposals for some
more effective international machinery for compen-
satory financing have been advanced.?

None the less, the actual stage of annual planning,
and the actual contribution of planning agencies,
leave much to be desired in the vast majority of
developing countries. It is true that there have been
a few exceptions. In Turkey, for example, the State
Planning Organization has annually prepared a fairly
comprehensive framework of estimates of production,
investment, exports and imports as a guide in as-
sessing the consistency of short-term plans and
policies. Surveys, for example, have been made of
investment plans in the private sector in order to
assess the level of public investment which would be
consistent with the maintenance of aggregate demand-
supply balance. And, while estimates of import re-
quirements for specific commodities have been made

3 See, for example, International Bank for Réconstruc-
tion and Development, Supplementary Financial Measures
(Washington, D.C., December 1965). For an account of
earlier work by the United Nations on this subject, see
International Compensation for Fluctuations in Commodity
Trade (United Nations publication, Sales No.: 61.11.D.3).
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only for a few key products, such as petroleum,
broader estimates of production and imports by
sectors and branches of activity have been attempted
in order to construct a balance for the external sector.

It is true, of course, that many developing coun-
tries have been in the practice of constructing foreign
exchange budgets, either annually or at more frequent
intervals, as a guide in the allocation of foreign
exchange and import licenses. Such budgeting, how-
ever, has not generally served as an integral part
of over-all annual planning. Certainly, the estimates
regarding the prospective foreign exchange position
which have been made in construction of the foreign
exchange budget have often influenced decisions
relating to short-term domestic policies, particularly
monetary policy. But evaluation of the consistency
between the foreign exchange budget and domestic
production and investment plans and forecasts has
not been systematically attempted.

Undoubtedly, planning agencies in many countries
have also, in some degree, attempted to assess total
resources and requirements on an annual basis. But
in general, it is fair to say that, in so far as planning
agencies have exercised a role in assessing the con-
sistency of short-term policies, it has usually been
effectively confined to evaluation of financial balance
within the public sector. In Pakistan, for example,
the Planning Commission appears to have played an
important role in annual planning in co-operation
with the Ministry of Finance. This, however, appears
to have consisted largely in the preparation of sepa-
rate estimates of the resources which might be made
available during the coming year for the public de-
velopment programme., The Planning Commission
and the Ministry of Finance have then discussed and
compared their separate estimates, the final decision
on the size of the annual development programme
being taken by the National Economic Council with
the aid of their advice. In India, the Planning Com-
mission appears to have played a somewhat similar
role. It is notable, however, that in the draft outline
of the fourth five-year plan, considerable emphasis
was placed on the need for strengthening the annual
planning exercise. Although India is a country with
many years of planning experience, it was stated in
the draft outline that “it has not been possible yet
to prepare systematic annual balances and forecasts
for key materials or to link up estimates of require-
ments adequately with plans drawn up for the more
important industries, projects and programmes”.*

Certainly, the difficulties confronting developing
countries in assessing the consistency of short-term
policies are not to be underrated. A major obstacle

2Government of India, Planning Commission, Fourth
Fwi%-él’ ear Plan—A Droft Outline (New Delhi, 1966),
p. 156.

is the lack of statistical information for the analysis
and appraisal of economic trends.’ Data on current
activities are deficient or are subject to lengthy
time-lags in collection, and little is known about in-
tentions in the private sector. In many countries,
moreover, even current and proposed activities in
the public sector as a whole are poorly known. Budget
statements are often not comprehensive since they
fail to report on the financial activities of autono-
mous agencies or public enterprises, and traditional
systems of budgetary classification are of severely
limited value for economic analysis. Further, very
few countries have developed adequate systems for
the control and appraisal of progress in the imple-
mentation of public development programmes.®

No general prescription can be made for the kinds
and number of specific balances which are relevant
for short-term policy decisions in developing coun-
tries; these are bound to vary with the individual
circumstances of each country and, in particular,
with such factors as the degree of openness of the
economy, its stage of development and the policy
instruments at the disposal of the Government. But
the frequency with which bottle-necks arise in most
countries does suggest that greater attention to
specific balances as tools for the exercise of policy
measures could improve short-term management of
the economy.

PROGRAMMING AND EXECUTION OF ANNUAL
DEVELOPMENT EXPENDITURE

Programming expenditure

In traditional practice, the primary concern of the
ministry of finance in the preparation of the annual
budget has been with the question of the financing
of public expenditure. The programme of annual
budgetary expenditure has been constructed in a
routine way through compilation of the requests
for allotments submitted by the various ministries
and public agencies. The task of the ministry of
finance has been to limit the annual increase in these
requests in order to preserve some financial balance
between total receipts and expenditure. In this way,
the ministry has usually assumed a role in determin-
ing the composition of the annual expenditure pro-
gramme, though the extent of this role has varied

5 There is also an inherent difficulty in annual planning
that does not arise from lack of data but from the fact that
the plan has to be constructed some time before the end of
the preceding period.

6 For further discussion of the relationship between plan-
ning and government budgeting and of tecniques of bud-
getary classification, see the following United Nations pub-
lications: Govermment Budgeting and Economic Planning
i Developing Countries (Sales No.: 67.XVL1), 4 Manual
for the Classification of Government Transactions by Eco-
nomic and Functional Categories (Sales No.: 58.XV1.2),
and A4 Manual for Programme and Performance Budgeting
(Sales No.: 66.XVI.1).
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widely among countries. In some countries, it has
been no more than a broad determination of the total
amount of financial resources to be allocated to each
executing ministry; some arbitrary limit has been
set to the annual increase in financial resources
allocated to each ministry. In other countries, the
ministry of finance has scrutinized in some detail
the requests of the executing ministries, particularly
as regards proposals for new projects or schemes.
The question of the “desirability” of projects and
schemes has thus been introduced into the discus-
sions between the ministry of finance and the other
ministries.

When medium-term plans have been drawn up,
the programming of annual budgetary expenditure
has obviously become a matter of particular impor-
tance for plan implementation. Indeed, it may be
said that, in most developing countries, one of the
initial functions of planning has been to bring greater
order and coherence into public expenditure pro-
grammes. This means that some arrangements have
had to be devised to ensure that projects and schemes
included in the annual budget should be consistent
with the public expenditure programme outlined in
the medium-term plan,

Many countries have experimented with admin-
istrative reforms towards this end, but the problem
is frequently far from having been solved. Ministries
of finance have everywhere been reluctant to yield
or share their power of decision over items of public
expenditure; and, where there has not been strong
support for planning at the highest political level,
attempted reforms have often served more to breed
mutual hostility and jealousy among government
departments than to alter actual budgetary practices.

The problem, however, cannot be simply construed
as a transfer of functions from one agency to another,
though protagonists in interministerial disputes often
pose it exclusively in these terms. Whatever the
administrative reforms, provision has to be made
for continuing execution of the central functions
of the ministry of finance. Customarily, the ministry
of finance has been responsible for ensuring both
that all items of public expenditure are made in ac-
cordance with the financial regulations of the country
and can be accounted for, and that ministries con-
form with the general prescription to observe reason-
able economy in expenditure. In view of the im-
portance both of preventing corruption in the public
services and of economizing in the use of scarce
resources, these functions of public accounting and
of cost minimization are certainly not of negligible
importance. Thus, the problem is not to discard
established functions but to adapt procedures in order
to accommodate the new functions.

Various countries have introduced different admin-
istrative changes in order to reconcile budgetary

programming with these more traditional functions.
In some countries, authority for approval of projects
and schemes proposed for inclusion in the budget
has been allowed to remain with the ministry of
finance, the medium-term plan being accepted as no
more than a general frame within which the executing
ministries have drawn up their annual programme
in consultation with the ministry of finance. In most
countries, however, ministries of finance, being pre-
occupied with the control and limitation of annual,
public expenditure, have lacked the broader outlook
necessary for development planning; and conse-
quently some more direct organizational link between
the plan and the budget has been required.

A radical solution, which has been adopted in some
countries, has been the assignment to the planning
agency of exclusive responsibility for preparation
of the annual capital budget. This certainly simplifies
the task of ensuring that investment projects ap-
proved for inclusion in the budget are consistent
with the medium-term plan. But it places a heavy
administrative burden on the planning agency since
the agency becomes responsible not only for thorough
scrutiny of the financial as well as the economic
aspects of each investment proposal but also for de-
tailed preparation of the annual capital budget esti-
mates; with this task to fulfil each year, the agency
may have little time left for the broader advisory
and technical functions which are its unique respon-
sibility. A further objection to this solution is that
it separates consideration of capital expenditure from
that of current expenditure. Since the development
programmes of some operating ministries entail both
current and capital expenditures, this means that
these programmes are not considered as a whole.
Moreover, the division of responsibility for capital
and current expenditure may accentuate neglect of
the fact that some forms of capital expenditure
generate requirements for higher levels of future
current expenditure.

An alternative solution has been to request the
ministry of finance not to include any projects or
schemes in the budget which have not received the
prior approval of the planning agency. This pro-
cedure incorporates the programming function into
budget preparation without transferring any of the
customary responsibilities of the ministry of finance
to another agency. It does, however, give rise to a
system of dual appraisal which has been widely
criticized as being both cumbersome and time-
wasting. Operating ministries have been required to
prepare their project proposals in different ways for
submission to two separate agencies. The planning
agency has required information which would enable
it to make a broad evaluation of the economic costs
and benefits in the context of the medium-term plan.
But when projects approved by the agency have later
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been submitted to the ministry of finance, a more
detailed financial statement of costs has been de-
manded for the preparation of budget estimates and
in order to satisfy the ministry that due attention
has been paid to economy. In practice, moreover,
this procedure has tended to discourage the devel-
opment of a system of thorough project appraisal
by the planning agency. Ministries have tended to
seek the approval of the planning agency at a pre-
liminary stage of project preparation, and only after
receiving such approval have they prepared more
careful and detailed estimates of costs for the ministry
of finance. But this has reacted adversely on the
quality of project appraisal by the planning agency
and has provoked the—sometimes legitimate—criti-
cism by the ministry of finance that the agency has
approved projects without adequate evaluation of
costs and benefits.

In those countries with some years of planning
experience, the trend in administrative changes has
been to work towards some form of joint and simul-
taneous scrutiny of budgetary proposals by the plan-
ning agency and the ministry of finance. The aim,
in other words, has been neither to exclude the min-
istry of finance from budgetary preparation nor to
duplicate its work in another agency; it has been to
bring together the various agencies involved in
budget preparation through the creation of common
machinery.

In the paragraphs which follow, a brief description
is given of the machinery established in some of these
countries. First, however, it should be noted that
the planning agency has usually participated in the
scrutiny only of those proposals for budgetary ex-
penditure which are considered to be of a develop-
mental nature. These have been mainly items of
capital expenditure, but they have included some
items of current expenditure, such as those incurred
by developmental schemes in the agricultural sector.
This division of budgetary expenditures into devel-
opmental and non-developmental, which has perhaps
been made best known by its utilization in the plans
of India and Pakistan, has been criticized as an
arbitrary form of classification. Almost any expendi-
ture can be defended as developmental in some sense;
and at no point can a clear line of division be drawn.
But, regardless of its logical weakness, the classifica-
tion has represented some improvement over previous
practices. It gets away from the more usual identifi-
cation of development expenditure with the capital
budget alone and is thus a superior instrument for
development planning. Moreover, in so far as it ex-
cludes items of expenditure which must anyway be
decided on non-economic grounds, such as expendi-
ture on defence or on law and order, it does no harm
to the planning process. The main criticism which
can be levelled against the classification is that it

is usually not broad enough. Many items of recurrent
expenditure, such as those on education, remain
outside the planning process; and although, as dis-
cussed elsewhere, they have implications for devel-
opment, these items may not be subject to the same
careful scrutiny and appraisal as are components of
the development budget.

Pakistan offers an example of machinery through
which the planning agency, the ministry of finance
and the operating ministries all participate in pro-
gramming the development budget. In each of the
two provinces of the country, a provincial develop-
ment working party has been organized by the
provincial governments, and these working parties
undertake technical scrutiny of the development
projects and schemes proposed by the various min-
istries or public agencies. After a project has been
approved by either of these working parties, it is
submitted to the Central Development Working
Party if it is beyond a prescribed financial limit.
This central working party is chaired by the Secre-
tary of the Planning Commission and its members
consist of representatives of the sponsoring ministries
and the Ministry of Finance. Once this working
party has approved a project, it submits its recom-
mendations for decision by the Executive Committee
of the National Economic Council, a committee which
is presided over by the Minister of Finance.

In India, a comparable system has been gradually
developed for co-ordination of the activities of the
Planning Commission and the Ministry of Finance.
Briefly, prior to the preparation of the budget, the
Planning Commission initiates discussions with the
various ministries about their annual plans and pro-
posed budgetary expenditures. These proposals are
submitted both to the Planning Commission for
inclusion in the annual plan and to the Ministry
of Finance. The Ministry of Finance, after reviewing
them in consultation with the Planning Commission,
submits them—as the programme of each ministry—-
to the Cabinet.

Again, in Venezuela, where the technique of pros
gramme budgeting has béen extensively developed
since 1962, a programme budget is prepared simul-
taneously with the more customary administrative
budget. Proposals by the various ministries, prepared
in the form of programme budgets, are presented
simultaneously to the planning agency and the Min-
istry of Finance; and these two bodies jointly draw
up the annual budget for submission to the Cabinet.

It is not to be claimed, of course, that even in
these countries the work of programming the annual
development budget has always proceeded smoothly,
In a recent report on Pakistan, it was noted that
“difficulties arise in the close integration of planning
and budgeting because the two processes are carried



20 Parr ONE. IMPLEMENTATION OF DEVELOPMENT PLANS: PROBLEMS AND EXPERIENCE

out by separate organizational units and consequently
by different groups of persons with different back-
grounds, experience and skills”.” Still, while adminis-
trative changes do not necessarily assure the effective
programming of the budget, some such changes are
clearly a necessary condition.

The specific organizational changes which are made
to integrate planning and budgeting are bound to
vary from country to country. But the experience of
those countries in which planning has been practised
for some years does at least suggest that these
changes should be directed not towards the circum-
vention of the ministry of finance or the reallocation
of some of its functions to a separate and independent
agency but towards the fusion of its work with the
functions of the planning agency and the executing
ministries through the creation of common machinery.

Execution of annual development programmes

Co-ordination of the work of the planning agency,
the ministry of finance and the other ministries in

7 “Experience of Pakistan relating to the interconnexions
between budgetary and planning processes” (E/CN.11/
BRW.4/L.13 and Add.1).

the preparation of the annual development budget
is a major step towards effective planning. Much of
the value of this work may be dissipated, however,
if construction of the proposed projects or initiation
of the proposed schemes is not carried out as planned.
Substantial delays in the execution of annual pro-
grammes are, in fact, a common experience and
they considerably impair efficiency in the implementa-
tion of over-all plans. The number of uncompleted
projects accumulates, or projects that are completed
cannot be brought into operation because related
projects are not finished on schedule.

Statistical information on the extent of such delays
is naturally scanty, though it is a frequent, if uncon-
firmed, impression that the volume of capital tied up
in uncompleted or inoperative projects tends to in-
crease more rapidly than new investment, However,
an interesting illustration of how substantial these
delays can be is provided by the data shown in
table 1. These data happen to refer to projects within
the private sector but they can be taken as exemplify-
ing a general problem.

Sometimes the causes of delay lie in events beyond
the control of the Government as well as of the in-

Table 1. India: Delays in implementation of a sample of investment projects in
the private sector®

Number of projects at different
stages of implementation

Length of delay Projects Projects Total
currently currently in

Projects under planning

completed construction stage
Not delayed ...t iiiiiiieninnns 24 28 13 65
Less than 6 months .................cceovuun 19 9 4 32
Between 6 and 12 months ................... 18 21 9 48
Between 12 and 18 months .................. 15 15 4 34
Between 18 and 24 months .................. 4 6 — 10
24 months and above ............. . .0iea.il. 7 6 — 13

Source: H. T. Parekh, “Follow-up proce-
dures and practices” (paper prepared for the
Interregional Symposium on Industrial Project
Evaluation, Prague, 11-29 October 1965 (CID/
IPE/C.1)).

dividual enterprise. They may originate, for example,
in a shortfall in imported supplies occasioned by
an unforeseeable decline in foreign exchange receipts
or by wunexpectedly protracted negotiations for
foreign aid. But they also commonly have their
source in deficiencies in the planning and manage-
ment of project execution.

The kinds of delays occasioned by such deficiencies
are familiar, and are common to many countries.
Projects have been approved for inclusion in the

2 The data refer to a group of projects partly
financed over recent years by the Industrial
Credit and Investment Corporation of India,
Ltd.

annual programme before detailed technical plans
have been worked out or before the availability of
the physical resources required for comstruction of
the projects has been verified. Initiation of construc-
tion has been delayed because such advance work
as the purchase of land sites or the negotiation of
contracts has not been completed or because the
release of funds for projects has been subject to
cumbersome administrative procedures. In the stage
of construction, poor scheduling of the various ac-
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tivities and of deliveries of materials has lengthened
the time for completion; or, because of insufficient
foresight, technical plans have been subjected to
various changes after the project has been started.

Broadly, the sources of these delays may be found
in either inadequate forward planning of individual
projects or organizational deficiencies in govern-
mental administration, though these two causes are
often inextricably interrelated.

The inadequate forward planning of individual
projects often simply reflects the fact that the gov-
ernment departments responsible for the preparation
and execution of projects do not have sufficient tech-
nical staff, such as surveyors, architects and en-
gineers, to cope effectively with an expanding invest-
ment programme. Equally important is the lack of
cadres with the competence and training to plan
and manage the preparation and execution of projects
efficiently. Both in the pre-construction and construc-
tion phases there is need for considerable managerial
skill in co-ordinating and synchronizing the numerous
separate activities which require to be undertaken
by different government departments and private
contractors; in this respect, the training of staff
in modern management techniques can be of sub-
stantial assistance.® But the better forward planning
of projects is not only a question of the adequacy of
trained staff; it is also a matter of the standards set
by the central agencies responsible for the approval
of projects. Rigorous insistence by the planning
agency and ministry of finance on the preparation
of thorough reports before projects are approved
can contribute significantly to the lessening of delays.
In view of the difficulties occasioned by inadequate
project preparation, it is not surprising that in the
developing countries with some years of planning
experience there has recently been a return to the
practice of requiring projects to be prepared in detail
before they are accepted for inclusion in the annual
plan and budget. In India, for example, it has
recently been stipulated that “no new scheme will
be included in the annual plan unless it is fully
worked out in all details and unless there is rea-
sonable assurance that requisite resources are avail-
able for its completion as scheduled”.®

Even when there has been adequate technical
preparation of projects and both the financial and
the real resources have been available for their execu-
tion, delays in initiation and construction have often

8 For instance, in a paper submitted to a recent meeting,
Tarlok Singh stated that “the use of network planning
techniques is to be strongly recommended for better manage-
ment of the construction stage”. See “the preparation and
implementation of major development projects”, presented
to the International Group for Studies in National Planning,
Caracas, 15-22 November 1966,

® Government of India, Planning Commission, Fourth
Five-Year Plan—A Draft Outline, p. xiii.

arisen because of cumbersome and inefficient admin-
istrative procedures in government. Frequently, re-
sponsibility for different aspects of the financial,
legal and technical work involved in project con-
struction is shared by several government depart-
ments, and there is a lack of clear allocation of
responsibility for overseeing and co-ordinating the
work of project execution. Delays arise, for example,
because land sites have not been purchased, becatse
licences for materials have not been issued or be-
cause ancillary services of government departments
have not been provided as promised. Moreover, there
has often been a failure to distinguish clearly between
decisions which can be taken by the civil service
administrator and those which should be left to
technical experts: authority for decisions of a tech-
nical nature has sometimes been concentrated in
the hands of administrators who lack the necessary
technical knowledge or experience. To establish a
clear line of responsibility, some countries have
resorted to the practice of establishing “project
boards” for each project, or, in the case of major
projects, they have formed separate public corpora-
tions to manage the construction of the project.

A particular, but very widespread, source of such
administrative delay has been the excessive centrali-
zation of responsibility in the ministry of finance
for the sanctioning of items of expenditure. The
meticulous scrutiny of all items of expenditure by
a central authority prior to their authorization, while
conducted in the name of economy and public ac-
countability, has frequently been an important cause
of inefficiency and waste in project execution. This
has been the recent subject of administrative reforms
in a number of countries. In Pakistan, for example,
the various ministries have recently been empowered,
with some minor limitations, to sanction expenditures
from budget grants without reference to the Min-
istry of Finance; at the same time, a system of
financial, advisory units has been built into the min-
istries in order to promote efficient management
of financial affairs.

In connexion with such reforms, however, it is
pertinent to note a past comment of the Indian
Estimates Committee that “even where there are
delegations of power and the administrative Ministry
could normally take decisions itself, it has often re-
sorted to consultations with the Ministry of Finance
in order to escape any criticism later on”.2® The
root of the problem, in other words, does not simply
lie in the procedures followed by the ministry of
finance. 1t is to be found in the larger difficulty that

10 Government of India, Report of Estimates Committee,
“Administrative, financial and other reforms”, quoted in
A. H. Hanson, The Process of Planwing: A Study of India’s
Fiye-Year Plans 1950-1964 (London, Oxford University
Press, 1966), p. 275.
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civil servants in the middle and lower levels often
suffer from an unwillingness or incapacity to take
decisions. And this is not unique to the ministry
of finance but is common to many branches of gov-
ernment. In the context of Latin America, for in-
stance, it has been observed that

“there is relatively little room for delegation
of authority both because of the low level of com-
petence of intermediate echelons of the public
service and of the reluctance of the middle layers
to take on or accept respomsibility for policy
decisions”. 1t

In many of these countries, the problem of inordinate
bureaucratic delay and indecision has been circum-
vented by the creation of large numbers of autono-
mous agencies with discretionary powers over their
financial and other affairs. But this has been criti-
cized as a “solution which in fact does not solve
the problem at all”.* This solution has been de-
scribed as

“the excessive fragmentation of the administra-
tive machinery by the creation of autonomous
agencies which do manage to decentralize some-
what the decision-making process but at the cost
of ruining the mechanism of centralized control,
evaluation of performance, and establishment of
working norms. Thus, some flexibility in decision-
making is attained only by impairing the mechan-

ism for administrative co-ordination’ 1

Clearly, whether the balance in administrative
organization should be shifted towards greater cen-
tralization or greater decentralization is something
which can be decided only in the conditions of each
country. It is evident, however, that the problem is
not solely a matter of changes in administrative
practices; it is often, as much, a question of im-
proving the quality of national civil services, particu-
larly in the middle and lower echelons.

In general, it may be said that the improvement
of efficiency in project execution usually calls for the
enforcement of more rigorous standards in the for-
ward planning of projects and for administrative
changes both to establish clear lines of responsibility
for execution and to simplify procedures. A major
condition for such improvement is the strengthening
of the staff in the various ministries capable of under-
taking the forward planning and management of
project execution.

CONTROL AND RATIONALIZATION OF CURRENT
EXPENDITURE

Whereas much attention has usually been given
in medium-term plans to the programming of public

11Roberto Campos, “Public administration in Latin
America”, Public Administration—A Key to Development
(Burton A. Baker, ed.), 1963, p. 45.

development expenditure, and particularly investment
expenditure, current expenditure has generally been
much more cursorily treated. So far as medium-term
plans have discussed current expenditure, their main
intent has been to emphasize the need to curtail the
growth in such expenditure. In other words, the
focus has been upon the limitation of current ex-
penditure as a way of enlarging the resources avail-
able for investment; it has been considered as an
adjunct to the intensification of efforts to raise
revenue. This prescription has been in keeping with
the dominant role accorded to capital accumulation
in economic development. In practice, however,
current expenditure in most developing countries
has persistently increased more or less in line with
revenue, and the desired increase in the surplus on
current account has not materialized.

More recently, it has come to be recognized that
prescription in terms of a choice between current
and capital expenditure presents an oversimplified
and misleading statement of the problem. It both
ignores the contribution of certain recurrent ex-
penditures to the improvement of co-operant factors
of production'? and fails to recognize the comple-
mentary nature of many items of capital and current
expenditure. Certain outlays, such as those on edu-
cation, health, research and agricultural extension,
which have been traditionally regarded as recurrent,
have come to be recognized as essential to the devel-
opment process; and it is also evident that many
public investment projects demand future increases
in recurrent expenditure for their operation and
maintenance. Thus, the prescription in favour of a
general curtailment of current expenditure is not
only unrealistic but may prove detrimental to the
development effort. There is, none the less, an ob-
vious need for selective control of current expendi-
ture to eliminate waste of scarce resources. But,
while the introduction of development planning has
stimulated the more systematic scrutiny of invest-
ment expenditure, current expenditure has generally
not been subjected to a similar evaluation. What,
ideally, may be called for is a long-term framework
for scrutinizing public expenditure in its totality.

Some of the factors accounting for the upward
trend in current expenditure are common to all
countries. They reflect not only the prevailing con-
cept of the role of government but also the comple-
mentarity between demand for public services and
the growth of national output. Economic growth,

12 Recognition of the importance of certain outlays for
development has engendered a movement away from the
traditional distinction between recurrent and capital items
towards the concept of development expenditure. The aim,
generally, has been to group together all expenditures,
whether current or capital, that contribute to economic de-
velopment as opposed to those which are designed to main-
tain or increase current welfare.
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moreover, has generally been associated with the
increasing complexity of public organizations and
functions. A further powerful force behind the in-
crease in public expenditure has been the growth
in political power of the lower-income groups of
society and the spread in demand for welfare services.

The upward trend in public current expenditures
is reinforced in developing countries by the crucial
role which the public sector is called upon to play
in the development effort. Much of the growth in
current expenditure in developing countries has,
in fact, been related in one way or another to devel-
opment. The expansion in general administration,
while sometimes excessive, has been associated with
the larger role of government in economic life; and
since civil service salaries in developing countries
tend to be higher relative to per capita income than
in developed countries, this has accelerated the
upward movement in current expenditure. The sub-
stantial investment in infrastructure-—transport, com-
munication, power and water supplies—has enlarged
the costs of operation and maintenance, some of
which are charged to current account. Further, out-
lays on health and education, which serve the double
purpose of contributing to current welfare and im-
proving the productivity of the population, have
generally risen strongly. Finally, it should be noted
that subsidies and transfers have been used by many
countries to further their economic policies; price
supports for agricultural products or the subsidiza-
tion of fertilizers have been common instances.

Of course, current expenditure in many develop-
ing countries has also expanded strongly in response
to social objectives. The “welfare state” concept has
been embraced by many of these countries. Closer
communications between village and city and between
developing and developed countries, together with
the greater political power of low-income groups,
have engendered rising expectations and stronger
demands for social services. And the assumption of
a welfare role has been more burdensome for devel-
oping countries where population growth is higher
and the misery to be relieved is greater.

In both economic and social services, however,
there has generally been much evidence of irration-
ality in the use of resources when patterns of ex-
penditure are compared with avowed social and
economic objectives. The scale of priorities among
objectives has not been actively translated into ex-
penditure programmes. For example, the uneconomic
pricing of public services and the subsidization of
public enterprises has persisted despite emphasis on
the need to increase public saving; and even when
changes in fiscal systems designed to raise more
revenue have been infroduced, the rate structures
of public services have sometimes been allowed to

remain unaltered. Or social welfare programmes
have been expanded while plans have called for
restraints on growth of consumption to raise invest-
ment and future output. Or educational programmes
have not taken into account the future manpower
requirements of the economy, sometimes giving rise
to the paradoxical situation of unemployment among
educated people in skill-deficient countries,

Instances of inconsistency between current ex-
penditure programmes and avowed objectives are
many and familiar, and they need not be exhaustively
enumerated here. But it is worth stressing that the
lack of co-ordination in public programmes also ex-
tends to the relation between capital and current
expenditure. Many forms of public investment gen-
erate future increases in recurrent expenditure, and
when this is taken into account in plan formulation,
it may reveal the need for changes in the investment
programme in order to ensure that other aims, such
as a larger current account surplus, are met. In the
1962-1968 Nigerian development plan, for instance,
the treatment of recurrent expenditures as a crucial
variable led to the choice of a lower level of invest-
ment and the shifting of investment to productive
sectors.'® The strategy was based on the observation
that

“investment in administrative sectors not only
is less directly productive in economic terms, but
reduces budget surpluses by a factor of three
compared to economic sector projects in generating
recurrent expenditure...”*

To promote their rational scrutiny, items of cur-
rent expenditure have to be viewed within the frame-
work of general economic and social objectives and
of total public expenditure. This can help to ensure
that resource allocation is made in accordance with
the priorities established for public spending as a
whole. While the evaluation of items of current ex-
penditure against national objectives and prospec-
tive resources is no new problem, a number of
countries have made attempts in recent years to
strengthen this process by considering the growth
of expenditure within a longer-term perspective.

Some countries have sought to establish guidelines
for the growth of current expenditure within the
framework of their medium-term plans, In prepara-
tion of their plans, most developing countries have,
of course, set targets for the growth of total current
expenditure. But generally, these targets have been

18 Federal Republic of Nigeria, Progress Report, National
Dewvelopment Plan, 1962-1968 (Apapa), p. 46.

141, M. Hansen, “Comprehensive economic planning in
Nigeria” (United Nations Economic Commission for Africa
document E/CN.14/CP/7), p. 5. It was estimated that while
ten units of capital outlay in the economic sector engendered
a unit of recurrent cost in each subsequent year, in the
social and administrative investments a unit of recurrent cost
resulted from five and three units of capital, respectively.
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no more than the balancing item between the finan-
cial resources expected to become available and the
planned public investment programme; they have
not reflected independent estimates of the expected
or planned growth in current expenditure. In some
of the countries with considerable planning ex-
perience, however, quantitative guidelines have been

established for major components of current ex-
penditure though even in these countries, as can
be seen from table 2, the coverage of items has
usually been quite incomplete,

In certain instances, such guidelines appear to have
been based on quite careful scrutiny and evaluation
of future requirements. In France, assumptions about

Table 2. Selected couniries: Quantitative guidelines for total current expenditure and components as
outlined in medium-term plans

General Eco- Debt Sub-
Countr Total admini- nomc Edu- Re- sery- sidies 17
Y Stration sie;z;- cation Health search ,-EZ tra(:g;‘ier: Other

France .......... X X X
India ............ X X
Pakistan ......... X X X X
Turkey .......... e K e X X
United Arab Re-

public .......... X X X X X X X X
Venezuela ....... X X X X X X X

Source: National development plans.

Note: For France, Pakistan and the United Arab Re-
public, data refer to reference year and terminal year; for
Turkey and Venezuela, annual figures and annual rates of

certain aspects of government policy have been ex-
plicitly made in assessing prospective trends in par-
ticular components. Where a long-term programme
has heen drawn up—as, for example, the educational
programme in Turkey—this has also provided a
basis for defining guidelines. In the main, however,
the forward planning of targets for components of
current expenditure has not been of a comparable
nature to that undertaken in the preparation of
investment or development programmes. In India,
Pakistan and the United Arab Republic, for instance,
the targets appear to have been based mainly on
projections of past trends.’® Still, even such exercises
may have helped, it some measure, to induce a more
rational approach to current expenditure and to
instil a greater spirit of discipline in the control of
outlays.

Multi-annual budgeting, not necessarily associated
with medium-term planning, has also been experi-
mented with by certain developed, as well as devel-
oping, countries in recent years. Multi-annual plan-
ning, for example, has been used for some time in
the United Kingdom Ministries of Education and
Transport as well as in the United States Depart-
ment of Defense. A more comprehensive attempt
has also been made in the United Kingdom to draw

15 But in India and Pakistan, those items of current ex-
penditure which have been classified as plan or development
expenditure have been subject to the same scrutiny as
planned investment expenditure.

growth; for India, Pakistan and Venezuela, total plan
figures. For India and Pakistan, data refer to non-plan
outlay and non-development outlay, respectively.

up a perspective for public expenditure as a whole.
A report,’® prepared in accordance with the recom-
mendations of the Plowden Committee,’” projected
actual public expenditures in 1963/64 to 1967/68
“on a basis of the government’s present policies
and programmes”. Some of the difficult points en-
countered in this exercise were the choice of as-
sumptions about the future levels of agricultural
support and debt servicing. It was decided that since
expenditure for agricultural support is affected by
changes in supplies and market prices the best pro-
cedure was to assume that the prevailing level would
be maintained. Debt servicing was excluded since
“the forecasting of it is dependent on a number of
arbitrary assumptions about the level of expenditure,
taxation and interest rates over the whole of the
intervening period”. To compensate for possible
underestimation of the cost of implementing the
outlined public policies, a contingency fund of 2 per
cent of total projected expenditure was added.

It is true of all these exercises that, since public
expenditure is subject to annual legislative vote,

16 United Kingdom, Chancellor of the Exchequer, Public
Expenditure in 1963-1964 and 1967-1968 (London, 1963),

17 The Committee was set up to make recommendations
for controlling public expenditure. In its report, The Control
of Public Expenditure: Plowden Committee Report (Cmd.
1432), the Committee envisaged a five-year programme for
current and capital accounts in which the first year pro-
grammes were to be considered firm; second year, firm but
subject to major changes; third year, provisional; and fourth
and fifth years, tentative,
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Governments may not be able to adhere to their
targets if these do not meet with the concurrence
of the legislatures. But the same also holds for in-
vestment or development expenditure. Among coun-
tries engaged in medium-term planning, perhaps a
greater weakness is the fact that, while planning
agencies have generally been the bodies primarily
concerned with the establishment of targets, they
have usually played little or no part in preparation of

the annual budget for current expenditure, Whereas

planning agencies have commonly participated in
the drawing up of the annual investment or devel-
opment budget, ministries of finance have continued
to regard preparation of the current account budget
as their prerogative.

In general, it may be said that. while flexibility
in public expenditure programmes has to be retained,
most Governments could do more to exercise a selec-
tive control over the growth of current expenditure.
More consideration could be given to the enunciation
of quantitative guidelines within the context of
medium-term plans or forward-locking budgetary
appraisals. By reflecting considered priorities, these
could help to strengthen comtrol over current ex-
penditure and to improve the allocation of resources
within the public sector.

MOBILIZATION OF DOMESTIC RESOURCES FOR PUBLIC
SECTOR PROGRAMMES

The available evidence indicates that total gov-
ernment expenditure has increased sharply in most
developing countries; usually, its rate of increase
has been appreciably higher than that of national
income or output. But generally, this has not been
accompanied by a corresponding increase in the level
of current revenue; and the gap between total ex-
penditure and current revenue has been financed
by reliance on external resources or domestic
borrowing.

This is not the place to discuss the role of ex-
ternal resources in supplementing domestic resources
or in relieving foreign exchange scarcity. It is suffi-
cient to note that the availability of these resources
does not lessen the need to raise more revenue in
developing countries. On the contrary, even apart
from other considerations about the importance of
self-help policies, the mounting problem of servicing
current and prospective external debt itself demands
that steps be taken to increase current revenue. In
addition to the shifts in the balance of payments
required to meet the external transfer problem, the
rising external indebtedness also accentuates the in-
ternal problem of making more resources available
to the public sector.

In addition to dependence on external resources,
Governments have commonly sought to transfer

resources to the public sector through domestic bor-
rowing or inflationary financing. Some of the mea-
sures pursued have been of a long-term nature de-
signed to raise saving propensities in the private
sector. For instance, contractual savings, such as
those embodied in the social security schemes of a
number of Latin American countries and the United
Arab Republic or in the provident fund arrange-
ments of some Asian countries, have proved to be
a not insignificant means of raising the level of
private saving and of transferring resources to the
public sector. Likewise, some developing countries
have sought to strengthen the propensity to save
through the promotion of government bonds as well
as through the creation of post office savings banks,
rural thrift societies and agrarian banks. In the
main, however, the transfer of resources to the public
sector by methods other than taxation has been ac-
complished by inflationary means, since significant
changes in household saving necessarily take place
only over the long run and primarily in response
to the growth of income. In most developing coun-
tries, there has been a certain amount of room for
expansion of the money supply without running the
risk of intensifying pressure on the price level either
because of the existence of underutilized resources
or, more commonly, because of the gradual monetiza-
tion of the economy. But, in practice, the use of
inflationary financing to bridge the gap between
expenditure and revenue has frequently gone far
beyond this point and has become a chronic problem
in some countries.!8

Thus, whichever way the problem is looked at,
the expansion in the current revenue of Governments
emerges as an inescapable element of development
policy. It is a familiar characteristic of a large
majority of developing countries that current revenue
of general government amounts to no more than
15 per cent of gross domestic product. There are
in fact many countries—such as Colombia, Guate-
mala, and Honduras, to name only a few from Latin
America—where the figure is about 10 or 11 per
cent. In developed countries, by contrast, current
revenue of general government is usually of the
order of 25 to 35 per cent of their gross domestic
product. Given the many responsibilities which Gov-
ernments have assumed and the many others which
they expect to assume, both in the provision of
current amenities for their peoples and in speeding
up economic development, it would appear that
within the span of a development perspective of
fifteen to twenty-five years the level of current
revenue in relation to gross domestic product in
those countries where it is at present low might

18 A fuller discussion of this problem is contained in:
_Roquq Carranza, “Development and stabilization policies
in Latin America: Some problems” (E/AC.54/L4).
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have to be nearly doubled. A perspective of this
sort is important to bear in mind, for it helps in
formulating and enforcing the required measures
year after year. It is true that a small number of
developing countries already manage to collect one
fifth or more of their gross domestic product as
government revenue. But even in such cases appro-
priate reforms can lead to substantial improvements
in revenue and, through reform in the revenue
structure, in the functioning of the production system.

Taxation being the largest component of current
revenue, a heavy onus for mobilizing resources rests
on tax policies. Unfortunately, however, the plans
of developing countries have not, in general, heen
notable for providing operational content to their
design for taxation. Plans have not spelled out the
implications of the desired development programmes
in terms of the needed increases in taxation. But the
experience of the few developing countries which
have made systematic efforts for designing a tax
programme as part of their over-all development
plans indicates that the guidance of fiscal policies
can be facilitated if the taxation targets are stated
in some detail. In India and Pakistan, for example,
each successive development plan has provided in-
dications of, first, the tax revenue expected from
projected income and output at prevailing rates of
taxation, and, secondly, the additional taxation in-
tended to be raised through new policy measures.
An attempt has been made to provide some indica-
tion of the contribution to be made by both federal
and state governments as well as by principal sources
of revenue. The plans cannot obviously establish
tax targets in great detail; it is in the nature of
things that the precise contours of each tax measure
have to be worked out by the finance ministry as
part of the annual budget in the light of prevailing
circumstances. But in establishing some broad targets
for resources to be mobilized through taxation—an
exercise which has to be carried out in collaboration
with the finance ministry—the plans have helped to
guide the policy makers in working out the neces-
sary measures in accordance with plan priorities.

In over-all operational terms, what these two
countries have done is to provide a framework for
raising the level of tax revenue every year as part
of the plan-implementation process. The recent ex-
perience of India and Pakistan, incidentally, suggests
the magnitude of the results that can be achieved
when concerted efforts are made. In Pakistan, the
second development plan lifted the ratio of tax re-
venue to gross national product from 6.1 per cent in
1959/1960 to 8.7 per cent in 1964/1965, or by about
2% points over a five-year period.® In India, the

19 Government of Pakistan, Planning Commission, The
Third Five-Year Plan (1965-70) (Karachi, 1965), p. 70.

country’s third five-year plan which covered ap-
proximately the first half of the 1960’s succeeded in
raising the ratio of tax revenue to national income
from 9.6 to over 14 per cent.?® However, the com-
paratively large increase in this case—about 4%
points during five years—was compounded of two
unusual developments: the large increase in taxation
under the influence of hostilities with mainland
China and the slow expansion in national income
owing to abnormally poor harvests. During the
preceding plan period, which approximately covered
the second half of the 1950’s the increase in the tax
ratio amounted to about 2 percentage points. Such
examples suggest that, if vigorous measures are
enforced, many developing countries may frequently
be able to raise the ratio of tax revenue to national
output or income, expressed as a percentage, by about
half a point per annum.

The particular tax measures which can be most
suitably employed are bound to vary with the con-
ditions prevailing in each country. But there would
probably be general agreement about the main charac-
teristics which a desirable tax structure in most de-
veloping countries should possess. Omne is that it
should restrain the growth of consumption in favour
of higher levels of saving and investment. Another
is that it should influence the allocation of resources
within the private sector in the directions suggested
by plan priorities. At the same time, it should also
encourage more efficient utilization of scarce re-
sources, such as capital, land and foreign exchange.
In conformity with social objectives, moreover, the
tax structure should bring about a more equitable
distribution of income and wealth. Finally, there are
some specific characteristics of the tax structure
which are rather technical conditions for ensuring
that the tax structure better serves its more general
aims; these include a broad tax base, a relatively
high revenue elasticity, ease in administration and
efficiency in collection. It is towards the strengthen-
ing of such features that the gradual reform of the
tax structure should be directed. In the following
paragraphs, the kinds of changes which are required
are discussed briefly with reference to particular
measures.

In order to enlarge the supply of resources for
productive investment, tax measures can help to
restrain the expansion in private consumption. A
personal income-tax, for instance, is commonly em-
ployed as a means of raising resources by controlling
the level of disposable income and thereby the level
of private consumption. Although the number of
developing countries which make use of a personal
income-tax has steadily increased over the years,

20 Government of India, Planning Commission, Fourth
Fige-Year Plan—A Draft Outline, p. 15.
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its contribution to total revenue has remained com-
paratively small, In many developing countries, there
is need for broadening the definition of personal in-~
come so as to include not only salaries and wages
but also such items as rents, interest, dividends and
royalties. In countries which employ a “schedular”
system, involving taxation of income from different
sources at different rates, a “global” approach might
well yield a distinct improvement in revenue. The
fact that in developing countries the minimum levels
below which incomes are considered tax exempt are
often very high—as high as fifteen or even twenty
times the average level of per capita income—Ileaves
a large proportion of the income-earners outside the
tax fold. True, the less developed countries where
a substantial part of total ouput arises in a multi-
tude of scattered units cannot be expected to have,
in this respect, a pattern similar to that prevail-
ing in developed countries; however, the very
high exemption limits that are currently main-
tained do not seem to be in consonance with the
objectives of economic advance which the devel-
oping countries are eager to achieve. The yields
from income-tax can be further improved by eliminat-
ing unnecessary deductions that are often allowed,
ostensibly on grounds of social justice or for provid-
ing incentives, in computing tax liability. Tax revenue
can gain still further through a systematic with-
holding of tax liability on current income, commonly
called the “pay-as-you-earn” scheme. Experience
has also shown that, in order to be fully effective,
the personal income-tax has to be supported by a
number of complementary measures, such as a tax
on capital gains, in order to close avenues for evading
direct income-tax.

Taxation of income is by no means the only way
of influencing the level of consumption. Among de-
veloping countries, Ceylon and India have experi-
mented with a tax on total consumer expenditure, in
addition to a tax on personal income. Although in
principle an expenditure tax has a great deal of merit,
since it directly discourages consumption and pro-
motes saving, these countries have found it ad-
ministratively difficult to enforce, with the result
that its yields have been rather small. Generally, in
developing countries the major instrument of con-
trolling consumption, and consequently the mainstay
of government revenue, is the taxation of goods
and services. Given their highly agrarian character,
the wide dispersion of activity among small-scale
producers and traders in both rural and urban areas,
the comparatively small share of wages and salaries
in total income, and the widespread illiteracy, de-
veloping countries find that taxes on goods and
services provide the principal means of reaching large
numbers of people. The plans of some of these coun-
tries, in fact, have explicitly recognized that the

predominance of such taxes would continue for quite
some time. While questions have been raised about
the incidence of taxes on goods and services, policy
makers have contended that these taxes are not
necessarily more inequitable than income-taxes, An
inquiry conducted in India some years ago, for in-
stance, revealed that the country’s taxes on goods
and services were “mildly progressive”, inasmuch
as their incidence increased with expenditure level
in both rural and urban areas.®® Furthermore, as the
policy makers have maintained, the question of
equity has to be judged not only on the basis of the
taxes paid by individuals but also against the yard-
stick of the outlays of Governments on such items
as education and health incurred primarily for the
benefit of the poorer people.

Following this mode of thinking, several develop-
ing countries have found in excise duties an im-
portant tool of resource mobilization. By imposing
excise duties on a wide range of goods, Govern-
ments have been able to reach large numbers of
people who are normally not subject to income-tax
and to obtain from them, in the words of the Pakistan
plan, “some contribution to national development”.22
These duties have provided substantial revenue to
Governments. At the same time, through the ap-
plication of differential rates, they have served to
influence the composition of output in the private
sector. Heavy taxation of luxury or semi-luxury
commodities has helped to limit demand and invest-
ment in these lines of production. In some instances,
moreover, the restraining influence of these duties
on private consumption has been employed to create
exportable surpluses of selected products of domestic
industries and thereby to enlarge the supply of one

of the scarcest resources for development, namely,
foreign exchange.

In some countries, a parallel, and often supple-
mentary, role to excise duties is played by sales
taxes. In developing countries, the task of revenue
collection is facilitated if the levy takes the form of
a general sales tax imposed at a specific point in the
chain of transactions rather than of a turnover tax.
By establishing different rates for different groups
of commodities, considerations of equity, as well
as of resource allocation, can be introduced into the
system. Whether the sales tax should be at the whole-
sale or retail stage would naturally depend upon the
circumstances of a country. There is little doubt,
however, that sales taxes and excise duties are par-
ticularly suitable instruments of resource mobiliza-

21 Government of India, Ministry of Finance, Report of
the Taxation Enquiry Commission, 1953-54 (New Delhi,
1955), vol. I, pp. 68-69.

2% Government of Pakistan, Planning Commission, The
Second Five-Year Plan (1960-65) (Karachi, 1960), p. 52.
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tion, and Governments in many developing countries
need to make more effective use of them.

It is not only because development requirements
are increasing that the need for excise and sales taxes
has arisen. These taxes are also favoured because
it is generally believed that the scope for taxes on
exports and imports is diminishing. In export-
oriented countries, taxation of exports—through im-
position of duties or through multiple exchange
rates—has often in the past, by virtue of the ease of
collection, provided a major means of revenue for
Governments. But recently, except in a few develop-
ing countries whose exports have continued to be in
buoyant demand, the relative importance of export
taxation has been dwindling. In many countries where
export promotion is a major aim, the elimination or
drastic curtailment of export taxation has become
an avowed part of official policy. It is now recognized
that export taxation serves a purpose only on in-
frequent occasions when windfall profits resulting
from currency devaluations or external booms have
to be siphoned off.

Likewise, planners in developing countries have
commonly expected that the relative importance of
import duties or of profits obtained through multiple
import rates would also decline. It is reasoned that
developing countries would continue to promote
import-substitution in a vast variety of goods, and
that consequently the scope for import taxation would
diminish. So far as imports of capital equipment, key
intermediate goods and essential raw materials are
concerned, it is pointed out that such items are
generally admitted without duty. These arguments
have a great deal of validity. However, it has also
to be borne in mind that the process of economic
development does not necessarily imply that the
level of imports in relation to gross domestic product
will diminish. This consideration alone suggests that
the scope for import taxation need not necessarily
be small. Furthermore, while imports of capital
equipment and other strategic goods have to be
accorded priority, these imports need not be exempt
from taxation. As noted earlier, an important func-
tion of fiscal policy is to achieve more efficient utiliza-
tion of scarce resources, and often in developing
countries few other resources are as scarce as is
foreign exchange. Yet, for a variety of reasons, the
import cost of machinery and other key items has
usually been allowed to remain much lower than
their true scarcity value. Thus, where the cost of
such goods is not an obstacle to development and
where complementary inputs are forthcoming, some
element of taxation on imports of capital goods and
other priority items may be quite desirable. In
Pakistan, for example, where this problem has re-
ceived some attention, the planners have felt that

even government imports should be subject to taxa-
tion “so that the public sector has a measure of the
true scarcity value of the foreign exchange allocated
to it”.28

In the sphere of agriculture, too, fiscal policy can
be of material help in bringing about a more efficient
utilization of resources. Because of the highly scat-
tered nature of rural activity in developing countries,
it has generally been quite difficult to extend income-
tax to agriculture, and some form of land tax has
traditionally been the mainstay of agricultural taxa-
tion. But over the years, particularly in Asian and
Latin American countries, because of substantial
increases in prices and, to some extent, of some non-
economic factors, the contribution to the revenue
from land taxes has diminished substantially. It
has been argued that the pivotal element of reform
should consist in taxing agricultural land on the basis
of its economic potential rather than its present
yield. And this can be done without catrying out
extensive cadastral surveys which require consi-
derable time and resources. If agricultural land is
classified into a few broad categories after allowing
for differences in soil, climate and other relevant
factors, and these categories are subjected to grad-
uated rates of taxation according to their economic
potential calculated on the assumption that land was
efficiently cultivated, this can not only yield additional
revenue but can also, by penalizing inefficient culti-
vators, promote better land use and management.
Such a tax may be suitably coupled with surcharges
on absentee owners of agricultural land, penalty
charges on cultivable land left idle and favourable
treatment of newly reclaimed land or the land that
is shifted to new uses according to plan priorities.24

In calling for reform of agricultural taxation,
policy makers have not been oblivious of the need
for adequate incentives for farmers; but they believe
that the really effective incentives are those which
work through subsidized and assured supply of such
important inputs as fertilizers, improved sceds, ad-
visory technical services, credit at low interest rates
and upward revisions in agricultural prices rather
than through extensive tax remissions. In fact, there
is frequently a need for diverting a part of the gains
made by cultivators through irrigation and other
rural development programmes sponsored by the
Government. The planners in India and Pakistan,
for example, have suggested upward revisions of
irrigation-water supply rates and the imposition of
“betterment levies” in such cases. The current official

23 Ibid., p. 50.

24T, P. Wald, “Reform of agricultural taxation to pro-
mote economic development in Latin America”, in Organi-
zation of American States, Inter-American Development
Bank and United Nations Economic Commission for Latin
America, Fiscal Policy for Economic Growth in Latin
America (Baltimore, 1965), pp. 326-336.



CxapTer II. THE ROLE OF THE FISCAL BUDGET IN PLAN IMPLEMENTATION 4 29

thinking in India is that irrigation rates should be
fixed at 25 to 40 per cent of the additional net
benefit to the farmer from the irrigated crop; and
where it is not possible to measure net benefit the
rate should be 5 to 12 per cent of the “gross income”
from the irrigated crop.®

Similar reasoning has led to questioning of wide-
spread use by Governments of total or partial tax
“holidays” on business profits for specified periods
of time. Some taxation of business profits is not
necessarily a significant deterrent to private capital
formation. It has been a common experience that a
sustained increase in aggregate demand, a generally
stable environment and an orderly supply of es-
sential inputs, including foreign exchange and selec-
tive financial assistance, are far more conducive to
private initiative than are extensive tax concessions.
Some system of tax incentives has nevertheless been
desirable as a means of influencing the allocation of
private investment in directions which conform with
plan priorities. But this gain has had to be balanced
against the potential loss of revenue in selecting the
form of tax concession; and on this score there is
some presutnption in favour of accelerated deprecia-
tion or initial allowances as compared with outright
tax holidays. While the former do not entail any
permanent loss of revenue, they help to reduce the
riskiness of new investments and to improve the

liquidity of investors in the early years of a new

enterprise.®® The stronger incentive offered by tax
holidays may, in some circumstances, be deemed to
be necessary but, in view of the importance of raising
revenue, their sparing use is advisable.2”

Policies designed to mobilize resources and to
influence their allocation and utilization can also
encompass the additional aim of improving the dis-
tribution of income and wealth, to which Govern-
ments in developing countries have attached con-
siderable importance. Often Governments have come
to power on the basis of a specific mandate on this

score from their people. There is also the underlying’

belief that unless the vast majority of the people are

25 Government of India, Planning Commission, Fourth
Fiye-Year Plan—A Draft Outline, pp. 87-88.

26 A further argument advanced in favour of tax holidays
has been that, unlike accelerated depreciation or initial allow-
ances, they -do not discriminate in favour of capital-intensive
activities. In view of the low elasticity of substitution be-
tween capital and labour in most manufacturing processes,
however, this consideration is generally not of practical
importance. Moreover, such allowances can be granted selec-
tively so as not to encourage investment in activities, such
as materials handling, where there may be a relatively high
elasticity of substitution.

27 Many countries have also utilized tax holidays in order
to attract foreign private investment. The inducements
offered by individual countries have probably been cancelled
out in part by the fact that other countries have been
extending similar concessions.

convinced that they are making relative gains they
will not lend whole-hearted support to development
policies. Taxes of various kinds help to achieve such
an objective, For example, it is universally recognized
that the system of personal income-tax needs to
contain a strong element of progression, though at
the same time progression should not be carried so.
far as to become a hindrance to private initiative.
Mark-ups on trading transactions are commonly
high in developing countries, and the taxation of
trading profits offers another means for imptroving
the distribution of income. A tax on property can
similarly serve an important purpose, as the ex-
perience of several countries shows. Particularly in
countries where the very large size of agricultural
holdings is considered undesirable on grounds of
both equity and efficiency, a suitably designed tax
on rural property may help to achieve more viable
agricultural units. Further, with the rapid urbaniza-
tion taking place in many countries, urban land values
have generally been increasing sharply, and there
has been considerable scope for taxation of speculative
gains. Finally, such measures as a tax on net wealth,
an estate or death duty and a tax on gifts made
during the lifetime of the benefactor are also of long-
run importance in improving the distribution of in-
come and wealth.

Whatever tax system a country may establish to
suit its own particular circumstances, it needs in any
event to foster resiliency in the tax structure so that
as national income or output increases the intake
of tax revenue registers a proportionally larger gain.
A progressive rate structure of taxes on income and
on other suitable variables serves as an essential
plank of such an endeavour. Similarly, taxes on goads
and services need to be imposed on an ad valorem
rather than specific basis, since the former respond
automatically to price increases and thereby improve
the elasticity of tax yields. Further, an effective tax
system also requires parallel steps to modernize and
streamline the machinery for tax administration. As
the plans of some developing countries have them-
selves recognized, measures are urgently needed to
simplify and rationalize the tax system, to remove
loop-holes in tax laws, to prevent tax evasion, and
to reduce delays in actual receipt of tax revenue by
Governments through shortening the time lag be-

tween levy and collection and through more efficient
tax administration.

In sum, the effectiveness with which plans are
implemented depends in no small measure on the
readiness of Governments progressively to reformy
tax structures. Fiscal measures are a powerful in-
strument of implementation and their vigorous and
skilful use can spell the difference between success
and failure in implementation.
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SUMMARY
Annual planwing and the fiscal budget

A continuing problem which faces all countries
in the execution of medium-term plans is the manage-
ment of budgetary and other short-term policies for
minimizing the adverse effects of changing circum-
stances on the progress of plan implementation. The
flexible conduct of policies within the framework of
a medium-term plan is a major condition of success
in implementing development plans. The prepara-
tion of an annual plan or a national economic budget
for one year merits far greater attention than it has
recetved in the past in developing countries. There
is, moreover, a strong need for an active role by
the planning agency in such work.

In developing countries, in order to assess whether
a tolerable over-all equilibrium will be maintained,
it is necessary to estimate not only the likely demand-
supply balance at the aggregative level but also
the likely balance in markets for critical commodities
and productive resources. The well-known short-run
instability in domestic agricultural production and
export earnings which faces most developing coun-
tries accentuates the importance of estimating these
specific demand-supply balances.

Construction of foreign exchange budgets and the
evaluation of financial balances within the public
sector, which several developing countries have at-
tempted, are valuable aids in policy-making. These
are not, however, substitutes for over-all annual
or short-term planning. While no general prescrip-
tion can be made about the kinds and number of
specific balances which are relevant for assessing
the consistency of short-term policies in developing
countries—these are bound to vary with the
individual circumstances of each country—the fre-
quency with which bottle-necks arise in most coun-
tries suggests that greater attention to specific bal-
ances as tools for the exercise of policy measures
can improve short-term management of the economy.

Programming and execution of anmnual development
expenditure

In order to bring greater order and coherence in
their public expenditure programmes, developing
countries need to devise arrangements for ensuring
that projects and schemes included in the annual
budget are consistent with the public expenditure
programme outlined in the medium-term plan.

Traditionally the function of financial appraisal
and control has been discharged by the ministry of
finance. However, the introduction of development
planning has almost always required administrative

changes to reconcile budgetary programming of de-
velopment projects with these more traditional func-
tions. The specific organizational changes which are
made to integrate planning and budgeting are bound
to vary from country to country. But the experience
of these countries in which planning has been
practised for some years suggests that these changes
should be directed not towards the circumvention
of the ministry of finance or the reallocation of some
of its functions to a separate and independent agency
but towards the fusion of its work with the functions
of the planning agency and the executive ministries
through the creation of common machinery.

Co-ordination of the work of the planning agency
and the ministries in the preparation of the annual
budget needs to be accompanied by steps to ensure
that the proposed projects or tasks are carried out
as planned. Delays in completing projects can be
reduced through better forward planning and by
removing deficiencies in administrative procedures.
These, in turn, require larger numbers of trained
staff, enforcement of rigorous standards for the ap-
proval of projects, and a clear allocation of responsi-
bility among the departments concerned.

Control and rationalization of current expenditure

Governments in developing countries no doubt
need to exercise restraint in the expansion of current
expenditure. But this does not imply that all items of
current expenditure must necessarily be curtailed.
The speeding up of economic development in itself
requires some growth in expenditure on such items
as general administration, economic services, opera-
tion and maintenance of public projects, and educa-
tion. Moreover, the rising demand for more social
services must, to some extent, be met. In essence,
what is needed is selective control of expenditure in
order to eliminate waste of scarce resources.

To promote the rational scrutiny of items of
current expenditure, these need to be viewed within
the framework of general economic and social ob-
jectives and of total public expenditure. This would
help to ensure that resource allocation is made in
accordance with the priorities established for public
spending as a whole.

Improvements can be made without sacrificing
flexibility in current expenditure programmes by
giving more consideration to the enunciation of
quantitative guidelines within the context of medium-
term plans or forward-looking budgetary appraisals.
A clear reflection of the considered priorities of
society in this manner can help to strengthen control
over current expenditure and to improve the alloca~
tion of resources within the public sector.
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Mobilization of domestic resources for public
Sector programmes

The expansion in current revenue of Governments
is a crucial element of development policy. The ef-
fectiveness with which plans are implemented de-
pends in no small measure on the readiness of Gov-
ernments progressively to reform tax structures.
Fiscal measures are a powerful instrument of plan
implementation, and their vigorous and skilful use
can spell the difference between success and failure
in achieving plan objectives.

The task of raising revenue through appropriate
fiscal policies is facilitated if the taxation targets are
stated in some detail. Some broad indications pro-
vided in a medium-term plan help to guide the

policy makers in working out the necessary measures
as part of the fiscal budget.

There are certain general objectives which a
desirable tax structure in developing countries should
serve. Such a structure should be designed to restrain
consumption in favour of higher levels of saving and
investment, to influence the allocation of resources
within the private sector in the directions suggested
by plan priorities, to promote the more efficient
utilization of scarce resources, and to favour a more
equitable distribution of income and wealth. In order
to achieve these objectives, suitable tax measures
embracing taxation of incomes, goods and services,
property and wealth need to be adopted and their
scope steadily enlarged.



Chapter III

SOME PROBLEMS OF IMPLEMENTATION IN THE PRIVATE SECTOR
OF THE ECONOMY

INTRODUCTION ;: INTEGRATING THE PRIVATE SECTOR
INTO A PLAN

A development plan is the embodiment of official
initiatives to bring about, in the course of a designated
period, specific changes in the economy which would,
in the planners’ opinion, not otherwise occur.! How-
ever simple the content of the plan, its very purpose
is to affect, either directly or indirectly, the economy
as a whole. And since, in most developing countries;
the bulk of the economy is in private hands—that is,
most production and investment decisions are made
outside the Government—the success of the plan
depends not only on the ministries or official agencies
that may be directly involved in its implementation
but also on appropriate behaviour of individuals and
business concerns.

Even when the plan has no explicit reference
to the private sector, its rationale (and in some
cases its actual execution) must rest at least on
tacit assumptions regarding private decisions and
actions of those who are to use the new facilities as
well as those who must supply the necessary inputs.
A plan whose content is confined to nothing more
than a series of public investments in infrastructure
can be justified only on the basis of decisions imputed
to users of the new facilities, whether they be farmers
expected to ship their produce over a planned road
or manufacturers expected to absorb electric power
from a planned generating station. And the execution
of them has a similar implicit dependence on the
private sector for the necessary inputs: though in-
vestment may be denominated in terms of financial
outlays on roads and bridges, it has to be imple-

1 The nature of these changes is
assumed that they are desirable,
consistent and that the question is merely one of ensuring
that they are effected. This is not to imply that all plans
meet these criteria. Nor does it imply that the plan is
rigidly frozen on formulation, to be implemented in every
detail precisely as originally conceived. On the contrary,
one major implementation problem is to provide for running
adjustments to the plan as events unfold. And to bring the
private sector into the adjustment process must be one of
the specific purposes of the mechanisms used by the Gov-
ernment for associating individuals and business enterprises
with the plan.

not here at issue: it is
feasible and mutually
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mented in terms of cement and steel and other re-
sources, frequently supplied by private producers.

Development plans have, in fact, tended to become
more elaborate. Increasingly they are extending
beyond the mapping out of a programme of public
sector projects into the area of target setting for the
economy as a whole. Targets may be set in the
broadest terms (as in the case of over-all rates of
growth in national income) or in physical detail
(as in the case of the inputs and outputs of parti-
cular industries) or in terms of policy and quality
objectives (such as rates of saving or price increase
or literacy). Whether implicitly and in general, or
explicitly and in detail, all such targets involve the
private sector; and if the relevant elements in the
private sector do not perform appropriately, the plan
is unlikely to be fulfilled.

To recognize that the more comprehensive the
plan, the more dependent it is on private sector
performance is not to imply that the Government
has to or can “implement” the plan in the private
sector in the same way as it implements its own
public sector intentions. On the contrary, recent
experience indicates that many developing countries
encounter major difficulties in implementing public
sector plans and that their control over the private
sector is at best very tenuous. Indeed, the problems
discussed in this paper are, in general, the direct
result of the absence of any assured means by which
a Government can instigate in the private sector
action that is necessary for the fulfilment of its plan.

There is no set of @ priori principles which a Gov-
ernment can apply in order to induce the private
sector to behave in a manner that is consistent with
the needs of the development plan. Nor is there a
large body of empirical evidence of the way in which
relevant official action and methods have actually
worked out: experience with planning among market
economies is too short and the circumstances prevail-
ing during plan periods too diverse to permit the
distillation of definitive precepts. At best, the avail-
able record of the way in which planning has been
undertaken can do no more than suggest some
tentative conclusions with regard to the most com-
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mon difficulties that have been encountered and
hence some preliminary thoughts concerning ways
and means of avoiding them.

In seeking to harness the key elements in the
private sector to the purposes of the plan, the Govern-
ment can adopt two distinct, but not mutually ex-
clusive, tactics. It can act in such a manner that the
private sector will come to identify its own interests
with those of the plan, thereby prompting spontaneous
action complementing that planned for the public
sector. Or where, for whatever reason, spontaneous
action is not forthcoming from the private sector,
the Government can bring to bear a variety of policy
instruments to encourage or impel the desired pattern
of behaviour.

The main difficulties encountered in pursuing the
second of these tactics stem from the fact that Gov-
ernments possess a limited array of instruments with
which to induce the private sector to conform and
that these self-same instruments are the regular
means of managing the economy on a day-to-day
basis so as to maintain (or restore) stability. This
problem of short-term management, moreover, tends
to be a major preoccupation in most of the develop-
ing countries, partly because of their vulnerability
to external influences (such as changes in export
markets or in import availabilities or prices) and
partly because of the strains set up by the effort
to accelerate the growth process itself. Where a
Government wishes to adopt a development plan the
fulfilment of which is contingent on approximate
action by private producers, there is thus a powerful
reason for it to try to organize its planning proce-
dures so that at least the key elements of the private
sector -are involved from the outset in a manner
designed to harmonize their own interest with that
of the economy as a whole. The closer the resulting
sense of identity the less need there is likely to be
to use official policy instruments to induce or deter

particular actions by private concerns. Needed

capacity will then be expanded not because of the
offer of some tax advantage but because of the en-
trepreneur’s confidence that the outlays to be made
under the plan will increase the demand for the
product in question to the extent necessary to justify
the investment. o

While such spontaneous conformity is a prime
objective, it is never likely to be sufficiently com-
prehensive to allow Governments to dispense with
more active ways of guiding the private sector. Not
all private industries are likely to benefit from the
plan. Indeed, the plan may require specific restraints
on some elements and it may entail institutional
changes that, while benefiting the economy in the
long run, may be harmful to certain activities in the
shorter run, and hence generate opposition.

Integrating the private sector into a development
plan thus depends, at least in part, on the deployment
of certain policy instruments to exert the necessary
guiding influence on investment and production
decisions. The problem facing the Government is to
select the combination of instruments capable of
inducing the required reaction in the private sector
at the least possible cost to other objectives. For
this purpose, it is necessary to appreciate the instru-
ments and their limitations, so that they can be used
circumspectly to encourage or discourage those ele-
ments in the private sector whose performance is
crucial to the fulfilment of the plan.

Most control measures tend to be asymmetrical in
their effectiveness: they are more successful in pre-
venting investment than in promoting it. Rational
reaction to incentives and other guiding policies is
thus as dependent on the general economic environ-
ment as is spontaneous action in anticipation of
demand changes. The more stable the economy and
the greater the confidence of entrepreneurs in the
Government’s intention and capacity to minimize
non-economic uncertainties the less is likely to be
the difficulty in bringing the behaviour of the relevant
elements of the private sector in line with the re-
quirements of the plan.

THE RELATIONSHIP OF THE PRIVATE SECTOR TO A
DEVELOPMENT PLAN

As a development plan extends, in concept and
form, beyond a programme of investment financed
by public borrowing or taxation, it depends in-
creasingly on the appropriate performance of the
production facilities (that are) in private hands.
In an economy in which three fourths of the gross
domestic product is generated in the private sector
—and even higher ratios obtain in most of the de-
veloping countries—the mere designation of an
average growth rate as a target for the economy
as a whole implies a specific growth rate for the
private sector, calculable after allowance has been
made for the Government’s declared intention with
respect to the public sector.

Having started their planning experience with
official investment programmes, most developing
countries have now reached the stage of nominating
over-all growth rates as central objectives of their
plans, and an increasing number of countries have
begun to spell out more detailed targets for particular
industries, many of which are in private hands. Some
plans have also embodied certain forms of structural
change such as the relocation of particular industries;,
the development of particular regions or the reorgan-
ization of an existing system of land use. To a grow-
ing extent, therefore, the very process of planning
has had to accommodate the private sector.
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The progression is a natural one, for even a public
investment programme must be premised on certain
assumptions regarding the growth in taxable capacity
and savings in the private sector and the ability of
the Government to obtain the inputs for its own
investment from domestic producers or in exchange
for the exports of domestic producers. The more
detailed the plan the less adequate are mere as-
sumptions about growth in the private sector. And
when the plan reaches the stage of a blueprint for
accelerating growth and for effecting specified struc-
tural alterations in the economy, its chances for
success depend very largely, in the first instance,
on the extent to which the private sector actively
co-operates, Experience shows that such co-opera-
tion cannot be taken for granted; it has to be as-
siduously cultivated.

This is particularly true in Latin America, where
more of the economy is in private hands than in
most countries in which planning has been attempted:
all of agriculture, most of industry and in some cases
even important elements of service and infrastructure
such as transport, communications and power (see
table 3). The record of co-operation between Govern-
ments and the private sector suggests that full mutual
confidence has often been lacking. Private groups
that have been dissatisfied with the performance of
particular Governments in the field of economic
administration have expressed doubts about their
ability to carry through plans of a comprehensive
nature. And contrariwise, the reluctance of some
private interests to entertain changes in the status quo
has often acted as a brake on development as con-
ceived by government.

Some of these institutional features and social at-
titudes are likely to change only slowly. Economic
development planning cannot wait on such changes.
Indeed, the more rapid evolution of methods of
planning and the achievement of some development
successes, even in the public sector alone, may be
expected to contribute significantly to the loosening
of the rigidities which tend to hamper progress. In
the circumstances, it would seem wise for Govern-
ments, while going ahead with public sector planning,
to seek active private sector support both by building
appropriate mechanisms for co-operation and by
creating the climate in which individual enterprises
can identify their own progress with that of the
economy as a whole.

If the co-operation of the private sector is to
be ensured, everything possible needs to be done by
the Government to convince at least the relevant
decision makers in the private sector that the fulfil-
ment of the plan is in their own interests, that the
designated public actions will in fact be carried

through and that official policy will be geared to
facilitating the implementation of the plan by the
private sector. If this strategy is to succeed, it
means that the key elements of the private sector need
to be identified with the plan at an early stage, if not
at the outset then at least before general objectives
and priorities and detailed targets have been finalized.
This, in turn, calls for methods of consultation not
of a formal and perfunctory nature but substantive
and continuous.

It is at this point that the initial difficulties of plan
implementation in a market economy tend to arise.
How can the strategic elements of the private sector
be identified? Within these segments, who is to be
consulted? How can the feasibility of the relevant
private sector targets be tested? How can the
credibility of government intentions be established
so as to persuade individual entrepreneurs to act
appropriately in anticipation? How can the co-
operation of the workers best be assured? What
provisions can be made for new industries? How
can unorganized producers be properly motivated?
How can performance be kept under effective surveil-
lance so as to forestall emerging imbalances or to
adjust plan targets?

To pose such questions is to bring home the fact
that what has conveniently been referred to so far
as “the private sector” is an abstraction with no
simple counterpart in reality. To consult it and seek
its involvement with a plan for development entails
the making of practical arrangements for a con-
tinuing dialogue between the Government on the
one hand and a range of producing entities on the
other hand. This range may extend from relatively
large corporations, in which the Government may
itself share in ownership and control, all the way
through to illiterate peasants disposing of minute
quantities of produce in remote parts of the country.
At the corporate end of the range, moreover, the
entities with which the Government has to deal
are likely to consist of separate components—manage-
ment and labour—whose interests are in varying
degree competitive and divergent. The mechanisms
for associating “the private sector” with the plan
have thus to be adapted to the degree of organization
obtaining in all the relevant segments,

It is clear that there can be no general solution
to this problem of effective consultation: institutional
patterns differ so widely from one developing country
to another that each is a unique case for which the
most appropriate machinery and methods need to
be separately sought, if necessary at the expense of
a good deal of experimentation. However, even the
limited experience so far gained in the area points
to certain recurring questions to which something
approaching a common answer may be inferred,



Table 3. Government participation in key industries in Latin' American countries, 1965

Country ”fi’;“i;gzte s :::]::;E:%i:; Power RM_ITMMﬁMt ;Z;ammu”;i:z:::ne Steel Cement Fuel Machinery v]:{hi'?;: s Cﬁ:;?k
Argentina ............ — — D D D — D A D A A Asa
Brazil ... ............ —_ — D D D D B — D A A Ba
Chile ................ Ab Aec C D B B B A D A A Ae
Colombia ............ — Ad D D — D D A C A Ae ct
Ecuador ............. — Adg D D — B — A — — — Bt
Mexico .............. — Ac D D — B B A D A A Asat
Peru ................ Ak Al A A D —_ D A A — — Aat
Uruguay ............. -— Basgi D D D D — D D —_ _ Bat
Venezuela ............ — — C D D D D —_ A —_ — Bat

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on United Nations Seminar on Organization
and Administration of Public Enterprises, “Organization and administration of
public enterprises, Report of preliminary study”, July 1966;

Latin American Symposium on Industrial Development, organized jointly by
the Economic Commission for Latin America and the United Nations Centre
for Industrial Development in Santiago, Chile, 14 to 25 March 1966, “The
process of industrial development in Latin America”, vol. II (ST/ECLA/
CONF.23/L.2/Add1, 15 December 1965);

Report of the consultant group appointed jointly by the Economic Commission
for Latin America and the Organization of American States, Foreign Private
Investments in the Latin American Free-Trade Area (United Nations publication,
Sales No.: 60.IL.G.5);

Joint International Business Ventures, edited by Wolfgang Friedmann and
George Kalmanoff (New York and London, 1965);

Transport Investment and Economic Development, edited by Gary Fromm
(Brookings Institution, 1965) ;

United States Department of Commerce, Overseas Business Review (Wash-
ington, D.C.), various issues;

Business International, Inmvesting, Licensing and Trading Conditions in 50
Couniries (New York, 1966).

Note: The symbols indicate the approximate proportion of the output of
the industry over which the Government exercises direct control by virtue of its
ownership of capacity or its participation in equity : A=1% to 25%, B=25 to 49%,
C=50% to 74%, D=75% and over.

a Petrochemicals.

b Nitrates,

¢ Sugar.

4 Alcohol,

e Tires.

f Fertilizer,

g Milk pasteurization,
k Guano.

iTobacco monopoly.
§ Meat packing.
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There would seem, for example, good reason to
concentrate the Government’s effort on those func-
tions which are most important, conserving as far
as possible its scarce administrative resources. In
many cases, much of the private economy—most con-
sumer goods industries and services and the bulk
of the trading and financial sector—can safely be
left to move voluntarily in the wake of plan-induced
changes in demand. I.eads and lags and minor im-
balances in these portions of the economy are not
likely te be too great to accomumodate, nor are they
likely to be cumulative to a degree that might threaten
more important plan objectives.

The Government’s organized relationship with the
private sector can then be directed towards meeting
two distinct and basic needs, one to ensure the widest
possible knowledge and acceptance of the plan (lead-
ing to a general desire to assist in its fulfilment)
and the other to ensure the active co-operation of
the decision makers in strategic areas in which
structural changes are envisaged or harmful bottle-
necks might develop. The first of these functions may
be served by a fairly large advisory body, as repre-
sentative of the various elements of the private
sector as possible, and capable of acting as an in-
formation channel through which the Government
can discuss plan achievements and shortfalls as they
become known. The second requires much more
specialized machinery through which communication
can be maintained with those industries whose per-
formance is of crucial importance to the plan. In
neither area has the record been notably successful.

It has proved difficult to convey to the population
at large—and particularly to the agrarian and less
literate elements—the purpose and modalities of a
development plan. In few places have imaginations
been captured and people motivated in a manner that
would conduce to the achievement of output or
productivity objectives. Where the effort has been

made, the operational follow-through has not been

forceful enough to overcome the inertia born of
respect for tradition and fear of change; the symbols
of the plan have not been translated into the reality
that might stimulate action.

It has also proved difficult to establish a rapport
with the decision makers in the industries that are
deemed strategic. Governments often lack the quali-
fied officials required to maintain a dialogue at the
proper economic or technical level. In many coun-
tries, businessmen have a deep-seated lack of con-
fidence in the Government. Often, moreover, they
are suspicious of one another, so that in the case
of an industry with an oligopolistic structure—very
common in the relatively small markets of most
developing countries—it is far from easy to organize
operationally meaningful discussions of capacity, in-

vestment intentions and ways and means of meeting
the demand postulated or implied in the plan. Within
the industries in question, moreover, it is necessary
to win the co-operation of the workers, organized
in many cases in trade unions whose interests, while
running parallel with those of the industries in which
they operate, may diverge sharply from those of
management.

Relations between government and private sector
are thus likely to depend on many factors other than
the formal institutional arrangements for consulta-
tion. As far as the latter are concerned, experience
seems to point primarily to the need for flexihility:
machinery that is suitable for one industry is not
necessarily suitable for others whose organization
and structure may be quite différent. Facilities thus
need to be provided for various types of consultation

“on a continuing basis, especially at the technical

level but also at the more general policy-making
level. Equally, no developing country is likely to be
able to carry through a comprehensive plan without
the means for maintaining a more or less continuous
dialogue with key elements of the private sector:
the producers of the major food and export items, the
major capital goods and the major services.

The operation of such machinery will depend
greatly on the Government’s success in inspiring con-
fidence in workers and investors and in persuading
private business, the framework within which labour
and management co-operate, to identify its interests
with those of the economy at large. Recent history
suggests that by demonstrating its capacity to carry
through, in a prompt and efficient manner, its own
announced development programme (i.e., of public
sector investment) a Government is better placed to
include the private sector in a plan: not only is con-
fidence likely to have increased but the indirect as
well as the direct impact of the official outlays and
the resultant product will have illustrated the mutual-
ity of interest between the public and private sectors.
In the implementation of a plan, the public sector is
on test no less than the private sector.

A country’s ability to operate consultative ma-
chinery effectively may be expected to grow with
experience and as familiarity with the planning
process spreads. Two useful by-products may quickly
materialize, however. For one, the Government may
learn at first hand about the impact of its own
policies, and it may discover that the removal of
some impediment to investment or production is the
prime requirement for getting a particular industry
moving along the plan path. Similarly, it may find
the contact with private firms an effective way of
bringing to their notice, in a timely manner, invest-
ment and production opportunities (in conformity
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with plan needs) of which they might otherwise not
be aware.

Some practical problems of consulting with
the private sector

While, in principle, the desirability of consultation
is recognized in virtually all the developing countries
that have engaged in planning, the making of
practical arrangements to permit the required
dialogue has proved to be a difficult matter. And
where machinery has been created for the purpose,
it has not always provided the necessary contacts
at the appropriate level and at the critical times.
Even if, as suggested above, the bulk of the economy
can be ignored as far as the establishment of formal
machinery is concerned, the needs remain multiple;
consequently, a single institutional point of contact
is likely to be quite inadequate. On the other hand,
the multiplication of committees to deal at various
levels with the problems arising in the key areas
soon makes the planning machinery too cumbersome
to be effective within the rather strict time schedules
necessary for formulating and implementing the
normal medium-term (five-year) plan. Experience
suggests that a more pragmatic approach is needed
so that the essential strategic links between govern-
ment and private producers can be forged with the
minimum of institutional complication.,

The essential links are those that can assist in
determining objectives and following up on per-
formance in the case of industries in which a lag
would be particularly damaging to the plan as a
whole. The list of such industries differs from
country to country but, in general, it would include
power, cement and steel, construction and civil en-
gineering, the main means of transport, the leading
exports and the basic food-stuffs. The links would
have to be at both the technical level and the business
investment-decision-making level, and at both levels
care would need to be taken that, wherever there
was a potential divergence of interest between man-
agement and labour, both sides were involved in the
consultation process.

If standing industry committees are created, they
would need to be manned by persons of comparable
technical status: no meaningful dialogue can be
expected if the disparity between the participants
is too wide. If, for example, the official representa-
tives are drawn from too low an echelon of the civil
service, or lack the essential expertise, they may not
be taken seriously by private industry, or even worse,
they may be talked into recommending measures
which are unnecessarily generous to sectional in-
terests. On the other hand, few Governments in the
developing countries are so well staffed that they
can afford to commit senior civil servants to frequent

or lengthy meetings with the representatives of
private industry. The shortage of personnel with
the technical, managerial or business qualifications
necessary to engage in economic planning in co-
operation with private entrepreneurs remains a major
handicap in most developing countries.

The size and mode of operation of such com-
mittees depend in each case on the organization of
the particular industry whose integration into the
planning process is required. In most developing
countries, the key industries comprise very few
separate firms and, in general, representation of each
of them might be quite practical. In some cases,
the committee might be the forum in which arrange-~
ments were actually made for the desired expansion
in capacity, in others it would provide merely a
test of feasibility, an indication of which other ac-
tions were required to ensure the desired growth
and, subsequently, a reviewing post for assessing
performance and, if necessary, for adjusting targets
and modifying policies. In connexion with this
function of regular review, such committees might
serve a valuable purpose in providing or helping to
gather the relevant data regarding investment and
production, both recent actual and future intended.

In so far as the main exports are agricultural in
origin, special arrangements need to be made. These
would involve consultation between the planning
authorities and the department of agriculture, in the
first instance, and then between the latter and the
farmers, through co-operatives, or other farmers’
organizations or extension services. Agricultural
banks and other credit services may also have to be
brought in since the problem of financing increased
production is likely to loom large in most developing
countries. Similar arrangements would be necessary
in respect of the principal food crops, which would
also rank as key products for purposes of the plan.

Larger and more widely representative bodies,
such as chambers of industries and commerce and
trade union federations, would act in part in a
general advisory capacity both in respect to the
over-all pattern of development objectives and in
respect to the use of various policy instruments.
They may also play an important part as liaison
with the population at large and in generating en-
thusiasm among the business community—and es-
pecially those indirectly involved in the industrial
and agricultural sectors—for speeding up economic
growth in general and for helping to implement the
plan in particular. The Committee for National
Guidance, a joint public-private organ, created by
the Ministry of Planning in the United Arab Re-
public seems to have served this purpose (see table
4). In India, there is a National Advisory Committee
which has made great efforts to disseminate informa-
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Table 4. Machinery for integrating the private sector into the planming process in selected developing

countries?®
Participation in Implementati Pyubli
Country formulation? and revi:z;on info;‘m;fion
China (Taiwan) ..... 1. Advisory Committee on the Provincial governments with 1. Consultative committee of
Plan representatives of private sector leaders
2. Ad hoc working groups on sectors and ministries 2. Investment guidance by
the agricultural plan Council for International
Economic Co-operation and
Development
India ............... 1. Development councils for Indirectly through development 1. National Advisory Commit-
certain industries councils tee on Public Co-operation

2. Working parties of the 2. Planning forums (950 in
Planning Commission 1964)

3. General consultation with 3. Central Institute for Re-
business and trade union search and Training in
groups Public Co-operation

Pakistan ............ Ad hoc consultation by Plan- None Government’s use of mass media
ning Commission of communication
Turkey ............. None None State Planning Organization in

United Arab Republic Consultative committees

Venezuela ..........
Planning Commission and
representatives of business
(FEDECAMARAS)

2. Consultation through ad hoc
advisory councils

Progress reports required from
individual firms

1. Informal dialogue between None

co-operation with the Union
of Chambers of Commerce

Committee for National Guid-
ance uses mass communica-
tions media

1. Government-sponsored lec-
tures

2. Public meetings organized
by FEDECAMARAS

Source: Centre for Developing Planning, Projections
and Policies of the United Nations Secretariat, based on
Planwing for Ecomomic Development: wvol. I[-—Studies of
National Planning Experience (United Nations publication,
Sales No.: 65.11.B.3); World Economic Survey, 1964: Part
I—Development Plans: Appraisal of Targets and Progress
in Developing Countries (United Nations publication, Sales
No.: 651L1.C.1); Economic Bulletin for Latin America,
vol. VIII, No. 2 (United Nations publication, Sales No.:
64.11.G.1) ; India, Fourth Five-Year Plan—A Draft Outline
(New Delhi, 1966) ; Turkey, First Five-Year Development

tion about the plan, though so far with disappointing
results if mass awareness is taken as a criterion.

Some countries have experimented with larger and
more representative bodies for individual industries,
such as the development councils that have existed
in India since 1951, While these have been useful
both for making the industry “development-
conscious” and for communicating ideas (and com-
plaints) to the Government, they have not been
used extensively or proved very helpful in formulat~
ing or implementing particular plans.

At the other end of the scale, special arrange-
ments usually have to be made when the desired
development is not the expansion of existing capacity
but the establishment of a new industry. Here the
Government may have to conduct a series of ad hoc
bilateral explorations with domestic enterprises in
allied fields that might be interested and equipped

Plan, 1965 Amwnual Programme (Ankara, December 1964);
Pakistan, The Third Five-Year Plan (Dacca, 1965); China
(Taiwan), Council for International Economic Co-operation
and Development, Republic of Ching, Organization and
Function (Taipeh, 1964); Pedro R. Tinoco Lyo, “Partici-
pacién del sector privado en la planificacién venezolana”,
paper presented at meeting of Interplan, November 1966,
Caracas.

a Based on most recent plan.

b Including target setting, engaged in to a varying extent
in all the countries listed.

to undertake the new venture, or call in foreign
consultants or open up discussions with foreign com-
panies in the industry in question. Such arrange-
ments may give rise to a more permanent con-
sultative committee to watch over the progress of
the new industry, but in the first instance the main
preoccupation of such a committee is more likely
to be negotiation of questions of size and technology
and of the terms on which the investment is to be
made—access to inputs, government participation,
protection, tax liability and so on.

The problem of keeping developments under re-
view as the plan is implemented has proved one of
the most difficult. ‘On the whole, the organs es-
tablished to help in formulating investment plans and
production targets have not been successful in keep-
ing track of subsequent progress so that emerging
imbalances could be averted or objectives modified
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in the light of actual events and achievements. There
has been a notable deficiency in the flow of relevant
information to the authorities responsible for ad-
ministering the plan. The result has often been poor
resource allocation, as, for instance, when additional
investment is encouraged in areas in which existing
capacity is being seriously under-used. The reluc-
tance of businessmen to divulge information and the
difficulties experienced by Governments in admin-
istering up-to-date statistical services should not be
allowed to rule out the gathering of certain key
measurements of performance on which rational
policies for implementing—or modifying—the plan
must be based.

Once a satisfactory rapport has been established
between the planning authorities and the entre-
preneurs concerned, it should be possible to ensure
regular current reporting on capacity, output, in-
vestment intentions and actual or incipient input
bottle-necks or any other factor which appears to
be hampering progress along the planned lines. Such
information would be for the exclusive use of the
planning authorities and would not be passed on
to other arms of government. If it is published in
due course it would be subject to the restraints that
are customarily written into legislation governing
statistics: the data would be processed to the point
at which they would no longer reveal the facts relat-
ing to individually identifiable concerns.

It is clear that the required rapport cannot be
established in the absence of confidence. The basis
of such confidence is the Government’s efficiency in
carrying out the public sector programme and its
firm handling of the economy as a whole. Since in
this matter each success makes the next one that
much easier to attain, it is better to begin the plan-
ning process in a modest way than to invite failure
by being unrealistically ambitious in scope or targets.

It is also clear that no general prescription can be
laid down with regard to the mechanisms through
which the Government can best conduct the neces-
sary dialogue with private producers. Much depends
on the structure of the economy. Here too, realism
is likely to pay off. In most developing countries,
the capacity of the civil service is the limiting factor,
and it is usually considerably less in the technical
and managerial fields than it is in the office in which
paper plans are drawn up. Elaborate machinery
appropriate for a country with a diversified economy
and a competent and sophisticated public administra-
tion would be quite out of place in most developing
countries.

Among the countries that have been planning for
some years there has been a good deal of experi-
mentation and more will obviously be needed. The

records so far thus contains some marked differences
in approach and in organization, reflecting dif-
ferences not only in economic structure and in the
comprehensiveness of the plan but also in Govern-
ments’ conception of their relationship with the
private sector. In Turkey, for example, no attempt
has been made to consult farmers on their role in
the plan; in China (Taiwan), by contrast, no less
than seven working groups were assembled to for-
mulate the main aspects of the most recent (1964-
1967) agricultural four-year plan, and this was
followed up by review and performance machinery
based on village officers, farmers’ associations and
irrigation organizations. In the United Arab Re-
public, where much of industry is in government
hands, consultation with private firms is done through
a Joint Committee for Planning which has six con-
sultative committees and no less than sixty sub-
committees; by contrast, in Pakistan, where recent
progress has been ascribed largely to the respon-
siveness of the private sector, the “industrial invest-
ment schedules” which set priorities and targets are
worked out very largely by government agencies
which merely invite the participation of representa-
tives of private industry.

In countries with a small industrial base and a
rudimentary capital market, the need for consulta-
tion machinery may not be urgent; the Government
may be able to exercise the required degree of
leverage through a development corporation, pro-
vided the latter’s promotion and lending policies are
attuned to the plan. Similarly, agricultural develop-
ment among peasant producers may be kept in line
by appropriate policies pursued by official marketing
boards, combined where necessary with the extension
services of the Government’s agricultural depart-
ment; it may be too difficult to organize additional
machinery with much hope of success. Given the
scarcity of administrative skills in most developing
countries, there would seem to be every reason to
start by harnessing existing machinery to plan
purposes, setting up new bodies only when the need
has been clearly demonstrated. And when new
mechanisms are created, it is towards the strategic
segments of the economy—where bottle-necks may
occur—that they need to be first directed.

THE MEANS FOR INFLUENCING THE PRIVATE SECTOR

In so far as the investment and production policies
spontaneously pursued by the private sector are not,
or are considered not likely to be, in conformity
with the plan, the Government may find it necessary
to try to influence the behaviour of the industries
that are out of line. The authorities have at their
disposal a wide range of instruments for this purpose :
they extend all the way from the offer of margina}
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incentives to undertaking the required investment
or production themselves.

In choosing the instrument it will use, the Govern-
ment has to keep in mind not only probable ef-
fectiveness and ease of application—a form of benefit-
cost appraisal—but also the extent to which the
instrument in question is being used, or is likely
to be used, for purposes other than plan implementa-
tion which may require other types of action, possibly
conflicting with that dictated by the plan. It also
has to keep in mind the whole range of instruments
in order to maximize their combined impact or at
least to ensure that the inconsistencies are reduced
to a tolerable minimum. It must adopt a broader
approach than it can expect of the industry whose
actions it is seeking to influence: it has to consider
the whole pattern of its relations with the private
sector, both current and future, aiming always to
establish a climate in which individual enterprises—
management and labour—can more readily identify
their own interests with the development of the
economy as a whole.

As in the case of consultation machinery, the
means of influencing the private sector have to be
selected in the light of the requirements of the parti-
cular economy; though there are some lessons to
be learned from experience elsewhere, there are no
generally applicable formulae. While direct measures
have usually proved more immediately effective, in-
direct measures have distinct advantages in an econ-
omy in which market mechanisms are working fairly
smoothly. While physical controls have an immediate
direct impact, they pose serious problems of ad-
ministration and co-ordination, and lend themselves
to an arbitrariness which can be very damaging in
the longer run. On the other hand, fiscal measures
have often proved weak as incentives, even where
they have worked efficiently as deterrents. And in all
cases, the cost of deploying the instrument has to
be taken into account not only in the conventional
administrative sense but also in such things as the
revenue forgone in a tax or tariff concession, the
foreign exchange committed in an import permit
or the inflationary effect of a line of credit.

* Although the use of the various instruments to
stimulate economic development in a general way
has been widespread over the post-war period, there
has been relatively little experience in their more
delicate, selective and purposeful deployment as an
adjunct of a particular plan. Where this has been
attempted, the difficulties have been less a reflection
of the problems of using a specific instrument than
of conforming the use of other instruments so that
a logically consistent “package” of influences is
brought to bear on the economy to give it the desired
shape. For purposes of use by the planning author-

ities, however, such a distinction has to be made
with great caution. From a practical point of view,
the various policy instruments are administered by
different agencies of government whose efficiency,
flexibility and willingness to co-operate with the
planning authorities may often be far from uniform.
Administrative convenience cannot be allowed to
determine the choice of instrument. For not only
do the terms of access affect the price of the factors
—and hence the cost and profitability of business—
but the essential problem facing the planner in his
search for the means of guiding or influencing the
private sector concerns the simultaneous deployment
of the various instruments and not the efficiency of
any one used in isolation.

Instruments affecting the profitability of business

The most widely used instrument affecting pro-
fitability is the fiscal system, particularly the taxation
of income. Differential tax rates have long been
imposed not only in the light of their revenue-raising
potential but also  with a view to encouraging or
discouraging various activities. Agricultural incomes
have been taxed more lightly than industrial incomes,
new industries have been taxed more lightly than old
industries, favourable rates have been applied to
certain types of industries, to industries in particular
localities, to domestic shareholders (as compared with
foreign shareholders), to mines working low-grade
ore (as against high-grade) and so on. At the ex-
treme, “tax holidays” have been granted, sometimes
for periods of several years—as long as ten years in
some cases—as a means of attracting new industries
Or even new concerns.

Similar differentials have been applied to invest-
ment. By permitting approved forms of capital ex-
penditure to be written down more rapidly than
others or, more commonly, by granting preferred
industries special investment credits, the expansion
of an established firm or the establishment of a new
one has been made more attractive to the entre-
preneur than it would otherwise have been.

Relative profitability has also been affected through
the customs tariff. New industries have been at-
tracted by the offer of protection, enabling them to
raise the prices of their products above the world
market level. Selected industries have also been as-
sisted by remission of duties on imported inputs,
particularly plant and equipment and in some cases
even components.

Countries with multiple exchange rates have ma-
nipulated such rates to achieve a similar purpose.
Favourable exchange rates have been accorded weak
or new export industries, while traditional and
stronger industries have had to surrender their
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foreign exchange earnings on a less favourable basis.
Import rates have also been varied to facilitate or
discourage particular imports.

Internal prices have also been subjected to more
direct control. Higher than market prices have been
offered to stimulate production in certain industries
including, in some countries, selected farm crops.
Price ceilings have also been imposed, usually to
protect consumers, but frequently affecting the
profitability and ultimately the output and expansion
of the industries concerned, thus limiting the protec-
tion to those who are able to obtain supplies. As a
result, price controls as such have rarely achieved
their intended purpose without the use of other
instruments : the repudiation of price as a distributive
device has made it necessary to introduce alternative
means of allocating the available supply, so that the
administration of price has usually been accompanied
by rationing or other physical controls over al-
location,

Even a cursory examination of the use the develop-
ing countries have made of these instruments shows
that while they have often been consciously deployed
in the general interest of economic development, there
have been relatively few cases of close alignment be-
tween the way in which fiscal, exchange or price
policies have been used and the precise objectives
of the plan. Even in India, for example, where plan-
ning is fairly detailed and has a relatively long
history, revenue needs have usually taken precedence
over the use of fiscal incentives to achieve specific
plan targets. And where fiscal incentives have been
used, they have tended to be general rather than
discriminatory. Thus the exemption from taxes that
is granted on earnings up to 6 per cent of capital
is not a selective one; all new manufacturing under-
takings and hotels (employing power or more than
twenty workers) are eligible. In most developing
countries, the extent of discrimination in the use of
such instruments has been limited to a broad attempt
to encourage industrial investment or diversification.
There are very few examples of a carefully tailored
set of incentives and deterrents designed to influence
the private sector along well-defined paths in.con-
formity with the plan. Often the fiscal and tariff
policies in question have ante-dated the plan and
have been more or less unaffected by it. In many
cases, moreover, the instruments have been deployed
for other purposes—price controls for holding down
consumer prices, exchange rates for saving foreign
exchange, duties and taxes for increasing govern-
ment revenue—not necessarily in conformity with
the plan, and sometimes not wholly consistent with
one another.

Failure of Indian cement production to expand
at the planned rate in recent years has been ascribed

in part to the system of price control and distribution
designed in the interest of other forms of investment
in which cement is an essential input. The decontrol
of the cement industry in January 1966—opening up
the non-government segment of the market—was
intended to permit an increase in profitability and
hence in capacity. Where price stability and the
expansion of output are not consistent simultaneous
objectives, a policy choice is unavoidable: what has
to be sought is the least disruptive way of carrying
it out, with the over-all purposes of the plan in view.

While consistency in the way in which the various
means of affecting profit are used at any one time
is an obviously desirable goal, it has to be borne
in mind that they are not equally effective in their
several purposes. Hence failure to deploy them in a
consistent and purposeful manner may not always
be as serious in practice as it is in principle. For
some of the instruments have proved rather weak
in accomplishing their ostensible purpose. “Tax
holidays” and rebates, for example, seem to have
exercised relatively little influence on the decisions
of entrepreneurs. Where tax rates are low and ad-
ministration loose, the advantage of remission may
be rather small, and possibly offset, at least in the
case of small and medium-sized firms, if to qualify
for it the entrepreneur has to make special returns,
disclose more information or is subject to a greater
degree of surveillance. Market factors, the availability
of appropriate inputs and confidence in the business
climate are often far more influential than marginal
tax differences.? Moreover, where the Government
retains a discretionary right to determine eligibility,
administrative formalities and delays may seriously
detract from the value of the concession.?

On the whole, the tariff instrument has proved
a more potent one than the tax instrument in in-
fluencing investment in new industries: lower cost
inputs and protection from external competition are

2 Cf. some of the surveys made in Centra] American
countries, In Costa Rica, two thirds of the companies that
had benefited from the local tax incentives in the 1950°s
indicated that the investment in question would have been
made even without the incentive. See S. L. Schreiberg,
“The U, S. private investor and the Central American
Common Market”, in United States Congress, Joint Com-
mittee on the Economic Report, Latin American Develop-
ment and  Western Hemispheve Trode Hearings, 89th
Congress, September 1965, p. 272. Similar conclusions
emerge from an inquiry in Mexico where, between 1951 and
1955, out of 150 cases in which tax exemption has been
denied, not one was deterred from going ahead with the
intended investment. See S. G. Ross and J. B. Christensen,
Tax Incentives for Industry in Mexico (Cambridge, Mas-
sachusetts, Harvard University Press, 1959), p. 101.

3 In Ghana, during the 1950’s, it took from nine to twelve
months to settle applications (J. Harvey Perry, “Taxation
and economic development in Ghana”, a report prepared
for the Government of Ghana (TAO/GHA/4/Rev.l), pp.
43-45). Even longer delays—up to two years in some cases—
are reported in Mexico.
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more fundamental advantages than relief from certain
tax obligations. While achieving a greater result,
however, tariff adjustment—whether downward to
reduce cost or upward to increase protection—often
involves a more serious cost. Tax exemption denies
the Government certain revenue, but usually only
temporarily—recent concessions have been made for
two to five years in Malaysia and Nigeria, two to six
years in Pakistan, five years in Sierra Leone, five
to ten years in Ghana, ten years in Uruguay, ten to
fifteen years in Chad—and only as a prelude to an
expansion of taxable capacity if the new concern
so benefited actually succeeds. Tariff adjustments in
favour of particular industries may also involve a
&

loss of revenue, at least in so far as they reduce the
duty payable or fulfil their ostensible purpose of ex-
cluding imports. Potentially more significant, how-
ever, is the fact that they introduce a risk for the
economy as a whole of raising the cost structure to
the particular detriment of export activities.

As in the case of fiscal incentives, the tariff instru-
ment has been used only rarely for the specific
purpose of implementing a plan. Its deployment has
almost invariably been connected with a general de-
velopment strategy based on import substitution. This
has been particularly true in Latin America and is
one of the reasons for the high tariffs which charac-
terize this region (see table 5). High rates of duty

Table 5. Average rates of duty applicable in selected Latin American countries compared with common
external tariff of the European Economic Community, 1963%

(Percentage of f.0.b. value)

Category of product Argentina Brazil Chile Colombia Ecuador Mewxico Paraguay Peru EEC
Primary commodities and capital goods
(51 products) ......ooiiiiiiiiiinn. 96 134 58 64 35 32 69 18 13
Non-processed food-stuffs (13 products) 123 264 46 185 37 65 99 21 21
Industrial raw materials (10 products) 55 106 111 57 52 38 63 20 1
Capital goods (28 products) ........ 08 84 45 18 27 14 57 16 13
Semi-manufactured and durable con-
sumer goods (43 products) .......... 139 143 96 48 56 58 84 25 10
Durable consumer goods (11 products) 266 328 90 108 80 147 104 30 19
Intermediate products (including fuels),
for use in durable consumer goods
industries (32 products) .......... 95 80 98 28 48 28 77 23 7
Non-durable consumer manufactures (31
products) ...........iiiiiiiia., 176 260 328 247 117 114 77 72 17
Processed foods (14 products) ...... 192 280 436 359 145 110 76 41 19
Other non-durable goods, including
semi-processed products (17 products) 163 244 239 154 76 117 78 98 15
Over-all average (125 products) 131 168 138 112 62 61 76 34 13

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
Economic Bulletin for Latin America, vol, IX, No. 1,
March 1964 (United Nations publication, Sales No.:

have in turn contributed to higher internal costs
and thus accentuated the difficulties experienced by
many of its export industries.

The use of the tariff instrument for plan im-
plementation implies a much more discriminatory
process. Not only would its use be confined to a
relatively few industries, judged to be in need of
the stimulation for the attainment of planned output,
but its choice as the stimulant would be confined to
those industries with reasonable expectations of
becoming viable (by global standards) in a foresee-
able time. This would also imply some follow-up or
review mechanism for assessing the progress of the
protected industry both in terms of the output ob-
jectives of the plan and in terms of productivity and

64.11.G.8), p. 75.

& The figures represent simple arithmetic averages of
customs duties (plus other customs charges where applicable).
expressed in ad valorem terms.

cost. Manipulation of customs duties would also
need to be supported by an appropriate policy regard-
ing rates of exchange: the more a tariff is required
to compensate for an over-valued currency, the more
difficult is it likely to be to use it discriminatingly
as a policy instrument for purposes of plan im-
plementation.

Perhaps the most serious difficulty in using in-
direct measures to call forth a desired sequence of
actions from the private sector lies in the fact that
in many developing countries entrepreneurs are not
very sensitive to small signals: where risks are
high and the rewards of success large, the power
to influence decisions by means of conventional policy
instruments is correspondingly weak. This is particu-
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larly the case in an inflationary environment, in
which nothing short of direct measures involving
physical controls or official participation in productiorny
may be found capable of exerting the requisite pres-
sure on the private sector. The significance of this
relative insensitivity is increased by the fact that
time is itself a critical element in any phased pro-
gramme of economic development. Not only is there
an interdependence among the various components
of the plan, one activity rushing in with the next,
but the whole plan period may itself be a short one
in relation to the changes that are to be brought
about. In most developing countries the industrial
base is small, and by that standard the investment
decisions the private sector is called upon to make
may often be of major dimensions. In those circum-
stances, moreover, there may be a long lag—much
longer than in an industrially advanced country—
before such a decision bears fruit in increased output.
It is clear that the purposeful deployment of in-
direct incentives and deterrents as an adjunct to a
plan is an intricate matter requiring a careful selec-
tion of policy instruments, their bold and firm ap-
plication and their consistent support by other gov-
ernment action.

Instruments controlling access to scarce factors

Perhaps because planning itself is essentially a
problem in resource allocation, in most of the de-
veloping countries with plans that are at all com-
prehensive, direct means of control have been used
more frequently than indirect means to guide the
economy in designated directions or to help achieve
specific production or investment targets. The choice
of instruments has also been influenced by the fact
that some of the countries that have been experiment-
ing with plans which embrace the private sector have
been among those most notably affected with par-
ticular resource shortages judged to require rationing
by means other than price. Thus physical controls
have been set up not only over imports, foreign ex-
change, capital issues and access to credit but also
over scarce commodities, particularly producer goods
such as steel and cement, but in some instances also
consumer goods such as food-grains. And over the
whole network of direct controls there has been
superimposed, in some cases, a system of industrial
licensing under which all new fixed capital invest-
ment requires official permission.

As instruments of plan implementation, such direct
controls suffer chiefly from the defects of their ad-
vantages. They are powerful and definitive in their
impact. By eliminating, to a large extent, the judge-
ment of entrepreneurs reacting to indirect incentives
and deterrents, they impose a much greater burden
of responsibility on the administering authorities not

only for the broad direction and intent of policy but
also for detailed decisions regarding investment,
right down to the plant level. Such controls tend to
be much more effective in preventing investment
than in inducing it. Each control is a potential veto
on action, whereas even if an appropriate share of
every one of a series of scarce and rationed resources
is allotted to an applicant, the result may still not
be the creation of new capacity, if the market or
the climate is judged unfavourable.*

Most developing countries have found it difficult
to administer efficiently a system of direct controls.
The ministries or departments which allocate the
scarce resources are put in a position of great power
and, at the same time, of great vulnerability as
arbiters of private-sector investment. Co-ordination
of their actions, both in terms of the criteria for
allocation—namely, the objectives of the plan—and
in terms of the sequence and timeliness of their
decisions, has often been very poor, especially when
the relative scarcity of particular factors has been
subject to unexpected change. Indeed, even more
than in the case of the indirect policy instruments,
the direct controls have had to be deployed for
purposes other than plan implementation, Thus, when
poor crops or lower export prices have reduced the
supply of railway wagons or foreign exchange
available for allocation, it has proved difficult to
distribute the cuts in allotments in ways that will
contribute best to the fulfilment of plan intentions.
Attempts to use objective criteria, such as historical
shares, for the allocation of a scarce resource may
seem fairer than more arbitrary methods and also
relieve the administrators of awkward decisions,
but in practice they have proved inefficient and quite
out of line with plan needs which often require a
deliberate departure from previous patterns.

Problems of co-ordination and promptness multiply
as the number of control points increases. In Pakistan
in 1963, no less than eighty permits had to be ob-
tained from various government departments before
a new industrial investment could be made.’ In
India, a committee investigating the operation of
controls reported that it took two to thirteen months
for the application for permission to make a new
investment to be processed, and three fourths of
the applicants in the sample studied by the com-

4In 1962 in India, 814 licences that had been granted for
new investment in fifty-four different industries were re-
voked because the applicants had not acted on them. It
is thought that some of these applications had been made
by established interests merely to prevent potential com-
petitors from acquiring access to the resources necessary
for entering the industry in question. Cf. A. H. Hanson,
The Process of Planming: A Study of India’s Five-Year
Plans, 1950-1964.

5 Mahbub ul Haq, “Rationale of government controls and
policies in Pakistan”, Pakistan Economic Jowrnal, March
1963 (Dacca).
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mittee had to wait more than five months.® These
are long delays in the perspective of a five-year plan.

Some of the complications are inherent in the very
need for rationing. Whatever their nominal value,
the market value of some of the scarce factors may
be extremely high: there is thus a powerful in-
centive for entrepreneurs to try to obtain the largest
possible allocation by applying for import permits,
for example, or allotments of foreign exchange
without proper concern about real costs. The re-
sultant distribution—if not strictly guided by plan
priorities and economic criteria—may make for an
undue dispersion of the scarce factor and hence
industrial units that are sub-optimum in size and
profitable only behind the shelter of the import and
exchange controls.”

On the other hand, the high real value of foreign
exchange has made it a powerful instrument for
rewarding behaviour conforming to the plan. Relat-
ing the foreign exchange allocation of an enterprise
to its export performance, for example, has proved
a strong incentive in a number of developing coun-
tries, capable of more subtle manipulation than a
system of multiple exchange rates. Leaving specified
proportions of such foreign exchange in the hands
of the exporters has usually resulted in an increase
in the sort of imports which, because they have not
previously ranked for exchange allotments, yield
high prices and profits on the local market. This is
acceptable if it reflects a genuine increment in produc-
tion and exports that would not otherwise have
occurred; if it is merely the result of a diversion
of supplies, plan priorities are almost bound to
suffer.

Control over credit is also a potent means of in-
fluencing private investment, though in most de-
veloping countries it has been rather less effective
than control over foreign exchange. As in the case
of the other instruments, the provision of finance
has been used much more often as part of a general
economic development policy than as a designated
means of ensuring or hastening the attainment of
particular plan targets. In many developing countries,
the principal institutions through which financial
resources have been made available to the private
sector were established well before any attempt was
made at planning the economy, though in many
cases they were associated with specific development
strategies—the encouragement of industrial diver-

6 See A. H. Hanson, The Process of Planning: A Study
of Indid’s Five-Year Plans, 1950-1964, citing the Eastern
Economist of January 1964.

7 Especially if the control authorities are subject to
regional pressures. Cf. J. Bhagwati, “Economics of scale,
distribution of industry and programming”, The Ecowomic
Weekly, 1 September 1962 (Bombay).

sification through officially sponsored development
corporations, or industrial banks, for example.

In some cases, the bank’s charter has delimited
the area of operation: the Industrial Bank of Turkey
may lend only to certain specified high-priority
industries, for example; the Banco Nacional de
Desinvolvimento Economico of Brazil is concerned
mainly with transport, power and basic industries
(in that order) while the portfolio of the Agricul-
tural, Industrial and Real Estate Credit Bank of
Lebanon is to be divided in specified proportions
among agriculture, industry and tourism. In other
cases, the early involvement of a bank with a particu-
lar industry has tended to persist—as in the case
of the Industrial Finance Corporation of India with
the sugar industry, which accounted for almost a
fourth of its advances in mid-1964-—irrespective of
the status of that industry in the priorities of the
plan.

Though the post-war proliferation of financial
institutions in the developing countries has coincided
with the spread of interest in planning, few of the
organs even among the publicly owned have been
conceived of merely as the financial arm of the plan
(see table 6). At best, their lending policies have
reflected the general development intent of the plan;
seldom have they limited their financing operations
to the industries for which investment or production
targets have been designated. Even where they have
been designed to provide incentives to particular
branches of production (by supplying credit not
otherwise available or available only on more onerous
terms) they have rarely abandoned their banking
criteria for loans: the credit-worthiness of applicants
has continued to be judged more by the probable
profitability of the project itself than by its strategic
importance in the complex of new investments con-
templated in the plan. Private institutions have un-
derstandably applied banking standards even more
strictly than have public ones.

Nevertheless, some financing operations have been
closely identified with the plan. In France, for
example, the Fonds de développement économique
et social lends only for projects negotiated with the
Ministries of Finance and Industry, and even the
older Crédit national requires projects to be sub-
mitted first to the Commissariat du Plan. In the
United Arab Republic, there are also banking institu-
tions that act as financing arms of the planning
authorities. And in 1964, India set up a special
Development Assistance Fund, administered by the
Industrial Development Bank of India, to help
finance plan projects which for one reason or another
—size, long maturation or low prospective return, for
example—could not obtain resources from other in-
stitutions.
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Table 6. Main institutions helping to finance development plans in selected countries

Year of

estab- Type of
Country Nawme of institution lishment Ownership credit Remarks
India ............... Industrial Finance Cor-
poration (IFC) 1948 51% public  All types Between 1948 and 1964 it
financed projects ac-
counting for about 30%
of net investment in the
private sector
State Finance Corpora-
tion 1953 519% public  Loans, guarantees Loans up to 20 years.
Preferred  investment:
“key” industries
Industrial Credit and In-
vestment  Corporation
(ICICI) 1955 Private Loans (including Preferred investment :
foreign cur- heavy industries
rency), equity,
underwriting
Life Insurance Corpora-
tion (LIC) 1956 Public Equity, under-
writing
Industrial  Development
Bank (IDBI) 1964 Public All types Preferred investment :
“key” industries, new
projects
Israel .............. Industrial  Development
Bank of Israel (IDBI) 1957 26% public  All types Between 1958 and 1964 it
financed 40% of net in-
dustrial investment in
Israel
Pakistan ............ Pakistan Industrial De-
velopment Corporation
(PIDC) 1952 72% public Preferred investment:
heavy engineering, che-
micals
Pakistan Industrial Credit
and Investment Cerpo-
ration (PICIC) 1957 Private Loans, guarantees
and underwrit-
ing
Industrial  Development
Bank (IDB) 1961 519% public Loans, guarantees Preferred investment: small
and underwrit- and medium-sized indus-
ing tries of schedule I of
development plan
Turkey ............. Industrial  Development
Bank of Turkey (IDB) 1950 Private Loans (including
foreign cur-
rency) and
equity
United Arab Republic Egyptian Industrial De-
velopment Bank Majority Loans and equity Preferred investment : small
public industries
Venezuela, ........... Venezuelan Development
Corporation (CVF) 1946 Public Loans and equity Preferred investment: in-
dustries earning foreign
exchange, users of do-
mestic raw materials
Corporacién  Financiera
Venezolana de Desa-
rrollo 1963 16% public  Loans (up to 10

years), equity
and guarantees

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
Business International Corporation, Financing Foreign
Operations (New York, 1966), Business International Cor-
poration, Industry, Licensing and Trading Conditions Abroad

(New York, 1965), Antonin Basch, Financing Economic

Development

(New

York, Macmillan,

1964), Shirley

Boskey, Problems and Practices of Development Banks
(Baltimore, Johns Hopkins Press, 1964, 3rd printing).
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The influence that the Government is able to bring
to bear on the private sector through financial in-
stitutions is chiefly through the availability of credit
rather than through the terms on which it is offered:
the latter have not been notably discriminatory
among sectors, and though the institutions in question
have generally charged rates of interest competitive
with, and even somewhat below, those of the con-
ventional sources of funds, the evidence suggests
that the cost of the credit has been a secondary
consideration among borrowers in most developing
countries, especially where inflationary pressures
have been strong. Moreover, even the offer of credit
is not a uniformly potent instrument. It is likely
to have much more influence on new enterprises, for
example, than on established concerns, which not only
have readier access to banks and other regular
financial sources but also are generally able to finance
much of their expansion from internally generated
funds. The growth of such concerns is affected much
more by fiscal policy, investment “climate” and other
determinants of profitability.

The purposeful use of the credit instrument to
facilitate plan implementation, therefore, requires
not only the provision of finance on appropriately
differentiated terms but also the means of controlling,
or at least influencing, other sources of credit.® The
more liquid the economy, the less effective is a
financial incentive likely to be. By the same token,
the better organized the local capital market, the less
influence is a given financial intermediary likely to
wield. Special institutions have tended to be most
useful in developing countries seeking to achieve
non-inflationary growth in the face of an inadequate
rate of saving and a rudimentary capital market.
They have been particularly welcome when they
have been able to make foreign currency loans, and
the International Bank for Reconstruction and De-
velopment has found them a convenient means of
chanelling credit to productive enterprises on a scale
too small for its regular government transactions.
In such circumstances, institutions that have no
direct connexions with the plan can easily be
harnessed to plan purposes on an ad hoc basis of
individual investments.

STRATEGY FOR PLAN IMPLEMENTATION IN THE
PRIVATE SECTOR

The foregoing review of the relationship of the
private sector to an official development plan and of
the means at the disposal of a Government to in-
fluence private entrepreneurs to act in conformity

8For a case study of the problems of allocating credit
in the interest of a development policy, see R. L. Bennet,
The Financial Sector and Economic Development: The
Mexican Case (Baltimore, Johns Hopkins Press, 1964),

with such a plan suggests the essential elements of
a strategy that might be followed in implementing
plans that involve the private sector in a material
way.

The essential preliminary would be the identifica-
tion of those portions of the private sector in which
specific structural changes or the achievement of
designated investment or production goals (or both)
are indispensable to the fulfilment of the plan. No
less important would be the removal of as many as
possible of the recognized impediments obstructing
the desired behaviour on the part of the entrepreneurs
in question. At some stage during the formulation
process—certainly before finalization of the plan—
would come the setting up of appropriate machinery
through which a dialogue could be maintained be-
tween the Government and each of the key com-
ponents of the private sector.

Once the plan was formulated, one of the main
objectives of the Government in such dialogues would
be to facilitate spontaneous action in the key in-
dustries that would accord with the needs of the
plan. In so far as the prospective growth and change
in demand postulated in the plan were insufficient
to evoke anticipatory action, the Government would
face a fourth problem, namely, to devise a suitable
combination of policy measures to induce the desired
pattern of behaviour. In selecting the policy package,
the Government would have to bear in mind not only
the need for internal consistency and for minimizing
real cost but also the possibility that in the course
of the plan period the policy instruments in question
may have to be deployed for other purposes. Among
these, most developing countries are likely to find
that the most frequent is that of managing the
economy during periods of short-term disturbances.
At such times the conflict between stability and
growth tends to be at its sharpest, and the problem
takes the form of using the instruments to meet
immediate needs with the least detriment to longer-
term targets and to the strategy by which the private
sector is being directed towards their achievement.

Key elements in the private sector

The particular segments of the private sector for
which special arrangements have to be made if they
are to develop along lines postulated in a plan differ
from one country to another, depending partly on
the structure of the economy and partly on the extent
to which the Government is able to exercise control
over the elements in question by virtue either of laws
and regulations or of participation in ownership.
The critical elements are those in which failure to
achieve a scheduled expansion in capacity or output
is likely to jeopardize the achievements in other
sectors and even the plan as a whole.
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In most developing countries the list would include,
in so far as they are in private hands, power and
transport and other areas of infrastructure on which
the performance of industry and agriculture depends.
It would include the production of basic food-stuffs
for the market, and major local industries whose
output is to be used in the planned programme of
investment, It would include new industries planned
as “growing points” in particular regions of the
economy. And it would include at least the leading
export activities and, if the external market prospects
for these are unfavourable, some of the less important
export activities and even the producers of new
types of exports. In general, the Government’s
concern would be for the potential bottle-necks of
any consequence—industries and activities whose
lag or failure might have serious repercussions on
other parts of the economy as it is expected to
develop in the light of the Government’s own in-
vestment intentions,

Among the strategic elements thus identified,
priorities can be assigned partly on the basis of an
assessment of the possible secondary effects of a lag
or failure and partly on the basis of the probability
of such difficulties. The “difficult” segments of the
economy in this sense are those in which the required
investment is large by local standards, those in which
there is likely to be a long delay before the invest-
ment yields the required output, those in which the
desired expansion in output is contingent upon in-
stitutional changes or other forms of reorganization,
those in which ownership and control are so dispersed
that the activity cannot be harnessed to the plan in
matters of motivation and decision making and in
some cases, those in which ownership is in foreign
hands.

In some ways these strategic “problem” segments
set the limits for the plan. If the plan is not to be
unduly circumscribed, optimum goals need to be set
for such segments—goals that are as ambitious as
possible, yet feasible and attainable. Goals of this
nature can be set only in consultation with the
decision makers of the segments in question. It is at
this point in plan formulation that consultation with
the relevant elements of the private sector needs to
be organized. The machinery devised for such con-
sultation should be capable of regular use throughout
the plan, keeping under review the progress of the
segment concerned and ready to recommend changes
in methods or policies should lags or imbalances
begin to emerge.

The nature and amount of such machinery will
be determined by prevailing circumstances. As in-
dicated earlier in this report, most developing coun-
tries are poorly equipped to administer elaborate
consultative mechanisms. In the case of the strategic

elements, however, it seems unrealistic to expect the
private sector to behave in conformity with the plan
unless appropriate steps are taken to ensure that
the targets are reasonable and the producers fully
aware of the essentials of the plan and of their role
in it. It is for the Government to work down the list
of principal problem segments, organizing the means
for consultation and review for as many of them as
seems practicable.

The content of the plan should reflect the results
of such consultation. This is particularly necessary
where structural changes are found to be called for.
Resettlement of peasants, consolidation of land hold-
ings and other tenure changes of this nature may
be required in order to attain reasomnable targets in
the agricultural sector, for example, and it is often
sound policy to write such restructuring into the
plan as one of the development objectives, The re-
negotiation of the terms on which mineral or other
concessions are held may also be an appropriate
subject for consultations in advance of the final
formulation of the plan. Similarly, to attain one or
other of the essential industrial goals—for steel
production or fertilizer production, for example—it
might prove necessary for the Government to enter
into partnership with private producers, and such
a joint venture might also be specified in the plan.
If traditional exports seem unlikely to realize the
required expansion in foreign exchange earnings, it
might be necessary to stimulate secondary and minor
export items or explore completely new products;
the plan might well specify the intended action and
methods, at least in general terms, as a distinct
objective.

Realistic appraisals of the key segments are es-
sential if the plan is to become a credible blueprint
for action. The more credible it is, the more likely
is the private sector to take appropriate decisions
about investment and production on a purely vol-
untary, self-interest basis. Confidence between gov-
ernment and private sector will be raised and the
task of administering the plan will be that much
lighter. And the Government will have greater free-
dom to use its policy instruments for the general
purposes of economic management.

Implementation problems in the agricultural sector

By far the most difficult sector to plan for in most
developing countries is agriculture. Because of its
central role in the economy, both as a source of
income and as a source of supplies for consumers,
for many processing industries and for sale abroad,
agriculture cannot be allowed to lag if the over-all
pace of economic development is to be accelerated.
To plan for agricultural expansion, however, raises
major problems in virtually every area of imple-
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mentation, most notably in effecting necessary in-
stitutional and technological changes in circumstances
which involve great strain on administration and
logistics.

The institutional changes that are needed in order
to make possible an adequate rise in agricultural
output in the light of plan requirements tend to in-
volve questions of tenure that are deeply embedded
in tradition. At the one end of the scale they include
the putting to beneficial use of land locked away
in large estates. At the other end of the scale, they
include the consolidation of wuneconomically small
holdings and the adaptation of communal tenure to
permit the effective use of new inputs such as irriga-
tion water, higher-yielding seed varieties, fertilizer
or mechanical means of ploughing, harvesting or
transporting supplies and produce. Changes of this
nature are notoriously difficult to bring about. Not
only are they usually resisted by established interests
sceptical of the argument that development will be
to their ultimate advantage too but they may in fact
be counter-productive in the short run.

Implementation of such changes thus requires
thorough preparation if the potentially disruptive
effects are to be minimized. This calls for strenuous
efforts in an area in which most developing countries
are handicapped both by the political power wielded
by those resisting change and by the many varied
difficulties of administration at what is in many cases
the periphery of the market economy. Among the
tasks that are involved are the carrying out of
cadastral surveys, the organization of demonstration
farms to convince peasants, often illiterate and
tradition-bound, that new techniques pay off the
underwriting of the main risks of innovation, the
resettlement of peasants and all that process entails
in the way of housing and the provision of supplies
and the arrangement of credit and the marketing of
crops. These would be formidable assignments even
to experienced cadres with a sure knowledge of the
facts. In many cases they have been attempted in
the face of a good deal of ignorance—both anthro-
pological and agronomic—and by teams whose com-
position reflects the widespread reluctance of the
ablest civil servants to live and serve in poor and
backward areas.

Even where major institutional changes are not
contemplated in the plan, keeping the agricultural
sector in line with plan needs remains a task beset
by difficulties. The geographical spread of the sector
makes consultation heavily dependent on the ex-
tension services of the ministry of agriculture, and
in very few countries are these a flourishing and
well-supported part of government machinery. In-
stability of output, awkwardly high in many de-
veloping countries, tends to increase when, in the

effort to expand production, the margin of cultiva-
tion is pushed outward: vulnerability to weather
and other natural phenomena remains very great
in most developing countries and a bad drought or
flood or insect-infestation can so affect the supply
of basic food-stuffs or a leading export that other
plan targets are threatened. Thus the agricultural
administration, almost everywhere, tends to be
preoccupied by day-to-day emergencies and crises,
ill-equipped to tackle the larger and longer-term
problems of planned development,

Notwithstanding the manifold difficulties, it is
clear that unless an adequate response is forthcoming
from agriculture, no development plan can avoid
potentially crippling imbalances. To elicit such a
response from an atomistic peasant economy requires
not only a considerable strengthening of the effort
that has hitherto been devoted to the agricultural
sector in most developing countries but also the
pursuit of appropriate supporting policies in related
fields, especially those affecting the supply of farm-
ing requisites and the distribution of farm products.

Recent experience suggests that the machinery
for integrating the agricultural sector into the plan
is likely to function best if it has a suitable geo-
graphical structure, based not on the political division
of the country but as far as possible on agronomic
similarities, Natural features such as rivers, so often
used as convenient boundaries for provinces and
districts on a political map, are likely to turn out
to be major integrating factors for the purpose of
agricultural administration. Within a relatively homo-
geneous agronomic region the essential substrata of
factual information can more readily be established,
optimum technologies worked out, suitably im-
pressive experimental and demonstration farming
conducted, a common attack on plant pests and
diseases launched, appropriate arrangements made
for crop financing, and transport facilities planned
with a view to providing as many farmers as pos-
sible with access both to the new inputs required
by the technological strategy that is being adopted
and to the market for their crops, primary and sub-
sidiary. The similarity of interests and needs within
regions demarcated in this way tends to facilitate
the organization of farmers for common purposes
such as the improvement of infrastructure, the ac-
quisition of inputs on the best terms, the erection of
storage facilities and perhaps of processing plants
and—not least, in the present context—to acquaint
them with the plan, consult them about goals, dis-
seminate productivity-raising knowledge and in gen-
eral motivate them to contribute their best efforts
towards achieving plan objectives.

The success of regional organization of this nature
will depend to a large extent on the appropriateness
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and adequacy of the support received from the centre
in collateral areas. Due priority has to be given to
the needs of such regions when investment policies
are determined in transport and industry. And price
policy must reflect the importance of relating the
reward of the farmer to his output in a sufficiently
certain and generous manner to provide him with
convincing tangible evidence of the advantages of
a positive response to the urging of the planning
authorities when they speak through the local agricul-
tural administration.

The range and consistency of policies

One of the gains derived by government from
effective consultation with the private sector is a
more accurate appreciation of what policies and
instruments are likely to yield the best results when
encouragement or discouragement is required to keep
particular segments of the economy in line with the
plan. When new industries are to be established,
indeed, the consultation may take the form of negotia-
tion, with the Government offering certain conces-
sions or privileges or exploring the possibility of
its own involvement in order to induce the required
investment. It was argued earlier in this study that
the more effective the consultation, the better the
rapport between government and private entre-
preneur, the more credible the plan, and the more
successful the Government was in keeping the
economy stable and in reducing non-economic risks
and uncertainities, the greater the probability of a
spontaneous response to the plan.

In the circumstances prevailing in most developing
countries, however, appropriate anticipatory action
by private entrepreneurs cannot be relied on to keep
the economy in line with the plan. The nature and
magnitude of the changes that may be required
in some areas and the risk that lags may occur in
key sectors, altering the pattern of growth and
impairing the planned balance, combine to make
it necessary to deploy the various policy instruments
discussed in the previous section specifically for plan
purposes.

Thus, to an important degree, the art of plan
implementation in the private sector lies in designing
policy “packages” so that each of the specific de-
velopment objectives is attained at the least possible
cost to other parts of the economy. In general, this
means pinpointing the factors preventing the desired
development and then removing or counteracting
them in the most efficient manner. This may involve
the provision of credit, or assured access to the
foreign exchange necessary to import plant or com-
ponents not available locally, or protection from
foreign competition during an initial high-cost phase
of production, or the reduction of risk through a

rapid writing down of capital charges, or a combina-
tion of such measures in optimum proportions. As
the various instruments are often controlled by
different branches of government, the formulation
of an internally consistent package entails a special
effort on the part of the planning authorities.

The difficulties that most developing countries
have encountered in assembling a consistent set of
measures for attaining a given plan objective lie in
the fact that the government departments administer-
ing the instruments in question may in fact be
pursuing other objectives—maximizing revenue, hold-
ing down the cost of living, conserving foreign ex-
change, liberalizing trade and so on. In pursuing the
purposes of the plan by seeking to induce certain
changes in the private sector, the Government is
rarely able to abandon the other objectives; they
are determined by fiscal, social or even . political
desiderata whose validity is not likely to be destroyed
by the plan. The latter, however, usually does in-
troduce new objectives and if policies are to be
wisely chosen, this fact has to be squarely recognized.
This entails some adjustment in priorities, and across
those salients—well-defined and narrow, and in most
cases not very numerous—on which the develop-
ment plan requires action that will not otherwise be
taken, other objectives may have to give way.

The violence done to these other objectives can be
minimized by the avoidance of over-generous treat-
ment of the entrepreneurs whose co-operation is
being sought. In the provision of incentives, it is
proper for the Government to be reluctant and
cautious. This is another argument for adequate
attention to the general business climate. The less
the risk of sudden, frequent or arbitrary changes in
official attitudes and policies the more responsive
are the entrepreneurs likely to be, even to relatively
small stimuli. Where uncertainties are great, by
contrast, even extravagant inducements may not
suffice to bring about the desired investment.

Incentive measures, moreover, need not be perma-
nent and unconditional. Whatever the inducement—a
mineral concession, preferred tax status or a pro-
tective customs duty—it is generally preferable to
make it a limited and measurable one rather than
open-ended and indefinite. While the arrangement
should be meticulously honoured during its currency,
its renewal should be subject to a performance test
and a comprehensive review in which output and
cost are appraised in the light of the immediately
foreseeable needs of the developing economy,

No rule can be laid down regarding the duration of
the privilege: the nature and magnitude both of the
government sacrifice and of the investment it is in-
tended to promote have to be taken into account.
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While too long a period means an unnecessary ab-
dication of the Government’s freedom to use its
economic tools, too short a period may either fail
to exert the desired stimulus or introduce an un-
desirable element of uncertainty into the economy
as well as an avoidable problem of administration. In
general, experience indicates that the more com-
prehensive the incentive—that is, the more policy
instruments involved—the sooner should its opera-
tion be reviewed for cost and consistency.

The need for internal consistency in the policy
package is most obvious in the case of direct con-
trols over access to a particular scarce resource. If
a new investment is to be made, it is necessary to
make appropriate allocations of all the required
resources, even though the various rationing systems
are conducted by different ministries applying dif-
ferent criteria. But in some cases, the denial of an
allocation may also have implications for investment
and production decisions and hence for the use of
policy instruments. If foreign exchange is not made
available for importing a particular good, for ex-
ample, the implicit protection of the market may
make its local production profitable. This will absorb
other factors of production. If this conflicts seriously
with plan needs, some disincentive—such as an
excise tax or a higher profit tax—may be the logical
corollary to the original system of controlling the
available supply of foreign exchange.

Where, because of the scarcity of the resource,
control over its use is instituted in order to give plan
needs due priority, the most obvious collateral policy
would involve measures to overcome the shortage.
In most developing countries, such measures might
include special encouragement of export activities to
ease a foreign exchange stringency modification in
price policy—such as the institution of official support
levels or the raising of price ceilings in the case of
the commodities the production of which was lagging
—increased budgetary provision for research and
training in the area of deficiency, and even arrange-
ments for institutional and organizational experi-
mentation such as reform of tenure or government
participation in the sector in question: While the
taking of positive collateral action may not always
be feasible, there is a constant obligation on the part
of the Government to make sure that it is not con-
tributing to any impediment to plan fulfilment by
the inconsistent use of some relevant economic
instrument.

Accommodating short-term exigencies

It is proper for Governments to strive to reduce
uncertainties, to create the sort of economic climate
in which the energies and resources of the private
sector are harnessed most naturally to the develop-

ment intentions of the plan and to deploy a coherent
and mutually reinforcing set of policies to guide
the private sector where its spontaneous actions need
directing, stimulating or damping. In the real world,
however, a developing country is rarely in a position
to pursue these goals single-mindedly. The structure
of its economy—with its narrow industrial base, its
shortages of skills and capital and its many physical
and economic immobilities—is not such as to favour
smooth and stable growth. And its dependence on
imports for much of its plant and equipment and on
an often limited range of primary commodities for
most of its foreign exchange earnings makes it ex-
tremely vulnerable to the impact of external changes
over which it has very little control.

When exogenous events threaten the internal or
external balance of the economy, the policy instru-
ments that have been deployed in directing the pri-
vate sector towards the fulfilment of the plan in-
tentions may have to be realigned. This contingency
needs to be kept in mind whenever a policy package
to induce desired action in the private sector is
assembled. It suggests particular caution in the use
of instruments that are likely to be required to
counter any disequilibrating tendencies that may later
emerge.

One such instrument is credit. It is awkward for
a Government to find itself committed to mak-
ing advances to particular segments of the economy
at a time when the emergence of inflationary
pressures has dictated a stringent monetary policy
and restraints on credit. In many developing
countries, the most vulnerable resource is foreign
exchange and its over-liberal use to encourage the
creation of new capacity can have similarly awkward
consequences if for any reason external payments
difficulties should later develop : the Government may
find itself forced to cut down the allocation of foreign
exchange for the importation of current inputs for
established concerns while at the same time pro-
viding for the setting up of new facilities.

The gravity of such situations depends in part
on the content of the plan. In general the greater
the extent to which the plan is addressed to correct-
ing the difficulties lying at the root of the imbalance
the less will be the conflict between the economic
measures that constitute the plan implementation
strategy and those that are called for by the exi-
gencies of actual current developments. A plan that
aims at a rapid expansion in the output of an appro-
priate selection of goods will be less vulnerable to
emergency action necessary in the face of a sudden
increase in inflationary pressures than a plan whose
main content is infrastructure and other forms of
investment with long gestation periods. Similarly, a
plan that focuses particularly on the export sector
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might not suffer unduly from the action that a bal-
ance of payments emergency might demand. In this,
as in other cases, the time element is the critical
one and the difficulty should not be underestimated.
While export promotion or import substitution may
be the least dangerous strategy for the plan of a
country with a chronic external imbalance, every
project so designed may involve immediate claims
on foreign exchange and thus turn out to be vul-
nerable in a severe short-term balance of payments
crisis.

In any conflict between short-term mnecessities
and long-term objectives, it is the latter that
inevitably have to yield. When a short-term
“stabilization programme” is superimposed on a
longer-term “development plan” (and there have
been many such cases in recent years) the private
sector tends to be reinforced in its all too common
opportunistic attitudes. Speculation with existing
assets becomes more profitable—and even less
risky—than investment in new facilities. Credibility
is reduced not only of the particular plan itself but
also more generally in the Government’s ability to
carry through any longer-term plan.

While it may be impossible to avert short-term
imbalances, steps can be taken to minimize their
effects on longer-term development and on the at-
titude of the private sector towards the Govern-
ment’s efforts to plan such development. As indicated
above, the plan itself may be directed towards reme-
dying these weaknesses in the economy—food supply
and exports, for example, both of which are over-
whelmingly private sector activities in most devel-
oping countries—that are among the chief con-
tributors to critical shortages or disequilibria.

The machinery established for the purpose of
facilitating the necessary dialogue between the Gov-
ernment and at least the key elements in the private
sector is put to a special test in periods of short-
term emergency. Its efficiency is to be measured in
part by its contribution to the process of smooth
adjustment—deferment with the least disruption,
plan modification with the least loss of confidence.
In this it is likely to be assisted by a more flexible
approach to longer-term planning and a greater em-
phasis on annual reviews and decisions regarding the
course of action in the period immediately ahead.
Governments, with varying degrees of intent, use
their own budgets for this purpose; the problem
they have to meet is to use the consultation ma-
chinery to carry part at least of this “rolling over”
process into the private sector, thus avoiding sudden
reversals in policy with their consequent damage to
the credibility of the longer-term plan.

Whatever the success of the Government in in-
ducing appropriate spontaneous responses in the

private sector, it has to follow through with the
necessary modifications in the way its own policy
instruments are being deployed. In countries that
are particularly exposed to significant fluctuations
or prone to recurrent imbalances, the means for
guiding the private sector to fulfil the designated
plan targets should be selected with a view to their
sustainability in the face of the most likely con-
tingencies. In many developing countries, this means
that particular care has to be exercised in the way
in which claims on foreign currencies are allowed
to build up through the growth of foreign-owned
and import-dependent industries.

By deploying its economic weapons in the interest
of stability, by avoiding arbitrary actions, by mini-
mizing the number and extent of changes in policy
and by deliberately setting out to reduce unneces-
sary uncertainty, the Government may be able to
lower the rate at which, in most developing countries,
private entrepreneurs tend to discount the future.
In one important sense, planning is itself an exercise
in extending the time horizon of the decision makers
in the business community: the closer the entre-
preneur can be brought to identifying the future of
his own concern with that of the economy as a
whole, the less leverage will have to be exerted in
order to achieve compliance with plan objectives and
the greater freedom the authorities will have in meet-
ing short-term difficulties without disrupting longer-
term programmes.

The international community may also help in-
dividual developing countries to correct temporary
imbalances with minimum damage to soundly based
growth. If additional resources can be provided
while a country is making the necessary adjust-
ment to its economic policies, the planned effort to
expand production need not be as seriously inter-
rupted as might otherwise be the case—to the great
advantage of the efficiency of the private sector and
of the planning process as a means of accelerating
development in a market economy.,

SuMMARY

In order to maximize and spread the benefits of
a soundly based development plan, it is most desir-
able to involve the private sector—and especially
the key productive elements—in the planning process.
The need to do so increases with the proportion of
total output produced in the private sector and with
the comprehensiveness of the plan. The more closely
the private sector identifies itself with the general
objectives and specific targets of the plan, the better
are the prospects for successful implementation.

In order to motivate the private sector effectively,
the Government must convince it that not only is
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the plan consistent, feasible and desirable but also
that it will be kept so by regular review, and that
the official component will be carried out. In the
case of a country launching its first development
plan, especially where relations between the Gove
ernment and private business have been less than
satisfactory, special steps may have to be taken to
improve the economic climate and ensure the co-
operation of the private sector.

Other things being equal, it is generally easier
to obtain the requisite degree of identification if the
Government is able to arrange for the participation
of the private sector in the formulation of the plan,
especially if this embodies structural changes in the
economy or production targets to be fulfilled in the
private sector itself. The nature of the involvement
depends to a large extent on the structure of the
industry in question: the essential contacts that gov-
ernment requires are with the principal decision
makers—in both management and labour—who de-
termine production and investment policy.

Experience suggests that there are three degrees
of involvement: (@) close and continuous in the case
of strategic sectors in which a lag is likely or would
be potentially disruptive or for which the plan intends
structural or institutional changes, (&) systematic
but less close for other production sectors and (c)
general and motivational for the economy as a whole.
Very few developing countries are administratively
equipped to provide for the second of these; priority
has to be given to the creation and operation of
machinery through which the Government can ensure
the co-operation of the key elements in the private
economy.

Whatever the consultation machinery, it is essen-
tial to operate it at the appropriate substantive level,
whether technical or economic. Thus the nature of
the machinery is determined in part by the capacity
of the civil service to work with it, and use it as
occasion demands—for ad hoc negotiation, for tech-
nical consultation or for regular surveillance—along
with the representatives of private industry.

Where a strategic segment of the private sector
is not appropriately organized for consultation—as
may often be the case in agriculture, for example—
the Government may have to take special steps to
keep it from acting as a drag on the rest of the
economy. These may include the creation of new
institutions for informing individual producers, for
administering such incentives as may prove neces-
sary and for assisting in the process of economic
or technical reorganization in the interest of raising
productivity.

In most developing countries, the strategic ele-
ments in the economy for which specific arrange-

ments need to be made include the producers of
selected goods vital for investment or consumption
and of major export commodities and (where pri-
vately owned) transport and power. Unless these
industries fulfil their targets, bottle-necks are likely
to develop, and the whole plan may well be jeopar-
dized. Agriculture, which provides not only local
food-stuffs but also much of the foreign exchange
earning capacity in most developing countries, is
generally the most difficult element in the private
sector to integrate into a development plan and needs
special attention.

In relation to a normal plan period of five years,
the time required to increase capacity in many of
the strategic sectors is often rather long in most de-
veloping countries. Arrangements to expand needed
facilities have therefore to be effected early in the
plan, immediately aiter targets have been finalized,
if imbalances are to be avoided. This re-emphasizes
the importance of early involvement of the relevant
key elements of the private sector in the planning
process, of the credibility of government intentions
and of an economic environment conducive to the
extension of the time horizon for business decision-
making.

If investment can thus be achieved through the
normal decisions of businessmen acting in anticipa-
tion of increases in demand for the product, the
necessity of using special incentives is minimized.
This is desirable, because the instruments at the
disposal of Governments for bringing the private
sector into line with the plan are for the most part
the ordinary means of economic management. These
are the direct and indirect methods of guidance and
control required for maintaining stability in the
economy in the face of exogenous forces, and it is
often awkard to use them simultaneously to promote
a particular growth pattern.

The instruments available for influencing the pri-
vate sector are relatively blunt in the circumstances
of most developing countries. Because of the low
degree of competition in much of the industrial
sector as well as the ever-present danger of inflation
characteristic of most developing countries, profit
incentives tend to have less influence on investment
and production decisions than they do in a more
sensitive economy: to stimulate supply, it may be
necessary to offer prospective gains large enough
to be inimical to cost stability. Direct controls over
scarce factors are usually more effective but ex-
perience shows them to be better at inhibiting than
at stimulating. Moreover, administrative machinery
is often too weak to allow successful discrimination
in accordance with need—in the provision of credit,
for example, in running a dual price system to shield
consumers of a commodity from a higher price paid
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to encourage producers, or in the allocation of for-
eign exchange in order to boost a lagging sector
and remove a supply bottle-neck.

In many developing countries, most of the eco-
nomic control policies are actually in operation at
any one time. This adds to the problem of putting
together a combination of measures which can be
deployed in a discriminatory fashion to encourage
the specific private sector development that the plan
requires. The constituent elements of the policy
package need to be consistent with one another and
to represent, as far as possible, the least-cost com-
bination, that is, the combination likely to do the
minimum of violence to other objectives, such as
increasing government revenue, saving foreign ex-
change or restraining domestic costs.

In selecting the instruments with which to guide
the private sector, the Government has also to keep
in mind the measures that may prove necessary to
maintain economic stability in the face of pressures
that may arise exogenously during the plan period.
Where foreign exchange is a particularly scarce
resource, for example, it is hazardous for a Gov-
ernment to impair its ability to take restrictive action
by making undue commitments, even tacitly, in
respect of future allocations in order to induce par-
ticular private sector investment.

Even after the most appropriate combination has
been selected, the effective use of such instruments
—for the purpose of keeping the private sector in
line with plan requirements and facilitating such
modifications in plan targets and phasing as become

necessary—depends on the smooth and timely op-
eration of current reporting and evaluation ma-
chinery, something that itself has proved difficult to
attain in most developing countries.

The certainty of appropriate action on the part
of the private sector, whether spontaneous or
induced, depends very largely on the confidence gen-
erated by the whole environment—political, institu-
tional and social as well as economic. The func-
tioning of the capital market, of the tax system and
of labour and mercantile laws, as well as all the
other elements of “climate”, will affect business
decisions and influence the response of workers and
investors both to the prospects of expansion in de-
mand and to the offer of special incentives. Even
effective methods of consultation and a wise choice
of inducements may be insufficient to offset serious
deficiencies in economic environment. In this con-
text, the effect of the plan on the distribution of
incomes is likely to have an important bearing on
the way in which the private sector collaborates in
the implementation of production plans.

Because of the vulnerability of most developing
countries to exogenous forces, the international com-
munity can make a major contribution to the im-
plementation of development plans by maintaining
the demand for the export products of the countries
concerned. And if in its effort to accelerate its rate
of growth a developing economy does get out of
balance, the international community can provide
resources to help restore the balance with the least
disruption of the plan the country in question is
trying to implement.



Chapter IV

RECENT EXPERIENCE IN THE IMPLEMENTATION OF DEVELOPMENT
PLANS

INTRODUCTION

The preceding chapters have examined some of
the problems and experience of developing countries
in devising more effective instruments for the im-
plementation of plans. The present chapter presents
a brief review of recent economic trends in a num-
ber of countries which have endeavoured to use their
plans consistently as guidelines for development
policies. The analysis has necessarily been confined
to countries for which data covering several years
of their planning periods are available, For several
of these countries, the data permit review of the
whole of the period spanned by recent plans; for
others, the data refer to shorter periods; but in no
case is the period less than three years. In view of
the small number of countries reviewed any gen-
eralization regarding progress in plan implementa-
tion based on the experience described in this chapter
would be hazardous.

It must be emphasized that even a plan period
of four or five years is often too short for an ap-
praisal of the effectiveness of long-term develop-
ment policies; the full influence of such policies may
become evident only over a longer period. Further,
within the relatively short period covered in the
present review, the effects of public policies on
growth may be offset by developments which are
beyond the control of the policy makers. The attain-
ment or non-attainment of the physical targets of a
medium-term plan is thus not necessarily an indica-
tion of the effectiveness of plan implementation. An
attempt to determine the contribution of policy mea-
sures to quantitative changes in output and expendi-
ture would go beyond the scope of this review, and
the present chapter therefore confines itself to com-
parisons of quantitative achievements with plan tar-
gets and to a brief examination of some of the policies
which Governments have pursued in order to realize
targets.

Recent trends in output and investment

In most of the countries reviewed in the present
chapter, performance during the plan period has
been quite encouraging even though a number of
countries have not attained the over-all growth rates
envisaged in their plans. Ten of the twelve countries
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included in table 7 have achieved higher rates of
growth for gross domestic product than they had
recorded in the five years preceding their recent
plans. Of these ten countries, China (Taiwan),
Malaysia, Pakistan, Republic of Korea, Sudan and
Uganda have also exceeded their planned growth
rates, while the United Arab Republic has come
close to attaining its targets. The performance of
most of the countries, in fact, compares favourably
with the average rate of growth of slightly more
than 4 per cent per annum recorded by the devel-
oping regions as a whole during the first half of
the 1960’s; and in several instances, it exceeds the
target rate of 5 per cent per annum established under
the United Nations Development Decade.

Almost all countries have increased the share of
investment in the gross domestic product and a
number have virtually attained or even exceeded
the rates of increase in gross investment which their
plans had envisaged (see table 8). However, ex-
perience has again demonstrated the difficulty of
making accurate estimates of the investment required
for the attainment of a projected rate of increase
in output. In the United Arab Republic and Vene-
zuela, for instance, investment has increased as fast
as, or faster than, planned while the over-all growth
rate has fallen short of the target. To some extent,
such disparities can be explained by the influence
of the agricultural performance on the growth of
the economy as a whole. In agriculture, the relation-
ship between new investment and increases in output
tends to be particularly uncertain, the more so over
relatively short periods when trends in output are
obscured by the influence of weather conditions.

Success in achieving the planned rates of growth
in total output has, in fact, depended in large mea-

sure on the performance of agriculture. Of the coun-

tries which have exceeded their planned growth
target for gross domestic product, only the Republic
of Korea has experienced a shortfall in agricultural
production. Conversely, among those which have
failed to attain their over-all growth targets, only
the Sudan has met its target for agriculture. Very
much the same holds true of industrial growth. Those
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Table 7. Planned and actual annual rates of growth in gross domestic product®

(Percentage)
Actual in Actual in plan years
Country Plannedv pre-plan

yearse 1960 1961 1962 1963 1964 1965 Average
China (Taiwan) ............... 8 6.7 8.2 8.0 11.3 14.2 104
Venezuela ..................... 8 7.5 41 8.0 51 5.7
United Arab Republic ......... 7 5.0 6.1 2.6 8.7 8.7 6.6 6.5
MoOrocco ..vviiiieriie i 6 —04 39 32 12.8 5.0 0.9 2.3 3.6
Philippines  .................... 6 5.2 3.5 5.3 4.1 5.4 4.6
Republic of Korea .............. 6 4.9 41 9.3 8.9 8.1 7.6
Tunisia covvvviniiriiieina 6 16 1.7 3.7 6.7 6.1 4.6
India ............cco L. 5.5 3.6 2.6 1.9 5.0 7.7  (—4.2) 4.34
Sudan ... 5 3.2 124 1.0 5.8 2.9 cen 5.5
Pakistan ............c..oia.... 4.5 2.5 5.1 57 4.0 82 4.3 5.5
Malaysia® ..........cccovviiinnn. 4 3.5 6.1 5.1 7.5 54 7.3 6.3
Uganda ..., 3.5 3.2 —2.0 0.7 9.7 5.8 4.8 3.8

Source: United Nations, National Accounts question-
naire, 1966, Yearbook of National Accounts Statistics, 1965
(Sales No.: 66.XVIL2), national development plans, and
national sources.

aFor Malaysia, Pakistan and Uganda, gross domestic
product at factor cost; for China (Taiwan), Philippines and
the Republic of Korea, gross national product at market
prices; for United Arab Republic, gross national product at
factor cost; for India, nationa] income; for the remaining
countries gross domestic product at market prices.

b Data refer to the plan periods as a whole which were
as follows: China ((Taiwan), 1960-1964; Venezuela, 1963-
1966; United Arab Republic, 1960/61-1964/65; Morocco,
1960-1964 ; Philippines, 1962/63-1966/67 ; Republic of Korea,

1962-1966; Tunisia, 1962-1971; India, 1961/62-1965/66;
Sudan, 1961/62-1970/71; Pakistan, 1960/61-1964/65; Uganda,
1961/62-1965/66.

¢Data for pre-plan years refer to the period between
1953-1954 and 1959-1960 or a shorter period where data
for years stated are not available; they have been conformed
as far as possible to plan definitions.

d Average for 1961-1964; this may be taken as more
representative of the trend than the average growth rate
for 1961-1965 in view of the fact that the reduction in the
national income in 1965 was the consequence of a severe
drought,

e Former Federation of Malaya only.

Table 8. Gross investment: Annual rate of increase and share in gross domestic
product
(Percentage)

Annnal rate of

Share of investment in
gross domestic product

Country increase in investmentd Actual shares
Planned Actuald Base Latest
Yyear year
MOTOCCO v vvvieerii i vninrannnns 21 85 10 13
Pakista .....cviviiiiiiiiinaanen 20.5 18.1 10 18
Republic of Korea ................. 155 15.7 11 14
Philippines  ..........cciiiiiiiin, 12 4.6 11 11
Malaysia ..ovviiiriiiiiii it 115 116 14 19
United Arab Republic .............. 11.5 11.44 12 18
India oot irianaenn N 10 7.5 11 14
TUMISIA oo i ettt vt e e eeeenannnn 12.3 19 25
Venezuela .......coviiieiniinnnnnns 13.1 14 17
China (Taiwan) ................... 11.2 18 19
SUdan e i e i ieaae 11.5 12 18
Uganda .....coviiiiiiiiiiniiiine.s 9.5 12 16

Source: See table 7.

aPlan data for the Sudan refer to gross
fixed capital formation; for India, net invest-
ment; for other countries, total gross invest-
ment. Actual data for Morocco, Republic of
Korea, Sudan, Tunisia, Uganda and Venezuela
refer to gross fixed capital formation; for other
countries, total gross investment.

b Data refers to years shown in table 7.

¢The term “base year” refers to the year
preceding the first plan year; “latest year” is
the terminal year of the plan or the latest year
for which data are available as indicated in
table 7.

d Estimate of the Secretariat.

e Rate of increase from 1960 to mid-point of
plan.
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countries which have attained or surpassed their
targets for the rate of growth in total output have
fulfilled or exceeded their expectations with regard
to the expansion of industrial output.

Another factor which has significantly influenced
the pace of development during the plan period has
been the performance of exports. World demand
for primary products has been relatively buoyant
since the early 1960°s and the countries reviewed
in this chapter have benefited in varying degree
from this trend. As discussed more fully below,
several countries have exceeded the projected growth
rate for exports, sometimes by a very substantial
margin. Thus, the unexpectedly vigorous expansion
of exports in China (Taiwan), Malaysia, Pakistan
and the Republic of Korea has greatly facilitated
the execution of development projects and the attain-
ment of the projected growth of the gross domestic
product. On the other hand, in some countries,
shortfalls in the domestic production of food-stuffs
and essential materials and consequent inflationary
pressures have necessitated increases in non-develop-
mental imports which have absorbed unforeseen
gains in export receipts. It is evident that, among
the countries which have fulfilled or exceeded their
plans for total output, the performance of agricul-
ture, industry and exports has also usually been
better than expected. Expansion in each of these
sectors has no doubt tended to support, and reinforce,
expansion in the others. But it is not to be concluded
that there has been any simple causal relationship
at work. A strong rate of increase in exports, for
example, has not been sufficient in itself to enable
countries to achieve their over-all growth targets
though it has contributed significantly towards ac-
celerating the pace of development in countries where
other factors have favoured relatively rapid growth.
It will become clear from the discussion which fol-
lows that the forces accounting for good or poor
over-all performance have invariably been complex
and that, in every country, progress in plan imple-
mentation has varied considerably from sector to
sector.

PERFORMANCE IN AGRICULTURE

In recent years Governments in developing coun-
tries have become more acutely aware of the impor-
tance of agriculture in the development process.
While economic development had been considered
for many years to be virtually synonymous with in-
dustrialization, progress in agriculture is nowadays
recognized as essential for development. Many of the
development plans of the 1960’s have accordingly
given increased attention to agriculture; and recent
plans have therefore set growth targets for agricul-
ture which were generally well above the growth

rates achieved in the years preceding the plans (see
table 9).

Table 9. Planned and actual rates of growth in
agricultural production

(Percentage)
Actuals

Country Planned Plan Pre-plan

years years
Venezuela ................ 8 6.6 5.1
China (Taiwan) .......... 5.5 6.4 38
Moroeco ... 5.5 2.6 —0.7
Republic of Korea ........ 5.0 37 29
United Arab Republic .... 5.0 3.3 31
India ..................... 45 2.5 22
Sudan .................... 4.0 53 3.0
Tonisia ................... 4.0 2.7 3.3
Malaysia ................. 3.0 4.0 29
Philippines ................ 3.0 2.6 1.1
Pakistan .................. 2.5 3.3 0.6

Source: See table 7.

2 Plan years refer to those shown in table 7. For pre-plan
years, see foot-note ¢ to table 7. Actual growth rates are
based on data relating to value added in constant prices, as
defined in national accounts.

The renewed interest in agricultural development
has not arisen solely, or even primarily, from a gen-
eral desire to raise productivity and income in a
lagging sector of the economy. It was the evidence
of a growing imbalance between food production and
food requirements and, in some cases, between in-
dustrial capacity and the domestic production of
agricultural materials for industry, which has forced
Governments to take a fresh look at their problem
of agricultural development. Further, in the face of
unfavourable long-term trends in world demand for
some of the major export products of developing
countries, export diversification has also become a
matter of increasing urgency, demanding early action
to expand output of agricultural products with more
favourable export prospects.

The need to increase the production of staple
food-stuffs for the domestic market has been most
urgent in food-deficit countries, such as India, Mo-
rocco, Pakistan, Sudan and United Arab Republic,
most of which have come to depend increasingly on
food aid shipments under United States PL 480 to
cover shortfalls in domestic output. Their growth
targets for agriculture as a whole have therefore been
determined in large measure by the objective of
eliminating the food deficit as rapidly as possible, and,
in particular, the shortfall in the domestic produc-
tion of food-grains. As table 10 shows, almost all the
food-deficit countries have envisaged a substantial
acceleration in the growth of cereal production.
Among cereals, rice has been given emphasis, notably
in Pakistan and the United Arab Republic, in view
of its export potential as well as its role as a staple
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Table 10. Planned and actual annual rates of increase in food-grain production
in food-deficit countries

(Percentage)
Total Per capita
Country Planned Actual Planned Actual
Plan Pre-plan Plan Pre-plan
years® yearsd yearst years®
Venezuela ............. 12.0 5.9 10.2 8.5 2.4 6.2
Sudan ............. ... 8.5 7.4 23 5.5 44 —0.8
United Arab Republic .. 6.0 4.0 . 3.5 1.0 .
India .................. 5.5 24 3.6 3.5 — 0.5
Philippines ............ 5.5 1.9 3.6 21 —1.3 0.3
Pakistan .............. 4.0 6.0 2.3 2.0 3.8 0.2
Moroeco ......iiiinn.. 25 1.7 —37 0.5 —1.0 —6.3

Source: Based on Food and Agriculture Or-
ganization of the United Nations, World Crop
Statistics (Rome, 1966) and national develop
ment plans. :

aYears covered are from beginning of plans

in the national diet. At the same time, several coun-
tries, including India, Pakistan and United Arab
Republic, have aimed at expanding production for
the domestic market of commercial food crops, such
as sugar cane, and of cotton, hides and skins, oil-
bearing crops, tobacco and other materials for their
growing industries. Fruit, vegetables, sugar, spices,
palm products, coarse grains and textile fibres have
been among the agricultural commodities on which
plans had variously focused in the context of pro-
grammes for export diversification.

During the plan years covered in the present sur-
vey, most countries have succeeded in accelerating
the growth of agricultural production. But only
about one third of the countries have attained or ex-
ceeded the planned growth rate; these latter include
China (Taiwan), Malaysia, Pakistan and Sudan (see
table 9). Among the major food-deficit countries,
only Pakistan, Sudan and Venezuela have achieved
sufficiently large increases in cereal production to re-
duce their dependence on imports. Per capita pro-
duction in the United Arab Republic appears to have
been insufficient to meet rising consumption require-
ments, most especially those of the low-income
groups which have benefited from the Government’s
wage policy. In Morocco and the Philippines, per
capita production of food-grains has declined. In
India, the level obtaining in 1961/62 was barely
maintained up to 1964, and with the disastrous crop
failure of 1965 it thereafter fell to well below the
pre-plan level.

Broad production indices for agriculture which re-
late to relatively short periods of from three to five
years, such as those covered in tables 9 and 10, are
only of limited value as indicators of either the ef-
fectiveness of policies for the achievement of plan
objectives or of trends in output. Some important

as indicated in table 7 to 1964 or 1964/65.

b Data generally refer to the period 1953-1954
to 1959-1960 or a shorter period where data
for the years stated are not available,

measures for agricultural development are of a long-
term character and their effect on output may not
become apparent within a single plan period. Fur-
thermore, within a relatively short time span, the
vagaries of the weather may offset or exaggerate the
effect of measures to accelerate the growth of output,
resulting in significant deviations from production
trends,

Data on the fulfilment of investment targets for
agriculture are potentially better indicators of the
effort devoted to agricultural development than are
production indices, but these, too, have their limita-
tions. For one thing, much of the investment which
contributes to agricultural growth takes place out-
side the sector. Major multipurpose irrigation
schemes such as the Aswan Dam project in the
United Arab Republic, rural electrification schemes,
or the establishment of factories producing agricul-
tural inputs such as fertilizers, contribute no less to
agricultural development than does investment in the
agricultural sector itself. Furthermore, a substantial
proportion of developmental expenditure in agricul-
ture is not investment in the technical sense and is
not recorded as such. Data on agricultural invest-
ment therefore reflect only one part of the effort
to attain agricultural growth targets.

The share of total gross investment which was to
be devoted to. agriculture according to the plans
ranged from 9-10 per cent in the Philippines and
Venezuela to 39 per cent in Tunisia (see table 11).
China (Taiwan), the Sudan and Venezuela have ac-
tually allocated a larger proportion of total invest-
ment to agriculture than they had planned. In Paki-
stan and the United Arab Republic, the allocation
of resources for investment in agriculture has come
close to the proportion envisaged in the plans; but
in Pakistan the growth of total investment in real
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Table 11. Planned and actnal share of agriculture in total gross investment

(Pevcentage )

agriculture in

Share of Average rate

of growth of

Country total investment total investment
Planned Actyals Planned Actual®
Tumdsia . ovr i ‘ 39 21 9.5 12.3
SUAAIL oottt i 25 26 5.0 115
United Arab Republic ............. 20 17 11.5 114
China (Taiwan) .........covevvnn. 17 18 7.0 112
Republic of Korea ................ 17 9 15.5 15.7
India:
Total vt 16 e 10.0 7.5
Public ..t e 14 13 . -
Pakistan ...oeviriieiieiniiiinneen 15 13 20.5 18.1
Venezuela . ..vviiiiiiiiiiiaiininan, 10 13 8.5 13.1
Philippines . i..iveiiiiiniini i 9 6 12.0 4.6

Source: See table 7.
2 Years covered are those shown in table 7.

terms has fallen short of the target and the amount
of real resources devoted to agricultural investment
has consequently also failed to come up to the
planned level.

Failure to fulfil investment plaus has not neces-
sarily been a consequence of inadequate plan imple-
mentation. In some cases, the emphasis in pro-
grammes for agricultural development has been
shifted from more capital-intensive projects to pro-
jects involving smaller capital outlays as well as to
general developmental expenditure deemed to be of
greater importance for the achievement of the plan
‘objectives. This has been the case, for instance, in
"India. However, in many cases the non-fulfilment of
investment targets has been due to a failure to meet
the policy requirements of plans for the agricultural
sector and to difficulties encountered in the execu-
tion of investment projects.

Measures for agricultural development

In developing countries, the implementation of pol-
icies designed. to stimulate the growth of agricul-
tural output is frequently impeded by institutional
deficiencies and by ignorance and resistance to change
on the part of the large numbers of producers who
constitute the agricultural sector. The task of many
Governments seeking to overcome agricultural stag-
nation and backwardness is thereforé not merely one
of undertaking and stimulating investment, provid-
ing incentives for production and ensuring an ade-
quate supply of the necessary inputs; it also em-
braces  broader and more complex problems of
- changing the institutional framework so as to permit
the other measures to be used more effectively. The
corner-stones of agricultural development policy in
“developing countries have thus been measures of four

kinds: public investment in infrastructure projects,
measures fo encourage the adoption of improved
cultivation methods, the provision of production in-
centives, and measures to reform the institutional
framework of agriculture.

The effective implementation of programmes for
agriculture has usually involved some combination of
these measures. The weight given to any one in the
“policy package” has varied according to the nature
of the major obstacles to growth, the structure of the
econony, its resource endowment, the financial and
manpower resources available to the Government, the
attitudes towards institutional reform, and the pre-
vailing views about the role of the State in economic
life. It has been relatively easy for Governments to
get domestic support and external financial assistance
for major public investment projects and these have
generally been accorded high priority in agricultural
programmes. Measures to bring about improvements
in production methods have also been widely em-
ployed, but their effectiveness has been limited by
institutional factors and the farmers’ resistance to
change on the one hand, and by shortages of quali-
fied personnel for their administration on the other
hand. Institutional reforms, though widely recog-
nized to be essential for progress in agriculture, have
frequently proved to be the most difficult to imple-
ment. And failure to carry out reforms has been a
common cause of inadequate progress in the imple-
mentation of programmes for agricultural develop-
ment. The importance of reforms arises not only
from the fact that antiquated land ownership and
tenure systems and other institutional deficiencies
have a direct bearing on productivity in agriculture
but also because these systems diminish the effective-
ness of other instruments of agricultural policy, such
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as production incentives, agricultural extension work
and the introduction of new techniques. It is per-
haps no exaggeration to say that in many countries
the failure of Governments to put the necessary re-
forms into effect has been largely responsible for the
disappointing results of efforts to accelerate the
growth of agricultural output.

Public investment. in. cgriculture

Major areas of public agricultural investment have
been irrigation, land cleardnce and drainage schemes
designed to enlarge the area under cultivation and
to increase the productivity of the cultivated land.
While the capital cost of such schemes is high, they
contribute to agricultural development both by creat-
ing permanent additions to productive capacity and
by facilitating the introduction of new production
methods.

In the period covered by recent development plans,
the opening up of new land for cultivation hds con-
tributed significantly to thé growth of agricultural
production in several countries. In Uganda, for in-
stance, the cultivated area was apparently increased
by 30 per cent in the years from 1961 to 1964; in
the Republic of Korea it was increased by 11 per
cent, in Malaysia by 8 per cent and in Pakistan by
3 per cent. In China (Taiwan) and the United Arab
Republic, the area under cultivation has not increased
significantly in the plan years covered in this review,
but in the United Arab Republic large new areas
are due to come into production in the late 1960’s
when irrigation schemes connected with the Aswan
High Dam will be completed. In the Sudan, as in
the United Arab Republic, heavy reliance has been
placed on the expansion of arable land through a
number of irrigation schemes deriving from the Nile
waters, and the area under cereal crops and cotton
was estimated to have increased from 1960 to 1964
by over 40 per cent. Substantial increases in the
acreage devoted to cereals have also occurred ‘in
Ecuador and Venezuela where virgin land 1is
plentiful, '

Large-scale irrigation and land development pro-
jects have played a major role in the development
programmes of Malaysia, the Sudan and the United
Arab Republic. But a number of countries have
given increased attention in their recent plans to
smaller projects designed to improve the water sup-
ply on cultivated land and to yield quick benefits
at lower cost by using existing capital more ef-
fectively. In many cases, the completion’ of major
projects had not been followed up with the construc-
tion of the necessary facilities to take full advantage
of the additional water potential which had been
created. Tn India, for instance, lags in the construc-
tion of field channels and reservoirs have been men-
tioned as a factor in the relatively slow progress
of agriculture under the third plan: During the im-

plementation of the plan there was, in fact, some
shift in emphasis from major to minor irrigation
works and the Government has proposed to give in-
creased attention to the latter in its fourth plan.
Pakistan initiated under its second plan a highly
successful programme for ground water development
to supplement the available water resources on ir-
rigated land, During the plan period, some 30,000
tube wells were installed by farmers with govern-
ment assistance and by the Government itself, which
improved irrigation over an area of some 4 million
acres. The success of the programme has been re-
lated, in large measures, to its co-ordination with a
rural electrification programme which has made the
operation of the tube wells possible. It has been
estimated that ground water development in West
Pakistan contributed as much as one third to the

increase in crop production of that region during the
period 1960/61 to 1964/65.1

Measures to increase yields

Programmes for increasing yields on existing
farms have formed part of all development plans. but
their implementation has raised a host of problems.
In order to raise agricultural productivity through
improved inputs and methods, it is usually necessary
first to persuade the farmers to use them and then
to ensure that they are correctly and effectively em-
ployed. The procurement and distribution of inputs
such as chemical fertilizers, pesticides and improved
seed varieties are themselves difficult operations. since
developing countries usually lack adequate trans-
portation and distribution channels and are deficient
in domestic capacity for the production of these in-
puts. But the more intractable problem is that of
the persuasion, training and guidance of the—
frequently reluctant—oprospective users. Its solution
requires considerable numbers of qualified exten-
sion workers who are not only familiar with the
techniques they have to teach but are also skilful or-
ganizers and educators,

Yields per acre are strongly affected by climatic
factors, and changes over a relatively short period
do not necessarily reflect trends in agricultural pro-
ductivity. But a comparison of average yields per
acre recorded by countries during recent plan years
with those of the preceding five-year period shows a
fairly consistent tendency towards an increase in
yields for the major cereal crops (see table 12).
Apart from the Sudan, yields have generally in-
creased in rice production and, in most cases, the
same holds true of wheat and other cereals as well.

Relatively large improvements in rice yields have
been achieved in Pakistan, Malaysia and Venezuela,
in maize yields in the United Arab Republic, and in
wheat and barley yields in Tunisia; in these coun-

1 Government of Pakistan, Third Five-Year Plan (1965-
70), p. 396.
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Table 12. Major cereals: Yields per acre and
changes in area sown

Avreo yield
Country gnd Pre-plan Plan years® Change ""E
commodity ( I-%) ¢ii§iaeds of kilogrammes (Z;i‘;;’f;‘:}‘g e)
per acre)

China (Taiwan)

Rice .............. 12.3 13.8 —1.6
Indio

Wheat ............ 3.0 3.3 6.1

Rice .............. 5.6 6.1 9.2

Millet and sorghum 1.8 19 22
Malaysia

Rice .............. 8.8 10.1 1.3
Morocco

Wheat ............ 2.5 27 —8.3

Rice .............. 2.6 28 —7.0
Pakistan

Wheat ............ 31 33 97

Rice .............. 5.6 6.6 14.9
Republic of Korea

Wheat ............ 48 37 13.5

Rice .............. 119 12.6 72
Sudan

Millet ............ 27 2.6 45.0

Sorghum ......... 41 3.8 14.6
Tunisia

Wheat ............ 14 2.0 —7.1

Barley ........... 1.0 1.5 —5.8
United Arab Republic

Wheat ............ 94 10.5 —13.8

Rice .............. 212 214 47.0

Maize ............ 84 10.0 —10.2
Venezuela

Maize ............ 4.6 42 19.9

Rice .............. 6.1 7.3 1184

Source: Food and Agriculture Organization of the United
Nations, World Crop Statistics (Rome, 1966).

a Average for five years preceding plan period.

b Years covered are from beginning of plan as indicated
in table 7 to 1964 or 1964/65.

¢ From base year of plan to 1964.

tries, the improvements in yields of these crops have
varied from at least 15 per cent to as much as 50
per cent, But in most countries, increases in yields of
the major cereals have been within the range of 6-12
per cent. Although differences among cotuntries in
soil and climatic conditions variously affect the scope
for increasing the yield of any particular crop, the
wide variations in the increases which have been
achieved suggest that, with improved inputs and
irrigation, more could be achieved in a number of
countries than has been the case in the past.

While important advances have been made in
agricultural technology in the past decade, they have

thus far had only a limited impact on agriculture in
developing countries. Of the improved agricultural
inputs which have become available, chemical ferti-
lizers have gained wide acceptance and their in-
creased use has contributed substantially to the ad-
vances in productivity which have been achieved.
As table 13 shows, the consumption of chemical
fertilizers has more than trebled during the plan
period in Pakistan, has more than doubled in India,
and has increased by 50 or more per cent in the
United Arab Republic. Since a substantial proportion
of the fertilizer used in developing countries has had
to be imported, these increases in fertilizer consump-
tion have been costly in terms of foreign exchange
outlays; and they have often also involved large
government expenditures in subsidizing the prices
charged to users.

A number of countries have embarked on pro-
grammes for the establishment and expansion of
domestic capacity for the manufacture of fertilizers.
Pakistan, for instance, included in its second plan
a programme for increasing fertilizer production to

Table 13. Consumption of fertilizers
(Thousands of tons of N, P,0,, K,0)

Nitrogenous

Country fertilizers Phosphate Potashk

China (Taiwan)

Pre-plan average ... 102 34 28

1964/65 ............ 137 37 35
India

Pre-plan average ... 210 40 21

1964/65 ... ....... 510 148 63
Malaysia

Pre-plan average? .. 18 5 7

1964 ... . 31 4 14
Morocco

Pre-plan average ... 6 16 5

1964 ................ 15 20 8
Pakistan

Pre-plan average ... 22 2 R

1964/65 ............ 83 9 2
Republic of Korea

Pre-plan average ... 181 67 8

1964 ...l 173 146 41
Sudan

Pre-plan average ... 16

1964/65 .. ......... 23
Uwited Arab Republic

Pre-plan average ... 136 25 1

1964 ..., 198 44

Source: Food and Agriculture Organization of the United
Nations, Fertilizers—An Annual Review, 1965.

Note: Pre-plan average refers to five years preceding
plan period.

a Average of four years.
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300,000 tons. The fact that the target was exceeded
enabled the Government to step up the use of ferti-
lizer without incurring additional foreign exchange
expenditures. India had set a target for fertilizer
production of 800,000 tons by the end of its third
plan, but the capacity in operation by 1965 was only
of the order of 600,000 tons. The unsatisfactory
progress was attributed to difficulties in the imple-
mentation of private sector schemes. As a conse-
quence of the shortfall in the planned expansion of
domestic fertilizer production, outlays on fertilizer
imports trebled from the first to the last year of the
third plan. The United Arab Republic has apparently
achieved the planned expansion in fertilizer produc-
tion, but imports none the less increased substan-
tially during the plan period. China (Taiwan) not
only became self-sufficient in some of the major
chemical fertilizers before the end of the plan period
but it also began to export significant quantities.

In view of the increases in fertilizer consumption,
improvements in yields appear to have been surpris-
ingly small in many cases. One of the reasons for the
limited achievements in this regard has been a failure
to combine fertilizer use with other essential inputs,
such as adequate irrigation. In India, for instance,
the practice of spreading irrigation water thin in
order to benefit the widest possible area has proved
to be unsuitable for a more intensive cultivation
based on increased use of chemical fertilizers. In
many cases, it has also been found that the plant
varieties commonly grown did not respond ade-
quately to new cultivation techniques. In Pakistan,
for instance, the use of fertilizer and intensified ir-
rigation damaged crops of long-stemmed wheat;
these have been subsequently replaced on an experi-
mental basis by improved varieties, and excellent re-
sults have been obtained.

Price policy

The use of price incentives to stimulate agricul-
tural production is being increasingly advocated. To
some extent, this represents a reaction to the past
tendency of Governments in many developing coun-
tries to focus, perhaps excessively, on the needs of
industry and of urban-industrial populations in their
price policies. This was true of development policy
in the 1950’s; and even in some of the recent plans,
price policy has continued to favour the industrial
sector, or has at least not been deliberately used as
a means of stimulating agricultural production. But
if price policy has not been more widely used
despite recognition of its potential value as a means
of stimulating production, the main reason lies in
the difficulties encountered in implementation.

An important obstacle to the use of price incen-
tives is the difficulty of making them effective in the
traditional institutional -environment of agriculture.
Price measures often conflict directly with tradi-

tional patterns of marketing and credit, and they
may encounter open opposition from those engaged
in such activities. Unless a Government is able
to ensure that prices designed to stimulate output
do in fact benefit the producers rather than the
merchants and middlemen, the over-all effect of price
policy on production may be negligible and higher
prices charged to the consumer or the subsidies paid
by the taxpayer may go only to enlarge trading
profits. But the effective enforcement of a price pol-
icy requires a competent field staff and the establish-
ment of collection points where supplies can be mar-
keted at the controlled price; and this presents con-
siderable organizational problems.

Notwithstanding these difficulties, a number of
countries have introduced minimum price support
schemes for products destined for the domestic
market as part of their recent programmes for agri-
cultural development. The object of the price support
schemes has been to eliminate excessive seasonal
price fluctuations and to protect farmers against
sudden price declines.

Pakistan, after dismantling various price controls
in 1961, established minimum prices for voluntary
sales of wheat and rice to the Government. At the
same time, it built up buffer stocks to regulate the
flow of supplies to the market. India began to relax
restrictions in 1960 and to build up buffer stocks, but
the accumulation of stocks had to be discontinued
under the impact of the harvest failure of 1963/64.
More recently, the Planning Commission has noted
that

“a . .. factor which contributed to slow growth

in agricultural production was the absence of an
effective price policy. Price support policy in the
past was aimed at eliminating distress. But this
did not provide the incentive needed for dynamic
agricultural growth, Accordingly, in 1964, mini-
mum support prices on a more realistic basis were
fixed for rice and wheat in certain states . ... Price
and marketing policies will assume added signi-
ficance during the Fourth Plan in the context of a
massive effort for securing rapid increases in pro-
duction”.?

In several other countries the effects of inadequate
price policies became apparent in the course of the
implementation of plans, and efforts were made,
often belatedly, to remedy the situation. In the
United Arab Republic, for instance, the controlled
price for rice is reported to have become increas-
ingly inadequate—in the face of rising farm wages
and other production costs—to secure the projected
expansion of rice cultivation. But it was not until
1966, when the entire price structure was revised,
that the Government proceeded to raise the con-

2 Government of India, Planning Commission, Fourth
Five-Year Plan—A Draft Outline, p. 174.
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trolled price of rice sufficiently to furnish an incen-
tive to an expansion of rice acreage.

Institutional reforms

It is widely recognized that the traditional sys-
tem of land ownership and tenure is a major impedi-
ment to agricultural development in many countries,
Although its reform has long been advocated on
political, social and economic grounds, comparatively
few countries have carried out far-reaching pro-
grammes.

In several of the countries reviewed in this chap-
ter, land reform legislation had been enacted in the
1950’s, or earlier, and its implementation had been
completed before the formulation of their recent
development plans. This was notably the case in
China (Taiwan), Republic of Korea, Sudan and
United Arab Republic. In other countries, including
India and Pakistan, the implementation of earlier
land reform legislation proceeded slowly and its
completion was one of the objectives of current plans
for the agricultural sector. In Ecuador and Vene-
zuela, current plans for agriculture dealt extensively
with various aspects of the implementation of the
land reform programme.

The main featurés of land reform in- most de-
veloping countries have been measures to improve
the legal and economic status of tenants, the estab-
lishment of limits to the amount of land which an
individual may own and the distribution of the “ex-
cess” acreage to landless peasants. In some cases,
legislation has also provided for the consolidation
of scattered holdings into viable units. In addition,
a number of Governments have undertaken pro-
grammes for the distribution and settlement of
State-owned land.

Tenancy reform has been designed to give tenants
greater security of tenure and to replace share-
cropping and similar practices by fixed cash rentals.
Such reforms, apart from their stabilizing effect on
rural society, were expected to yield economic bene-
fits by encouraging tenants to invest in land im-
provement. Their implementation has generally en-
countered less opposition from landowners than other
land reform legislation, and since these reforms have
involved no large outlays of public funds, they have
generally been given high priority. In China (Tai-
wan), India, Pakistan, United Arab Republic, and
some other countries, reforms of the tenancy sys-
tem had been virtually completed by the time recent
plans went into operation, although formal changes
have not necessarily eliminated all abuses associated
with the old system.

Programmes for the consolidation of holdings, de-
signed to make production more efficient and eco-
nomical, have been undertaken in a number of coun-
tries under their recent plans. In India, for instance,

the target set in the third five-year plan for the con-
solidation of 31 million acres appears to have been
virtually attained by the end of the plan period. In
Pakistan, where a similar programme was initiated,
7.8 million acres were consolidated in West Paki-
stan during the second plan. In East Pakistan, how-
ever, the consolidation of 90,000 acres undertaken at
the same time was cancelled after 1962 when a
commission of enquiry recommended agamst all in-
voluntary consolidation measures.

The enforcement of acreage ceilings and the re-
distribution of land in excess of these ceilings have
tended to be the weakest link in the implementation
of land reform programmes. For one thing, these
have been frequently opposed by politically powerful
groups, and amendments to the legislation proposed
by the Government have often limited their impact.
This has been notably the case in countries such as
India and Pakistan where land reform legislation
is within the jurisdiction of state or provincial legis-
latures. In East Pakistan, for instance, an amendment
introduced in 1961 to the land reform law of 1950
raised the acreage ceiling originally stipulated, and
some of the land which had already been acquired by
the Government was restored to its previous owners.
In West Pakistan, about 2.2 million acres were
acquired by the Government, but only one third had
been distributed to tenants by the end of the second
plan. The implementation of acreage limitation and of
associated measures of land redistribution has also
been delayed by the absence of cadastral surveys in
many countries and by the lack of public funds for
compensation payments and for investment in. the
construction of basic facilities required for new settle-
ments. Financial stringency is said to have been one
of the factors which have delayed the establishment of
acreage ceilings and land acquisition in Eeuador, for
instance. Shortage of qualified personnel to organize
and supervise the development of the new farms has
also been a bottle-neck in the implementation of land
reform. Partly in order to forestall the emergence of
these difficulties, some Governments have proceeded
by stages, carrying out land redistribution at each
stage in certain designated areas only. This has been
done, for instance, in the Philippines under the land
reform law of 1962, though even implementation on
the limited scale envisaged in the law did not begin
until 1964,

In China (Taiwan) and the United Arab Republic,
where land reform had been completed before recent
plans went into operation, some additional measures
of land distribution have been carried out in the
recent past. The Government of China (Taiwan)
introduced in the late 1950’s a system of land pur-
chase grants and loans to enable tenant farmers to
purchase the land they worked. Under this pro-
gramme, acreage equivalent to 4 per cent of the cul-
tivated land was acquired between 1960 and 1963,
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bringing the total amount of land redistributed since
the inception of the land reform programme to 20
per cent of the acreage under cultivation. A special
feature of the recent scheme has been the payment
of a proportion of the compensation to owners in the
form of stock in enterprises formerly owned by the
Government. This was designed to serve as an in-
ducement for landowners to part with this land and
to engage in business activities. In the United Arab
Republic, further limitations on landownership in-
troduced in 1961 were expected to result in the
redistribution of the ownership of an additional 6
to 7 per cent of the cultivated area. ‘

Land reform by itself does not eliminate agricul-
tural stagnation, and even in the long run its effect
on growth depends, among other things, on whether
or not the new holdings are of an appropriate size
for the economic cultivation of the crops to be grown
on them. This has not always been the case. Faced
with this problem, some Governments, such as those
of China (Taiwan), Pakistan and the United Arab
Republic, have encouraged the establishment of pro-
ducer co-operatives. But the shortage of qualified
managers and the reluctance of farmers to participate
in such projects have limited the scope for action
along these lines. The success of land redistribution
also depends to an important extent on its effective
co-ordination with a variety of other measures. These
include the establishment by the Government of infra-
structure facilities, such as roads, irrigation and stor-
age, and the provision of credit, marketing services,
technical advice and educational and training facili-
ties. The implementation of such a programme re-
quires substantial financial resources and an adequate
staff of competent administrators and technicians,
neither of which is readily available in most develop-
ing countries.

But in the few cases where a co-ordinated pro-
gramme has been put into effect, highly satisfactory
results have been achieved. In China (Taiwan), for
instance, the combination of land reform with
generous financial assistance to the new cultivators
and with an adequate supply of skilled administrative
-and technical manpower—not to mention the rela-
tively high level of literacy of the rural population—
has accounted in no small measure for the rapid
increase in agricultural productivity in recent years.
In other countries where a similar combination of
measures has been applied to selected projects estab-
lished in the wake of land reform, substantial in-
creases in productivity have also been achieved. But
scarcity of funds and personnel, and the complexity
of the organization task, have generally precluded
the nation-wide use of this approach.

Another impediment to agricultural development
which is at least partly of an institutional character
is the inadequacy of rural credit. The main source of
such credit has been—and often continues to be—the

local trader and money-lender whose exploitation of
the peasants has contributed to rural poverty and
stagnation. With the implementation of land reform
programmes, the increased marketing of crops by
peasants and the wuse of commercial fertilizers and
other farm inputs, the need for agricultural credit
has increased rapidly. Private banks have found agri-
cultural credit costly to administer and have been
unable to provide it on suitable terms to small culti-
vators. In these circumstances, Governments have
been obliged to take major responsibility for the ex-
pansion of agricultural credit. Direct government ac-
tion through the provision of funds has become more
common, and in connexion with the implementation
of recent plans a variety of specialized public lend-
ing agencies have been established, while the activi-
ties of general development financing agencies have
been extended to agricultural credit. In recent years,
international lending institutions, such as the World
Bank Group and the Inter-American Development
Bank, as well as various aid-giving countries, have
given financial assistance to expand the financial re-
sources of agricultural credit institutions in several
countries. But in spite of a substantial expansion of
agricultural credit, the resources available to credit
institutions have remained inadequate and in many
cases institutional credit has made no significant in-
roads into the activities of the local money-lender.
Following the examples of China (Taiwan) and the
United Arab Republic, a number of Governments
have made provision in their recent plans for the
strengthening of the co-operative movement in the
credit field with a view to channelling the bulk of
medium-term and short-term agricultural credit
through the co-operative system with its numerous
outlets in rural areas.

Inadequate marketing facilities have likewise been
a major factor impeding agricultural progress. The
need for a more effective marketing system has be-
come the more urgent as some Governments have en-
deavoured to make increasing use of price policy to
stimulate agricultural production and the flow of
supplies to urban centres. But inadequate transporta-
tion and credit facilities, together with the shortage
of qualified personnel, have made improvements in
this field particularly difficult. In recent years, several
Governments have established statutary marketing
agencies with functions ranging from a purely ad-
visory role at one extreme to the operation of a mar-
keting monopoly at the other. Government interven-
tion in marketing beyond certain regulatory activities
has frequently met with opposition from political and
commercial groups and, at the local level, from the
established traders and money-lenders.

In several countries, including China (Taiwan),
India, Republic of Korea, Pakistan and United Arab
Republic, marketing agencies established by Govern-
ments have been linked with the co-operative system
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and have operated through it at the local level. As in
the case of credit, this approach has aimed at extend-
ing organized marketing to the village level. In this,
as in other areas, lack of supervisory and technical
personnel has been a major hottle-neck to greater
progress. In the recent plan periods, Governments
have undertaken the study of marketing problems
and have proceeded with the training of personnel
as well as with the establishment, of new marketing
institutions and the framing of legislation for the
regulation of marketing operations. In some coun-
tries, marketing reform has been linked with provi-
sions for the building up of buffer stocks necessary
for the stabilization of prices. This, in turn, has ne-
cessitated the construction of storage facilities. How-
ever, these construction programmes, like other in-
vestment projects in the agricultural sector, have
tended to lag owing mainly to shortages of materials
and funds. In India, for instance, less than half of
the Food Department’s target for its own storage
construction under the third plan had been com-
pleted by 1965. On the other hand, the storage capa-
city of the state governments was expanded in the
plan period to the point where under-utilization be-
came widespread and costly to state treasuries.

PERFORMANCE IN INDUSTRY

The recent industrial performance of the coun-
tries reviewed in this chapter has been quite mixed.
In comparison with past trends, there has been no
general tendency towards improved performance,
and relatively few countries have succeeded in achiev-
ing or exceeding their planned rates of growth. In
fact, no more than four of the countries included in
table 14—namely, China (Taiwan), Malaysia, Paki-

Table 14. Planned and actual rates of growth in
manufacturing production

(Percentage)
Actual®
Country Planned
Plan years Pre-plan years
China (Taiwan) ...... 12.5 16.2 12.9
India ................. 11.0 9.3 7.0
Malaysia ............. 7.5 11.1. 4.9
Morocco ......iieinn.. 9.0 49 27
Pakistan .............. 8.5 10.1 7.1
Phifippines . .......... 10.0 56 9.9
Republic of Korea .... 11.5 15.6 16.2
Sudan ......... .. ... 21.0 9.1 6.4
Tunisia ............... 8.0 4.0 4.6
United Arab Republic. . 15.0 84 12.5
Venezuela ............. 13.5 9.6 9.8

Source: See table 7.

2 Actual growth rates based on data relating to value
added in constant prices, as defined in mational accounts.
Plan years refer to those shown in table 7. For pre-plan
years, see foot-note ¢ to table 7.

b Manufacturing and construction.

stan and the Republic of Korea—can be said to have
achieved or surpassed their planned growth rates
for industry.

Among other countries, the Philippines, Tunisia,
the United Arab Republic and Venezuela have not
only failed to achieve the planned growth rate for
industry but have experienced a decline in the growth
rate compared with pre-plan years. In Morocco and
the Sudan, industrial expansion accelerated in the
plan years although not to the extent foreseen in the
plans. In both countries, the achievement of the tar-
get rate would have involved a more than threefold
increase in the past rate of expansion in industrial
production and may have been difficult to achieve in
view of the limited availability of technical and or-
ganizational skills and of resources for investment.

In several countries, the failure to attain the
planned rate of expansion has been a consequence of
lagging investment in the manufacturing sector. In
the Philippines and Venezuela, for instance, total
investment has failed to increase at the planned rate
and the share of manufacturing industry in the total
has been well below that envisaged in the plan (see
table 15). In Morocco, it has been reported that, in

Table 15. Planned and actual share of manu-
facturing industry in total investment

(Percentage)
Country Planned Actualn

China (Taiwan) ............ 25 24
India:

Totale ................... 25 .

Public outlayse ........... 20 20
Pakistan ..............c..... 26 28
Philippines ................. 33 25
Republic of Korea? .......... 28 24
Sudan ........ ...l 16 15
United Arab Republich ...... 27 27
Venezuela .................. 19 13

Source: See table 7,
& Actual data refer to years shown in table 7.
b Investment in manufacturing industry includes mining.

¢ Including other developmental expenditure besides in-
vestment.

the first four years of the plan, total investment out-
lays on machinery and equipment—which are chiefly
absorbed by industry—{fell short of the planned level
by more than two fifths,

But there have also been countries where short-
falls in performance have occurred in spite of the
attainment of planned levels of investment. Estimates
of the relationship between new investment and in-
crements in output are, of course, subject to a wide
margin of error, and to the extent that plans are
based on some assumed ratio between these two
magnitudes rather than on a project-by-project ap-
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praisal of investment requirements, considerable dis-
parities between plan targets and actual achievements
may occur. But probably more important than such
technical deficiencies in the formulation of targets
has been the fact that projections of the growth rates
to be achieved with a given level of investment have
been based on the assumption that industrial capacity
would be fully utilized. In fact, for various reasons,
under-utilization of industrial capacity has assumed
major proportions in several countries during the
plan periods. In India, for instance, a sample survey®
revealed that over one third of the factories surveyed
operated at, or below, 70 per cent of capacity during
the plan years up to 1964, and around 15 per cent
of the factories operated at, or below, half capacity.
Comparable information is not available for other
countries, though there is also evidence indicating
under-utilization of capacity in the United Arab
Republic and Morocco. In the latter country, for in-
stance, it has been reported that 90 per cent of in-
dustrial plants were operating at 50 to 80 per cent
of capacity in 1964.

In some countries, an important cause of the un-
der-utilization of capacity has been the poor per-
formance of agriculture. In most developing coun-
tries, manufacturing output consists predominantly
of consumer goods and intermediate products which
are largely based on indigenous agricultural mate-
rials. In these circumstances, shortfalls in agricultural
production reduce the supply of materials for indus-
try as well as slowing down the growth of demand
for its products. Further, lack of co-ordination be-
tween the implementation of complementary indus-
trial and agricultural projects has sometimes resulted
in factories being established before adequate sup-
plies of the needed agricultural materials had become
available.

In addition to shortfalls in the domestic produc-
tion of materials, shortages of imported raw mate-
rials, semi-manufactures and spare parts have also af-
fected the operation of industries. In India, Morocco
and the United Arab Republic, for instance, acute
foreign exchange scarcity has at times obliged Gov-
ernments to curtail imports of essential requirements
for industry, forcing factories to reduce or discon-
tinue operations temporarily. The level of activity in
manufacturing industry has also been adversely af-
fected by failure to meet plan targets for power and
transport. The full utilization of existing and newly
established productive capacity has also been impeded
by shortages of skilled manpower and management
and supervisory personnel.

Of the four countries which have attained their
plan targets for manufacturing production, China
(Taiwan), Malaysia and Pakistan appear to have

8 Government of India, Department of Statistics, M onthly
Statistics of the Production of Selected Industries for India
for June 1965 (Calcutta, 1965).

achieved the levels of investment envisaged in the
plans. Industrial growth has, moreover, benefited
from the good performance of the agricultural sector
which has ensured both adequate supplies of agri-
cultural materials and a buoyant market for indus-
frial products. Moreover, these countries have ex-
perienced a substantial expansion in exports which
has enabled them to finance the necessary imports
of industrial materials and supplies. In the Republic
of Korea, investment in the manufacturing sector did
not attain planned levels, but there appears to have
been substantial idle capacity* in the early 1960’s.
The good export performance and substantial for-
eign exchange receipts from United States govern-
ment expenditures and donations have ensured ade-
quate supplies of imported industrial materials for a
fuller utilization of the existing and newly estab-
lished capacity during the plan period.

While the expansion of capacity for the produc-
tion of investment goods has been envisaged in a
number of plans, most countries have tended to place
the main emphasis on increasing the output of sub-
stitutes for imported consumer goods, of intermediate
products and of specific items with good export pros-
pects. In the industrially more advanced countries,
such as China (Taiwan), India, Pakistan and the
United Arab Republic, the scope for import substitu-
tion for basic consumer manufactures had been
progressively reduced as a result of eatrlier in-
dustrial development, and recent plans have there-
fore focused primarily on industries producing
intermediate products such as industrial chemicals,
fertilizers, refined fuels, paper, newsprint, and
metal and building materials as well as those
producing certain durable consumer goods. At the
same time, the creation or expansion of capacity for
the production of certain kinds of electrical equip-
ment and machinery has also been envisaged. In the
less industrialized countries, the food-processing,
textile and other basic consumer goods industries
have continued to be stressed in plans for the manu-
facturing sector.

The emphasis that plans and industrial develop-
ment policies have given to various branches of in-
dustry has had a significant impact on the composi-
tion of output. In India, for instance, the share of
machinery and intermediate goods in total manufac-
turing output has risen significantly at the expense
of consumer goods; the share of the latter declined
by one quarter between 1960/61 and 1965/66 (see
table 16). Similarly, in China (Taiwan), Pakistan,

41t has been estimated that in 1960 only 30 per cent of
manufacturing capacity in the consumer goods sector was
in operation (“Development planning in ECAFE countries
in the recent past” (E/CN.11/CAEP.2/L.3), paper pre-
pared by the Secretariat of the Economic Commission for
Asia and the Far East (ECAFE) for the second session of
the Asian Conference of FEconomic Planners, Bangkok,
19-26 October 1964).



66 Part ONE. IMPLEMENTATION OF DEVELOPMENT PLANS: PROBLEMS AND EXPERIENCE

Table 16. Composition of manufacturing output, by branch

(Percentage)
China United Arab
Branch of (Taiwan) Pakistan Republict India
manufacturing

1960 1964 1959/60 1963/64 1959 1965 1960/61 1965/66
Metal transformation® ............. 5.9 8.0 9.7 11.7 14.6¢ 17.7¢ 16.34 22,04
Base metals ................... ... 5.9 3.5 2.3 5.7 c ¢
Building materials ................. 5.9 5.9 3.7 3.4 3.6 31 3708 430t
Chemicals and petrochemicals ...... 12.7 15.5 13.62 17.3¢ 8.8 13.6 ’ ’
Wood products, paper and cardboard 8.0 8.1 2.3 2.5 —_— —_
Food, beverages, tobacco .......... 39.3 34.8 13.9 14.6 31.8 28.8
Textiles and leather goods ......... 21.0 16.7 50.2 40.1 41.28 36.8¢8 } 46,50 34.8b
Miscellaneous manufactures ....... 20 7.5 4.3 4.7 — —

Source: Industry of Free China (Taipei), 25 January
1967; “Growth and structure change in Pakistan’s manu-
facturing industry, 1954-1964”, Pakistan Development Re-
view (Karachi), vol. V, No. 1; Statistical Handbook of the
United Arab Republic, 1962-1965 (Cairo, 1966) ; Government
of India, Planning Commission, Fourth Five-Year Plon—A
Draft Outline.

a Excluding the output of government workshops, military
factories, cotton pressing mills, bakeries, tea packaging

the Republic of Korea® and the United Arab Repub-
lic, the share of the metal-transformation, chemical
and related industries has increased while those of
textiles and leather goods and, except in Pakistan,
that of food processing industries have declined in
recent years. In other countries, the pattern of change
has been less consistent. In Morocco, for instance,
the most significant gains have been registered by the
textile industry while the base metals and metal-
manufacturing branches have lagged in spite of am-
bitious plans for their expansion. In the Philippines,
the food-processing, chemical and metal-manufactur-
ing branches have gained at the expense of textiles,
and in Venezuela, the output of the textile and metal

5Data on the composition of manufacturing output are
not available for the Repiblic of Korea, but the rates of
increase in output by branches of manufacturing indicate
shifts similar to those in the other countries. Annual growth
rates between 1961 and 1965 were as follows (percentage):
Food, beverages Chemicals ...... 20.5
and tobacco .. 11 Base metals .... 222
Textiles ....... 14.8 Metal products .. 19.3

plants, printing and publishing plants.

bIncluding metal products, machinery, electrical ma-
chinery, transport equipment.

¢ Base metals included in metal transformation.

4 Machinery only.

e Including oils and fats.

I “Intermediate goods”.

g Excluding leather goods.

h “Consumer goods”.

manufacturing industries has increased more rapidly
than that of other branches of manufacturing (see
table 17).

For Malaysia and Sudan, no industrial production
indices are available. The plans of both countries
have stressed import-substituting production of con-
sumer goods and some basic materials, and substan-
tial progress appears to have been achieved in the
industries concerned. In Malaysia, for instance, the
output of such consumer goods as soap, cigarettes
and inner tubes for bicycles increased sufficiently
during the plan period to meet all domestic require-
ments, The establishment of oil refining capacity en-
abled the country to reduce the share of imports in
the domestic supply of refined petroleum products
from 100 to 41 per cent over the plan period. The
expansion of cement production has not only elimi-
nated the need for imports, which had accounted for
around 10 per cent of total consumption in 1960
but has produced a surplus for export. The Sudan,

Table 17. Average annual rates of increase in manufacturing production,

by major branch

(Percentage)
. b Food, Tewtil Chemical Base Total
Country and period %gztzgoﬂ, extiles eMmIcars metals products
Morocco (1959-1964) ............ 58 11.9 5.1a — 42—
Philippines (1961-1965) ........... 6.5 41 6.6 o 72
Venezuela (1962-1965) .......... 7.8 11.4 3.3v . 19.0

Source: Statistical Yearbook, 1965 (United
Nations publication, Sales No.: 66.XVII.1).

a Including rubber products.
b 1961-1964,
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which had adopted a similar approach, is reported to
have exceeded plan targets for the production of
various kinds of textiles and foot-wear, refined sugar
and petroleum products. Substantial progress has
also been made in the production of cement and other
building materials.

The extent of direct government intervention in
the implementation of plans for industry has varied
considerably from country to country. In the United
Arab Republic, the Government nationalized virtually
all organized industry in 1961; this followed the
earlier nationalization of banks, public utilities and
transportation. Although the Government does not
directly manage the nationalized enterprises, its in-
fluence on the investment decisions of the commis-
sions administering the enterprises is, of course,
substantial. In India, the Government has assumed
major responsibility for the development of the
capital goods sector of industry and has participated
directly in the establishment of various industries
producing such intermediate goods as steel, industrial
chemicals and fertilizers.

In most countries, Governments have adopted a
pragmatic approach to the contributions to be made
to industrial development by the public and private
sectors. They have tended to participate directly in
industrial projects that are highly capital intensive
and technologically complex and in those considered
to be essential and for which adequate private capital
is not forthcoming. At the same time, Governments
have also devoted substantial resources to the devel-
opment of basic facilities essential to the growth
of the manufacturing sector.

Outside these specific areas, the success of pro-
grammes for industrial development has depended
in large measure on the effectiveness of the indirect
measures employed to encourage private investment
and to channel it in accordance with broad plan pri-
orities. These measures have included the granting
of tax concessions to new industries, tariff protection,
the provision of credits, the establishment of indus-
trial estates and measures to encourage foreign in-
vestment. They have been selectively used to guide
investment as far as possible in accordance with
plan priorities. In China (Taiwan), for instance,
industries producing substitutes for imported articles
of mass consumption, those producing essential in-
dustrial materials, and firms exporting half or more
of their output have been singled out for special
tax concessions. Malaysia has established a system
under which certain industries—notably, the chemi-
cal and metal industries—are granted “pioneer in-
dustry” status which carries entitlement to tax bene-
fits and other assistance on a priority basis. Pakistan
has drawn up industrial investment schedules setting
broad investment targets for various branches of

industry on the basis of which credits are allocated
by the development banks and priorities for the
granting of tax concessions are determined. Credit
facilities have also been expanded and improved
through the establishment and reorganization of pub-
lic credit institutions; in Pakistan this has included
the establishment of a National Investment Trust
for the purpose of channelling small savings into
industrial investment.

The policies pursued by such countries as China
(Taiwan), Malaysia and Pakistan appear to have
been particularly successful in yielding results. It
has to be remembered, however, that industrial
growth in these countries has also benefited sub-
stantially from a relatively easy foreign exchange
position. Because of buoyant exports, a substantial
inflow of external capital or adequate foreign ex-
change reserves, it has been possible to pursue a
liberal import policy; and this has ensured adequate
supplies of essential industrial materials and equip-
ment. Further, the favourable performance of agri-
culture has both stimulated industrial investment
through enlargement of the domestic market and
facilitated the expansion of industrial output through
the provision of raw materials.

TRENDS AND POLICIES IN THE EXTERNAL SECTOR

In view of the dependence of developing countries
on imports of investment goods and other essential
commodities and services, the attainment of planned
rates of growth for exports and for receipts of
external capital is of great importance for the im-
plementation of plans. Trends in foreign trade, more-
over, considerably affect the growth of public revenue
in most developing countries, both directly through
collections of export and import duties and indirectly
through the influence of export receipts on domestic
income.

Since the early 1960’s the export trends of de-
veloping countries in general have been compara-
tively favourable owing to the fairly brisk world
demand for primary products. However, the various
commodities, and consequently the countries which
export these commodities, have benefited in differing
degree from the rise in world demand. The coun-
tries included in the present review are about equally
divided between those which have attained higher
rates of increase in export receipts than their Gov-
ernments had expected at the time when plans were
formulated, and those which have failed to achieve
the projected level of exports (table 18). Of course,
neither good nor poor export performance has nec-
essarily been due solely to external factors. Some
countries have put particular stress on export pro-
motion and have been able through their own efforts
to improve their export position within a relatively
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Table 18. Planned and actual annual rates of growth in merchandise exports

(Percentage)
Actual®
Country Planned Plan years Pre-plan years
. Quantum Valuebd Quantum
Republic of Korea ................ 27 43.7 —31
China (Taiwan) ................... 11.5 17.5 270 7.4
United Arab Republic ............. 6.5 . 3.2 2.2
MOKOCCO oot 5 14 44 3.6
Sudan ... 45 3.2 2.0 87
Venezuela ........ccooiiiiiiiiinna, 4.5 o 24 7.3
Pakistanm .........ccvviiiiiiiini.. 4 5.2 9.0 0.9
Tunisia .....coviiiiiiiii i 4 . 22 5.7
India ... ... 3.5 42 4.8 1.5
Philippines ........... ... .ol 3 9.3 11.3 54
Malaysia ...vriiir e —0.5 6.4 1.2 38
Uganda ......coviiiiniiiiaiiiinnn., .. 10.8 17.1 ...

Source: International Monetary Fund, Ixn-
ternational Financial Statistics, November 1966,
Monthly Bulletin of Statistics (Washington,
Dl.C.), February 1967, and national development
plans.

favourable environment. In others, exports have
been adversely affected by such factors as harvest
failure, political unrest or the diversion of export
commodities to the domestic market.

In the majority of countries, imports have in-
creased faster than the plans had envisaged (table
19). In those countries which have exceeded the
planned growth rate for the gross domestic product
it was to be expected that import targets would
also be exceeded. But in the countries which have
failed to attain the planned over-all growth rates,
the fact that imports have surpassed planned levels
suggests deficiencies in either the plan estimates for
import requirements or the execution of the import

2 Plan years refer to those shown in table
7. For pre-plan years, see foot-note ¢ to table 7.

bBased on f.0b. value in United States
dollars.

plans, or both. There is considerable evidence that
import targets in a number of plans have been
unrealistic. Experience has shown that in periods
of economic expansion, imports have tended to rise
as fast as or faster than gross domestic product;
in other words, the income elasticity of demand for
imports (as measured by the ratio of the increase
in imports to that of the gross domestic product)
has tended to be 1.0 or higher. In setting their plan
targets, however, a majority of countries have ex-
plicitly or implicitly assumed that the import elas-
ticity in the plan period would be less—often sub-
stantially less—than 1.0 (table 20). The development
of their imports during the plan period has shown

Table 19. Planned and actual annual rates of growth in merchandise imports

(Percentage)
Actual®
Country Planned Plan years Pre-plan years
Quantum Valueb Quantum
Pakistan ....................... L 14.5 229 23.1 0.6
MOrocco ..ot 7 0.6 52 —14
Republic of Korea ................ 6 . 9.2 21
Philippines ........... ... ... 5.5 44 7.2 14
TUunisia ..o.viver e 4.5 . 3.9 0.8
Malaysia ......ovviiiiiiii i 4 57 39 6.9
India .. ...ttt iiiaanaes 3.5 7.1 4.5 8.6
China (Taiwan) ................... 3 9.6 9.6 10.1
Sudan ... 2 12.8 10.6 3.5
Venezuela .......cooiiiiiiiinnnnnn. 2 ... 7.6 4.9
United Arab Republic ............. —1 8.0 72
Uganda .......coviiiiinniinnn... . 7.5 .

Source: See table 18.
2 Plan years refer to those shown in table 7.
For pre-plan years, see foot-note ¢ to table 7.

bBased on cif. values in United States
dollars.
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Table 20. Planned and actual elasticities of merchandise imports®

Actual in plan yearsd

Percentoge increase in

.. Apparent
Country E;i;;tliztty Imports dz)Grzi.:r‘tvic elasticity
in plan product

Pakistan ......ccoviiiiiiiiiiein.. 37 180 30 5.9
Malaysia ......ccvvieniiiiiinninnn. 14 32 36 0.9
Morocco ... 1.2 4 23 0.2
Republic of Korea ................ 1.1 45 34 13
Philippines ... 0.8 19 20 1.0
Tunisia ......ccoviiiiiiiiiiaiaa 0.8 21 22 1.0
India ..., 0.6 16 18 0.9
Sudan ... 0.4 62 24 2.6
China (Taiwan) ................... 0.3 44 48 09
Venezuela ..................... R 0.3 24 18 14
United Arab Republic ............. —0.2 44c 37 12

Source: See table 18.

aFor the plan period elasticity has been
calculated as the ratio between percentage
increase in volume of imports and percentage
increase in gross domestic product between the

that the import elasticities implicit in the plans would
not be attained without more far-reaching restraints
than any of these countries have applied, or without
a more rapid expansion in the output of essential
commodities than could reasonably have been ex-
pected to occur,

In a majority of countries deficits in the balance
of payments in the plan period have been larger
than in pre-plan years, but in all but two countries
they were smaller than plans had envisaged. Rela-
tively stable import prices together with some im-
provement in export prices and a larger increase
in the volume of exports of goods and services than
had been projected have enabled several countries to
proceed with the implementation of plans without
using external capital on the scale previously con-
sidered necessary (table 21). However, smaller than
planned balance of payments deficits have not nec-
essarily reflected basic improvements in the external
balance. In some of the countries which have not
dttained planned over-all growth rates, smaller than
planned deficits have been to some extent a conse-
quence of smaller plan outlays. Furthermore, in
some countries the balance of invisibles was more
favourable than anticipated.

Measures to expand exports

While export diversification has generally been
a major long-term goal of development policy, in
the relatively short period of a single medium-term
plan the over-all export performance has necessarily
depended in large measure on external factors affect-

base year and the final year of the plan or
the latest year for which data are available.
b Plan years vefer to those shown in table 7.
¢ Value of imports deflated by index of import
prices for developing countries.

ing traditional export commodities. Most of the
countries reviewed in this chapter have established
targets for their traditional commodity exports and

Table 21. Planned and actual deficit in balance
of payments on current account®

(Anmual average in millions of dollars)

Actuald
Group and couniry Planned Pre-plan
Plan years years
Countries where actual de-
ficit  has been greater
than planned:
Sudan ................ 43 67 3
Tunisia ............... 89 128 —7
Countries where actual de-
ficit has been smaller
than planned:
China (Taiwan) ....... 102 67 109
India .................. 1,113 886 405
Republic of Korea .... 264 226 254
Malaysia ............. 88 32 16
Pakistan .............. 698 367 169
Philippines ........... 178 —92 43
United Arab Republic.. 367 229 66
Venezuela ............ 45 -235 —224

Source: International Monetary Fund, Balance of Pay-
menis Yearbook, vols. 17 and 18 (Washington, D.C.), and
national development plans.

2 Balance of payments on current account refers to
balance of goods, services and private donations. Minus
sign indicates surplus.

b Plan years refer to those shown in table 7. For pre-plan
years, see foot-note ¢ to table 7.
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they have introduced some measures to promote
export sales. But the main emphasis of plans for
the external sector has been on measures to accel-
erate the process of export diversification. Thus, as
table 22 shows, Pakistan has sought to reduce the

Table 22. Planned and actual share of major
export commodities in total exports

(Percentage)

Planned share Artual share

Country and commodity Base year  Final vear 1965 or final

of plan of plan  year of plan®

India
Tea, cotton and jute
manufactures ....... 53 . 49
Pakistan
Cotton, jute and manu-
factures ............ 80 75 - - 74
United Arab Republic

Cotton, rice .......... 69 58 64

Venezuela
Petroleum ............ 93 91 91

Source: See table 18.
21964 for Pakistan and United Arab Republic.

share of its major exports from 80 to 75 per cent
of total exports within a single plan period, and
the Sudan and the United Arab Republic have
planned to achieve even more substantial shifts in
the commodity composition of their exports, Similar
shifts were implicit in other plans, though no specific
targets were announced. It appears from the limited
sample presented in table 22 that substantial progress
has in fact been made towards export diversification,
though the figures for the actual shares of major
export commodities in 1965 may overstate the
progress to the extent that reductions in the shares
of these commodities may have resulted from shifts
in the relative prices of major and minor export
products in favour of the latter. But there is no
doubt that export diversification has contributed to
the relatively good export performance of a number
of countries in recent years. In particular, several
of those reviewed here have made a major effort
to promote exports of manufactures and to establish
industrial plants which would enable them to export
some of their major export commodities in more
processed or semi-manufactured form.

Manufactures and semi-manufactured products
have indeed come to account for a significant and
increasing proportion of the exports of several
countries: :

SHARE OF MANUFACTURES® IN TOTAL EXPORTS

(Percentage)
Base year of plan Latest yearof plan®
Total Total
Country R R B
oes et vt sl
factures) factures)
India .............. 43 8 45 11
Pakistan ............ 28 9 35 14
China (Taiwan) .... 15 7 34 24
Republic of Korea .. 15 13 49 40
United Arab Republic 12 4 15 4

.2 Sections 5-8 of Standard International Trade Classifica-
tion (SITC).

b 1965, except for China (Taiwan), Pakistan and United
Arab Republic where. data refer to 1964.

A particularly promising development in several
countries has been the increase in the export share
of manufactures other than textiles since the scope
for expanding exports of textile manufactures has
been limited both by the relatively slow growth of
world demand and by the fact that éxports from
low-cost producers have been restricted by various
means in the interests of producers in some of the
major importing countries. China (Taiwan), for
instance, has developed an important. export trade
in plywood, cement and plastics. It has also suc-
ceeded in establishing itself as an exporter of iron
and steel and of certain kinds of machinery; these
accounted together for almost 5 per cent of total
exports in 1964, Similarly, in the Republic of Korea,
plywood and veneers came to contribute almost 10
per cent of total export receipts in 1964, and iron,
steel and machinery for another 4 to 5 per cent. In
Pakistan, which has continued to rely heavily on
exports of textile manufactures, products such as
cement, paper, ' petrochemicals and miscellaneous
manufactures have assumed increasing importance
in its exports. In India, domestic requirements have
apparently not permitted major increases in exports
of basic industrial goods such as iron, steel and
cement, bit exports of machinery and metal manu-
factures, though still small, expanded over the period
of the third plan; and exports of miscellaneous
manufactures more than doubled in the plan years.

Measures to expand exports of manufactures have
addressed themselves to three kinds of problems:
the pressure of domestic demand for manufactures
and the greater profitability of sales to the domestic
market ; high production costs and inadequate quality
control in some industries, and the development of
export outlets. The promotion of exports has also
involved the creation and strengthening of institu-
tions concerned with trade matters,

In developing countries, the growth of manufac-
turing industries has usually been directed towards
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import substitution and has been geared to the do-
mestic market. Since many of the manufactures
continue to be in short supply domestically, the pro-
motion of exports usually requires measures to limit
domestic demand or to restrict domestic sales, which
are often more profitable to producers than sales in
the more competitive export markets. Fiscal and
other measures to curb domestic consumption of
products with good export prospects have therefore
formed an important part of export promotion
policies in such countries as China (Taiwan), India
and Pakistan.

A second set of policies has been the creation of
specific incentives to export, especially where in-
dustries fostered behind high protective tariffs have
encountered difficulties in meeting competition in
export markets. Incentives have taken such forms
as tax concessions to manufacturers making a pro-
portion of their output available for export, the
allocation on a priority basis of foreign exchange
for imports of materials used in the manufacture of
products for export and the partial or total exemp-
tion of exporters of specific products from the obliga-
tion to surrender foreign exchange receipts to the
Government. :

An incentive which has been widely used has been
the refund of import duty paid on materials used
in the manufacture of certain export products. In
addition, some countries, including India, have
granted refunds of various indirect taxes levied at
the different stages of production of a manufacture
destined for export. Rebates on direct taxes have
also been granted to firms exporting a specified pro-
portion of their output. India, for instance, adopted
a system of tax credit certificates in 1966 under which
exporters of specified products are entitled to tax
rebates on amounts of income equivalent to a pro-
portion of their export proceeds. Similar provisions
have been in effect for some years in China (Taiwan)
and the Republic of Korea.

In countries where foreign exchange and import
restrictions have been in effect, schemes providing
for the retention by the exporter of a proportion of
export proceeds have proved very effective in stimu-
lating exports. Pakistan, for instance, introduced
an export bonus scheme under which exporters of
specified products—manufactures as well as certain
other commodities—are permitted to retain 20-30
per cent of their export proceeds which they may
either use to finance imports of specified items for
their own use or sell at a premium in the free
foreign exchange market. The Pakistan Planning
Commission has, estimated® that exports of products
covered by the scheme increased by two thirds be-

6 Government of Pakistan, The. Third Five-Year Plan
(1965-70).

tween 1959/60 and 1964/65. The extension of the
scheme to receipts from invisibles has also produced
highly satisfactory results. A scheme based on the
same general principle has also been used in the
Republic of Korea with good results. This scheme
differs from that of Pakistan in that the exporter
may use the retained export proceeds for imports of
commodities which are normally subject to restric-
tions and which can be sold on the domestic market
at a substantial profit.

Measures to strengthen foreign trade institutions
have included the establishment of export promotion
committees or boards, the creation or broadening
of official export credit and insurance facilities, and
provisions for standardization, grading and quality
control of export products.

While specific measures to stimulate exports have
contributed to the good export performance of
several countries, general policies to ensure an ade-
quate expansion of domestic production have been
no less important to the promotion of exports. It
was noted, for instance, in a report of the Planning
Commission of Pakistan that:

“The sharp increase in the country’s exports
was brought about by a number of factors, the
most important of which was increased agricul-
tural production.... The production targets, as
originally estimated in the second plan, were ex-
ceeded specially in commodities like cotton, rice
and miscellaneous primary commodities which had
considerable export potential”.”

Import policy and mmport performance

Many of the countries reviewed in this chapter
have maintained fairly stringent import and foreign
exchange controls during the plan years. In principle,
they have given priority in their import policy to
capital goods, essential materials for industry and
basic consumer goods which were not available from
domestic sources, while imports of other consumer
goods have been restricted with varying degrees of
severity according to the availability of foreign ex-
change. Since the period of recent plans has witnessed
improvements in the export receipts of several coun-
tries, import restrictions have been eased in a number
of cases. This has given an upward impetus to
imports generally, and in particular to imports of
consumer goods. In many instances, the tendency
for imports to rise more strongly than projected
has arisen from unplanned increases in imports of
consumer goods. To some extent these “unplanned”
increases have been a reflection of the fact that targets
for 'imports of consumer goods had been based on
very crude estimates or had been determined without
reference to the prospective growth of consumption

7 Ibid.
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or the possibilities of expanding the domestic output
of import substitutes.

In several countries, increased import requirements
for food-stuffs have also contributed to the un-
planned advances in imports of consumer goods.
Failure to attain the food production targets in India,
the Philippines, the Republic of Korea, the United
Arab Republic, and elsewhere has necessitated larger
food imports than had been anticipated. To the
extent that these imports have been covered by com-
modity aid—chiefly from the United States under
Public Law 480—no foreign exchange expenditure

has been involved. In many cases, unforeseen in-
creases in imports of other consumer goods have
also occurred: in fact, in some countries such im-
ports have increased no less than imports of capital
goods and industrial materials, as is implicit in the
data shown in table 23. For instance, the share of
non-food consumer goods in total imports has risen
in China (Taiwan), Malaysia, Morocco and the
Philippines and has declined very little in India,
Tunisia and Venezuela, In each of these countries
the plan had envisaged a substantial reduction in the
share of consumer goods in total imports.

Table 23. Changes in the composition of imports® in the plan period

(Percentage)
. Consumer goods . Capital
Country and period P oy Yo I n;zrg;ggte gaoi:;é‘;

China (Tatwan)

1960 .. . e 15 9 6 48 37

1964 ... e 20 10 10 51 29
Indig

1960/61 ... ..o 25 19 6 28 47

1964/65 .. i 25 20 5 23 52
Malaysiab

1960 ... . e 51 30 21 30 19

1964 .. . i 52 30 22 23 25
Morocco

1960 ... i e 51 22 29 26 23

1964 . i e 51 28 23 26 23
Pakistane

1960/61 . vvreiii i e 33 20 13 29 38

1964/65 ..o 24 15 9 28 48
Philippines

1961 o i 31 13 18 26 43

1964 ... e 33 16 17 24 43
Republic of Korea

1061 e 33 13 20 49 17

1065 o et 23 14 9 55 22
Sudon

1060 ... s 60 17 43 18 23

1065 e 55 24 31 17 28
Tunisia »

1961 .. i e 52 28 24 19 30

1965 .. e 36 14 22 20 44
United Arab Republic

1050 e 36 25 11 32 32

1964 . e, 33 27 6 32 35
Venezuela

1962 ......... PPN 37 12 25 17 46

1964 ... i, 36 13 23 16 48

Source: United Nations, Yearbook of Inter-
national Trade Statistics, and national sources.

a Grouped according to SITC: consumer
goods, 0, 1, 6 (except 67-69), 732.1, 8 and 9;
intermediate goods, 2-5; capital goods, 67-69
and 7 (except 732.1).

b Federation of Malaya only.

¢ Based on data from national sources; com-
modity classification is not strictly comparable
with that for the other countries included in
the table.
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The share of raw materials and intermediate pro-
ducts in total imports has generally not increased
significantly and, in some instances, it has declined.
In some countries, such as China (Taiwan) and
Pakistan, where the rate of growth in industrial pro-
duction has been high, such imports might have
been expected to account for a rising proportion of
total imports; the good performance of domestic
primary production, and of agriculture in particular,
has probably helped to limit import demand for these
industrial inputs. In other countries, the share of
raw materials and intermediate products in total
imports has not increased, more because of the lack
of foreign exchange than because demand has been
satisfied from domestic sources. In India and the
United Arab Republic, for example, the high priority
given to imports of capital equipment, together with
the limited scope for further reductions in imports
of consumer goods, has meant that any tightening of
foreign exchange restrictions has tended to fall on
imports of raw materials and intermediate products.
This has adversely affected the ability of these coun-
tries to operate existing industries at full capacity.

In a few countries, including China (Taiwan),
Pakistan, and the Republic of Korea, major steps
were taken towards liberalizing imports, especially
of industrial materials, replacement parts and other
requisites. The import liberalization programme of
Pakistan, for instance, was launched at the beginning
of the second plan with a system of “automatic licens-
ing” under which a large number of industrial ma-
terials and spare parts could be imported as soon as
the importer had utilized the previous licence. The
number of items included in this programme has
been progressively increased so that by the end of
the plan period imports of a wide range of basic
industrial and agricultural requirements had become
readily available. These measures were accompanied
by fiscal policies to check increases in demand and
undue substitution of local materials and manu-
factures. Import liberalization has formed part of the
Pakistan Government’s programme to place increased
reliance on the operation of the market in the ex-
ecution of its development programme,

Aid policy and the fimancing of import balances

It has been noted earlier that, in some cases, the
unavailability of external aid and capital on acceptable
terms has accounted for the fact that balance of
payments deficits have been smaller than had been
envisaged in plans. In order to understand the nature
of the problem it is necessary to consider the plan
targets for external financing in relation to both
the amount of financing obtained in the -pre-plan
years and the amount of aid and capital which the
developed countries and international institutions

have made available to developing countries in the
first half of the 1960’s. The majority of the countries
shown in table 21 had envisaged in their plans that
the annual inflow of external resources during the
plan years would be a multiple of its level during
the latter part of the 1950’s. Their planned annual
deficits amounted in the aggregate to almost $3
thousand million compared to actual deficits of some
$800 million in the years preceding the plans. The
assumption that the flow of international resources
to developing countries would increase sufficiently in
the 1960’s to finance annual deficits two or three
times as large as those of the late 1950’s may not
have seemed unrealistic at the time when recent
plans were being formulated, in view of the rapid
expansion in the flow around the turn of the decade.
However, these expectations were disappointed by
subsequent developments. In the first half of the
1960’s, the average net annual flow of aid and long-
term capital from developed countries and multi-
lateral agencies to all developing countries was only
25 per cent larger than the average for the preceding
five-year period. In these circumstances, it became
necessary to scale down plan targets for balance of
payments deficits. Several major aid recipients, in-
cluding India, Pakistan and the United Arab Re-
public, none the less succeeded in finding the neces-
sary resources to finance substantially increased
annual deficits; these were more than twice as large
as those of the pre-plan years.

In addition to the problem of the inadequate sup-
ply of external capital in relation to targets, the
composition of aid and some of the non-financial
terms imposed by the lenders have also proved a
handicap to the realization of balance of payments
targets.® A significant proportion of the available
external resources has consisted of food aid which
can be used only to fill gaps in the supply of specific
food-stuffs, Furthermore, a substantial part of cash
aid has been available only for the financing of
specific investment projects. Over the years, the
number of large infrastructure projects for which
such aid has been most readily available has dimin-
ished in some of the countries which are being re-
viewed in this chapter, either because the most
important projects have already been completed, or
because the emphasis of development plans has
shifted to less capital-intensive investments for which
project assistance is not suitable, Although the avail-
ability of non-project aid from various sources has
increased, the supply has remained insufficient to
meet the growing demand. Finally, in a number of
the more industrialized countries such as China

8 For a more detailed discussion of these questions, see
World Economic Survey, 1965: Part I-——The Financing of
Economic Dewelopment (United Nations publication, Sales
No.: 66.I1.C.1) and E/4371 and E/4375.
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(Taiwan), India, Pakistan and the United Arab
Republic, there has been a growing need for funds
to finance imports of industrial materials and spare
parts rather than of capital equipment. But until
fairly recently, assistance on concessionary terms
has not been available for such purposes on.a scale
commensurate with needs. In conclusion, it should
also be noted that the level of indebtedness has risen
rapidly in several countries and growing debt servic-
ing obligations have forced some of them to become
more cautious in their international borrowing.

RECENT PROGRESS IN THE MOBILIZATION OF
DOMESTIC RESOURCES

A progressive increase in the level of investment
is a major aim of policy in most developing coun-
tries. While plans have generally assumed that a
net inflow of foreign capital would make a significant
contribution towards raising levels of investment,
they have necessarily placed main reliance on the
additional resources which could be released through
greater domestic saving. Policies towards this end
have been specified in most plans, though often only
in very broad terms.

In several countries, the levels of domestic saving
realized over recent plan periods have represented
a perceptible improvement over past performance
(see table 24), In China (Taiwan), India, Pakistan,
the Philippines and the Republic of Korea, there has
been a distinct upward movement in the share of
domestic saving in gross domestic product; and,
apart from the Republic of Korea, the actual level
of domestic saving has either matched or exceeded
the plan target. In the United Arab Republic also,
although data are available for only one pre-plan
year, it seems that the recent level of domestic
saving has also represented an improvement over
past performance. It should be noted, however, that
although the share of domestic saving in gross
domestic product has risen in these countries, the
rate of increase in domestic consumption has not
necessarily been lower than elsewhere. It might have
been expected that in countries with favourable sav-
ing performances more rigorous policies to restrain
domestic consumption would have been pursued. It
is certainly true that an increase in the share of
domestic saving in gross domestic product implies
an offsetting decline in the share of consumption,
but this need not mean that the rate of increase in
consumption has been low. In fact, two of the coun-
tries in which the share of domestic saving in gross
domestic product has increased significantly——namely,
China (Taiwan) and the Republic of Korea—also
number among the countries with the highest rates
of growth in total domestic consumption (see table
25). Because of unusually high rates of increase in

Table 24. Share of gross domestic saving in gross
domestic product over plan and pre-plan periods;
annual average

(Percentage)
Actuals
Country Plan Pre-plan Plannea
years years

China (Taiwan) .......... 15.5 10.5 13.0
India .................... 9.5b 7.0 9.0
Malaysia ................ 16.5 20.0 12.0
Morocco ... 10.0 15.0 19.0
Pakistan ................. 10.5 6.5 6.5
Philippines -............. 15.5 8.5 14.0
Republic of Korea ....... 7.0 4.5 10.5
Sudan ................... 10.0 9.5 8.0
Tunisia .................. 9.5 9.5 21.0
United Arab Republic .... 125 e 17.0
Venezuela ................ 23.0 22.5 20.0

Source: United Nations, Yearbook of National Accounts
Statistics, 1965 and questionnaire 1966; Bert Hansen,
Planning and Economic Growth in the United Arab Re-
public (Egypt); and national development plans.

Nate: Data are in current prices, except for India where
they are in 1960/61 prices. Definitions of gross domestic
product and gross domestic savings generally conform to
those in plans. For India, data refer to net domestic savings
and national income.

2 Plan years refer to those shown in table 7. For Pakistan
and the United Arab Republic, pre-plan data refer to base
year of plan only; for other countries, pre-plan years refer
to five years preceding first year of plan. .

b Average of two terminal years of plan period.
total output, these countries have found it possible
both to permit absorption of a rising proportion of
domestic output in investment and to support a sub-
stantial rate of increase in consumption. It is only in
India that a low rate of increase in total output, oc-
casioned mainly by the very poor performance of
agriculture, has been accompanied by the allocation
of a rising proportion of resources to investment.
While data are not available, it is clear that the rate
of increase in total consumption must have been small.
The overriding reason, however, has been the lack
of expansion in food production rather than deliberate
restraint on the growth of consumption.

Among the other countries shown in table 24, the
share of domestic saving in gross domestic product
over recent plan periods has either not increased
significantly in comparison with pre-plan years or
has actually declined. In Malaysia, Sudan and
Venezuela, however, the share of domestic saving
over the plan period has been higher than expected
in plans. The targets for domestic saving had been
scaled downwards in these countries mainly because
the rate of growth in export income had been ex-
pected to be lower than in pre-plan years.. Since
foreign trade bulks large in the economies of these
countries and export earnings are channelled through
large private concerns or state marketing boards with
relatively high propensities to save, variations in
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Table 25. Planned and actual annual rates of growth in total, public and private

consumption®
(Percentage)
Total Public Private
Country
Planned Actual Plenned Actual Plenned Actual

China (Taiwan) ........ 7.0 7.6 . 3.0 . 8.9
Ecwador .............. 54 6.3 4.9 8.9 5.5 5.9
India .................. 4.9
Jamaica ............... 5.1 5.1 N 4.6 e 5.1
Malaysia ............... 3.7 6.2 56 10.0 3.4 5.3
Moroceo oot 4.3 29 6.4 47 : 4.3 2.6
Pakistan ............. .. 34 5.5 e 104 - 5.0
Philippines ............. 5.5 34 5.5 34 5.5 3.4
Republic of Korea ...... 31 6.6 4.7 12 2.8 75
Sudan ................. 4.9 5.0 6.5 10.6 4.7 4.3
Tunisia ................ 3.6 4.5 L 5.1 . 44
United Arab Republic .. 4.9 .. 5.1 11.8 4.9 4.5
Venezuela ............. 6.0 8.8 27 8.4 6.6 8.9

Source: United Nations, Monthly Bulletin of
Statistics; Yearbook of National Accounts
Stotistics and  questionnaire; International
Monetary Fund, United Arab Republic—A
Survey of Developments during the First Five-
Year Plan; and Organisation for - Economic

rates of growth of export income considerably affect
their level of domestic saving at prevailing prices.
In the event, the actual growth of export income in
Malaysia turned out to be better than expected, with
favourable consequences for the level of domestic
saving. In the other two countries, export earnings
increased even less than expected, and the increase
in domestic saving above the planned level must be
ascribed to other factors.

In the remaining countries shown in the table,
namely, Morocco and Tunisia, the actual share of
domestic saving in gross domestic product remained
substantially below the ambitious targets specified in
their plans. In Morocco, the share during the plan
period was actually lower than in the pre-plan years.
Following the large-scale outflow of expatriates and
capital which took place in the 1950’s, the economy
has failed to regain its past level of saving.

The interesting question concerning these recent
changes in the performance of domestic saving is
how far these have been influenced by government
policies. This is, of course, an extremely difficult
question to answer, particularly within the limited
scope of a report of this nature. The actual per-
formance of domestic saving is heavily influenced by
other factors besides government policies. It has just
been pointed out, for example, that changes in the
level of export income are an important determinant
in some countries. Further, it must always be borne
in mind that an increase in the share of domestic
saving in gross domestic product may at times be the
result not of measures and events which have

Co-operation and Development, National Ac-
counts of Less Developed Countries,

" aData are in constant prices. For Malaysia,
Morocco and. Venezuela, data deflated by cost
of living indices. Actual data cover years shown
in table 7

strengthened the propensity of the community to
invest and save but of resort to the inflationary
financing of investment; and the consequential price
increases and shifts in income distribution, -while
sometimes permitting closer realization of targets for
domestic saving, hardly conform with the other aims
of most plans to maintain price stability and bring
about a more equitable distribution of income. More-
over, as experience has shown, the scope for increas-
ing the saving ratio in this way is limited, and indeed
attempts to finance investment through inflationary
processes have frequently proved to be self-defeating.
In fact, domestic prices in a number of the countries
under review have increased over recent plan periods,
sometimes at rates of 5 per cent per anwum or more.
In the Republic of Korea, for example, wholesale
prices rose at an annual average rate of about 18
per cent over the plan period. At the same time,
the share of wages and salaries in national income
declined from about 37 per cent at the beginning of
the period to about 32 per cent at the end. This
combination of circumstances strongly suggests that
actual growth of investment was made possible
through inflationary financing and the redistribution
of income to higher-income groups.

While such complications obscure the effects which
government policies to promote investment and saving
may have had, one point can at least be made with
some confidence. This is that, in so far as such
policies have contributed to the growth of investment
and saving, their influence has been exerted mainly
on private investment and saving, As discussed later,
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in most of the countries reviewed the evidence
suggests that public saving has not increased or has
declined in recent years; and in countries where the
level of total domestic saving has risen, it has there-
fore generally been private saving which has ac-
counted for the increase. Again, there have been
certain exceptions, In the United Arab Republic, in
particular, the extension of public ownership over
large areas of productive activity has necessarily
placed the main burden of obtaining increased
domestic saving on the public sector. Enactment of
this policy, in fact, very substantially changed the
pattern of domestic saving from that which had been
expected in the plan; the plan assumed that as much
as 77 per cent of total domestic saving by the end
of the period would be derived from private sources
whereas, as it turned out, public saving accounted
for about 70 per cent.

Measures to promote private saving

The policies pursued in regard to private saving
have usually fallen into two groups—those geared
directly towards the promotion of personal saving
and those intended to encourage private saving by
strengthening the incentive to invest in the private
sector. While the approaches towards private invest-
ment have varied, all countries have sought, in some
degree, to encourage the growth of personal saving.
In this regard, an important form of personal saving
which has made some progress during the period
under review has been contractual saving. Schemes
for contractual saving, whether voluntary or com-
pulsory, have been initiated or broadened by a num-
ber of Governments in the recent past. In the United
Arab Republic, for example, the number of con-
tributors to the social insurance scheme amounted to
about 1.6 million persons in 1963/64, having ap-
proximately doubled since 1959/60. As a percentage
of total tax revenue, inclusive of social security con-
tributions, these contributions rose from 11 per cent
in 1959/60 to 29 per cent in 1964/65. In several
other countries, the coverage of social security
schemes has similarly been broadened. The period
reviewed saw, for instance, the introduction of a
compulsory provident fund scheme for central gov-
ernment employees in India and a national insurance
scheme in Jamaica which allows for the voluntary
participation of self-employed persons. In addition,
most Governments have continued to foster the
spread of such new institutions and instruments as
rural savings banks, credit co-operatives and stock
exchanges which facilitate personal saving. Since
saving habits respond mainly to improvements in the
level of living, however, it may be doubted whether
these measures can have had a very great effect on
the aggregate level of saving. Their main importance
lies rather in promoting the redirection of private

saving into more productive forms of investment from
such less productive uses as gold hoarding, specula-
tive inventory accumulation and luxury housing.

A marked improvement in the level of private
saving over a relatively short period of five to ten
years invariably arises from an increase in private
investment. In most of the countries under review,
Governments have encouraged private investment
through a variety of familiar measures, such as tax
concessions, tariff protection, the provision of loans
and the strengthening of the economic infrastructure.
Probably the most important influence of government
on private investment and saving, however, has been
exerted not so much through specific measures to
encourage investment as through the general eco-
nomic conditions which policies at large have helped
to create. It is where favourable general economic
circumstances have combined with specific measures
conducive to investment that private activity has
received its greatest impetus. For instance, two of
the countries in which private saving has increased
strongly are China (Taiwan) and Pakistan, and in
both countries a number of factors have contributed
to this situation. The relatively high rates of growth
in total output and a steadily expanding market have
created a favourable climate for private investment.
At the same time, the scope for new import-sub-
stituting production in small and medium-scale in-
dustries has remained considerable, Further, there
has been a strong growth in export receipts supple-
mented by a substantial inflow of external assistance.
Because of the expanding inflows of imported
materials, existing industrial capacity has been more
fully utilized in most years; and additions to capacity
have not been seriously impeded by an inability to
finance imports of capital equipment. Such circum-
stances, together with favourable fiscal and protective
policies, have led to an upsurge in private investment
activity and a related increase in private saving. In
Pakistan, for example, it has been estimated that,
in the modern industrial sector, savings out of profits
after taxes have averaged about 75 per cent in recent
years.®

Public revenue and expenditure

In the plans of most of the countries reviewed in
this chapter, an increase in the level of public saving
has usually been expected to contribute to the ex-
pansion of total domestic saving. Since Governments
can directly influence the level of public saving
through measures to raise revenue and to control
current expenditure, such action has generally been

9 Khadija Haq and Moinuddin Baqai, “A study of savings
in the corporate sector in Pakistan”, March 1966 (mimeo-
graphed), quoted in “Foreign assistance: Some critical
issues”, by Mahbub ul Haq; paper presented to United
Nations Interregional Seminar on Development Planning.
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assigned a central role in policies to promote saving.
In most countries, however, planned increases in the
level of public saving have failed to materialize,
While quite a number of countries have succeeded in
raising the level of current revenue, these gains have
generally been accompanied by greater increases in
current expenditure than assumed in plans,

The evidence suggests that, in most of the countries
under review, fairly vigorous efforts have been made
to raise tax revenue over recent plan years. In
several countries, the level of tax revenue, when ex-
pressed as a percentage of gross domestic product,
has been appreciably higher than in the years im-
mediately preceding plan periods (see table 26). It

Table 26. General government tax revenue and consumption expenditure as percent-
ages of gross domestic product; annual averages of pre-plan and plan years®

Tax revenue

Consumption expenditure

Country Prye-plan Plan years Pre-plan Plan years
China (Taiwan) .........ccc..ouvn.. 16.2 144 19.5 18.1
India ... .0 8.9 12.1 9.2 12.1
Malaysiab .......... .. ... 17.6¢ 16.9¢ 14.2 15,0
Pakistan ........oiiiiiiiiiiea.. 7.0 9.1 7.94 9.84
Philippines ..... ..., 10.6¢ 12.1e 8.7 9.8
Republic of Korea ................. 9.5 9.7 134 11.5
Sudan ... 8.8 9.0 8.0 10.9
Tunisia .. oor e 194 219 16.8 16.8
Uganda ......................c.... 11.6 14.8 129 174
United Arab Republic .............. 114 14.3 18.9 23.3
Venezuela ..........oveuiiiiiin.. 16.5 16.3 13.5 13.1

Source; United Nations, Statistical Year-
book; Yearbook of National Accounts Statistics
and questionnaire; Organisation for Economic
Co-operation and Development, National Ac-
counts of Less Developed Countries, and na-
tional sources,

@ Data for tax revenue generally refer to
general government tax revenue. For India,
Malaysia and Pakistan, data refer to central
and state governments; and for Sudan, Uganda
and the United Arab Republic to central
government,

Data for consumption expenditure generally
refer to general government consumption ex-
penditure. For India and Pakistan, data refer
to central and state governments current ex-
penditure; and for Uganda and the United Arab

is true that in such countries as Malaysia, Sudan and
Venezuela, where trends in foreign trade are a major
determinant of tax receipts, there has been little
change in the level of revenue. But it is only in
China (Taiwan) that a decline in tax revenue as a
percentage of gross domestic product has taken place.

In some countries, such as India and Pakistan,
international tensions created conditions which faci-
litated the imposition of additional taxes. But the
will to raise taxes appears to have been quite wide-
spread among the countries under review. Several
countries have lowered the exemption limits on
personal income-taxes and have increased the tax
rates on corporate incomes. Consumption taxes have
also been extended or raised in a number of coun-
tries. And in some instances, such as Tunisia, the

Republic to central government current ex-
penditure,

Gross domestic product at market prices is
used wherever data are available. Data for
Pakistan and Uganda refer to gross domestic
product at factor cost, for United Arab Re-
public, gross national product at market prices,
and for India, to national income.

Pre-plan years generally refer to five years
preceding first year of the plan. For Tunisia,
two years; for United Arab Republic, base
yvear only; and for Venezuela, three years
preceding the plan.

b Federation of Malaya only.

¢ Including other receipts.

d Including interest on public debt.

¢ Including current transfers from household
and private non-profit institutions.

agricultural tax system has been strengthened. Of
course, these increases have been partially offset by
the various tax concessions mentioned elsewhere in
this chapter, which have been granted to promote
investment or exports. But the reform of tax systems
to improve their revenue-yielding capacity none the
less appears generally to have made some progress.

Since Governments in many developing countries
have assumed responsibility—either directly or
through the creation of public enterprises—for a
wide range of economic activities, there has also been
considerable opportunity for increasing saving in the
public sector by other means besides taxation. Most
plans called for revision of the pricing policies of
public enterprises and of the economic services
directly provided by Governments in order to enlarge
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their contribution to public saving. But progress in
this area appears to have been generally much slower
than in the field of taxation. In a number of coun-
tries, such as India, Jamaica, Pakistan and the
United Arab Republic, the prices charged for such
economic services as irrigation have been held low
as a matter of deliberate policy in order to encourage
their greater use. At the same time, however, little
has been done to ensure that, where no special reason
prevails for subsidizing output, the prices charged by
public enterprises are adequate enough to allow them
to contribute to domestic saving.

Although total revenue has generally increased as
a percentage of gross domestic product, thanks
mainly to quite vigorous fiscal measures, it has
usually been accompanied by an increase in current
expenditure of much the same magnitude. This can
be seen readily enough from comparison of the data
presented in table 26 on government consumption
expenditure with those relating to tax revenue. While
tax revenue and consumption expenditure are not
identical with total revenue and total current ex-
penditure, they are sufficiently large components to
serve as broad indicators of trends in the latter.

As pointed out in an earlier chapter, there has
been a widespread tendency among countries to
underestimate the likely growth in current expen-
diture when plans for the public sector have been
drawn up. The stress in development programmes
has usually been placed on the need to increase
public investment, and in order to help finance this
additional investment it has been planned to restrict
the future growth in current expenditure. Little
attempt has consequently been made to appraise care-
fully the increase in current expenditure which is
likely to be needed over the plan period. Further,
the effects of investment programmes in generating
future requirements for additional recurrent ex-
penditure have also tended to be neglected. Aside
from these common reasons, current expenditure in
some countries such as India, Pakistan and the
United Arab Republic has also increased beyond plan
targets because of an expansion in defence expen-
diture. And it is also true that, particularly when
public revenue has increased, many Governments
have not been able to withstand the pressure to
expand public social services more rapidly.

- SUMMARY

An appraisal of the experience of a selected group
of countries which have been engaged in implement-
ing development plans in the years 1960 to 1965
shows significant improvements in the performance
of a number of cases. Of the twelve countries which
have been reviewed all but two have recorded higher
growth rates in gross domestic product than had

prevailed in the latter part of the 1950’s. Moreover,
six countries—China (Taiwan), Malaysia, Pakistan,
Republic of Korea, Sudan and Uganda—have ex-
ceeded the growth targets envisaged in their plans.

Improvements in the performance of agriculture
have played a significant part in accelerating growth,
although in a number of countries these improve-
ments have not been as great as the plans had envis-
aged. This has been most notably the case in some
major food-deficit countries such as India, Morocco
and the United Arab Republic, which have failed in
their efforts to reduce their dependence on imported
food-stuffs. But a few countries have succeeded in
expanding agricultural production at higher rates
than they had planned. Although climatic factors
have inevitably influenced agricultural production,
vigorous measures to extend the area under cultiva-
tion and to increase the productivity of the land have
contributed significantly to the improved perform-
ance in agriculture, In this connexion, a notable
development has been a widespread and substantial
increase in the use of fertilizers. The role of institu-
tional deficiencies in preventing progress in the agri-
cultural sector has come to be better understood
and several countries have addressed themselves to
problems of land reform and the improvement of
agricultural marketing and credit systems with
greater vigour.

Performance in industry in relation to plan targets
has been rather uneven although growth rates have
generally been substantially higher than in agricul-
ture. In some countries, industrial production has
been hampered by inadequate supplies of domestic
agricultural materials and shortages of imported
materials which have resulted from foreign exchange
scarcity.

Although world demand for primary products has
been fairly buoyant since the early 1960’s, not all of
the countries reviewed have benefited from this de-
velopment, But favourable world market conditions
have enabled a number of countries to increase their
exports at a substantially greater rate than they had
envisaged in their plans. This development has con-
tributed in no small measure to the vigorous pace of
development in China (Taiwan), Malaysia, Pakistan
and the Republic of Korea.

Imports have generally increased more rapidly
than planned. However, in many cases the higher
rates of increase have been in line with higher rates
of growth of output. Balance of payments deficits
have generally not been as large as Governments
had expected. This has been partly due to favourable
developments in the export sector, and in some cases
to improvements in the service balance.

In most countries, the share of investment in gross
domestic product has risen during recent years, and
more than half of the countries reviewed have suc-



CHAPTER V. RECENT EXPERIENCE IN THE IMPLEMENTATION OF DEVELOPMENT PLANS 79

ceeded in raising the level of domestic saving. Im-
provements in the performance of domestic saving
have mainly reflected higher levels of private invest-
ment and saving. While public revenue has generally

increased in relation to gross domestic product as a
result of efforts to increase taxes, corresponding in-
creases in public current expenditure have tended to
prevent a significant expansion of public saving.






B. Some aspects of plan implementation in centrally planned economies






INTRODUCTION

The following chapters review certain aspects of
the experience of the centrally planned economies
which may be relevant to the problems of plan im-
plementation in developing countries discussed in the
preceding chapters; they are not intended to provide
a comprehensive account of the methods of prepara-
tion and implementation of development plans in the
centrally planned economies.

Despite the fact that the methods of planning and
of implementation of plans adopted in the centrally
planned economies were closely related to the
political and social conditions prevailing in those
countries, their impact on planning in countries with
other economic and social systems was quite con-
siderable. This influence was not confined to a gen-
eral recognition of the advantages of development
planning but was also reflected in the introduction
in several countries, with various modifications, of
certain methods which were first tested in the cen-
trally planned economies. Mention could be made in
this context, for instance, of the adoption of five-
year plans, the use of commodity balances, the in-
ternal organization of the planning agencies and their
relations with executive and legislative bodies, and,
to some extent, the verification of the feasibility of
provisional aggregate targets through consultations
with operating units.

It is obvious that no similar transfer of experience
was possible in the field of plan implementation. As
long as the implementation of plans in the centrally
planned economies was largely achieved by adminis-
trative order, very few aspects of this experience
could be relevant to the solution of the problems
faced by countries with predominantly market
economies.

The changes in methods of planning and manage-
ment that are taking place in the centrally planned
economies, however, tend to enlarge the area of com-
mon interest considerably, and to make the experi-
ence of the centrally planned economies in the field
of plan implementation increasingly relevant to the
solution of problems faced by countries with different
economic and social systems. In spite of the dif-
ferences that still affect methods and policies of both

1Tn the context of these chapters the term centrally planned
economies covers only the eastern FEuropean countries of
this group. These chapters do not review the problems of
plan implementation in Asian centrally planned economies,
in Cuba or in Yugoslavia, because developments in these
countries have differed considerably from those in the
countries of eastern Europe.
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planning and implementation, developments in both
groups of countries have created conditions for a
much broader interchange of experience and its
adaptation to different national circumstances.

It needs hardly to be stressed that the conditions
under which the centrally planned economies de-
veloped their planning system were very different
from those in effect in most of the developing coun-
tries at the present time. Clearly, the most impor-
tant difference was in the sphere of economic and
social institutions, which had a decisive impact on
methods of planning and of plan implementation. It
is often overlooked, however, that these differences
notwithstanding, there is a great deal of similarity
in other conditions, which also have considerable
bearing on planning and development policies in de-
veloping countries and in the centrally planned
economies.

This is clearly indicated by the fact that in the
early stages of their planned development at least,
the main economic problems facing the centrally
planned economies and the general economic ob-
jectives of their plans were stated in terms almost
identical with those used by the developing coun-
tries: the elimination or reduction of the gap between
their level of development and that of the developed
market economies, by means of an acceleration of the
over-all rate of growth, a substantial increase in the
rate of accumulation, rapid industrialization and
profound changes in economic structure. The for-
eign trade problems faced by the centrally planned
economies were also in many respects similar to those
of the developing countries. This was particularly
true with respect to the Soviet Union before the Sec-
ond World War,

The importance of these problems and objectives
to the elaboration of methods of planning and plan
implementation is clearly indicated by the fact, which
will be discussed below, that changes in these condi-
tions have been reflected in substantial modifications
of these methods. This in no way alters the fact that
the impact of such problems on the planning system
was clearly outweighed by the influence of the po-
litical and social conditions prevailing at the time of
its introduction. Moreover, decisions relating to
methods of planning and plan implementation were
also influenced by the state of knowledge regarding
various indirect means of influencing economic
growth, which was at the time very inadequate. The
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main political and social factors influencing methods
of planning in the centrally planned economies were
state ownership of most of the means of production
and the commitment of their Governments to the
creation of a communist society.

The nationalization of industry opened the way to
direct management of enterprises by the state ad-
ministration, and naturally led to the creation of a
system of plan implementation by means of adminis-
trative directives. The impact of these institutional
arrangements on methods of plan preparation was no
less significant. It enabled the centrally planned
economies to create a complex and hierarchical sys-
tem of planning, organized along the lines of the
administrative subdivisions of the economic author-
ities, from the central planning agency, through the
economic ministries, all the way down to individual
enterprises. The large number of specific targets in-
cluded in the central plan were handed down through
a process of successive disaggregation to the lower
units in the form of obligatory directives covering all
aspects of the economic activities of individual pro-
ductive units and their interrelations. The existence
of this system also enabled the authorities to involve
all operating units in the process of preparing the
national plans. Although some form of participation
by producers in the planning process is possible in
other economic systems, there is little doubt that its
initiation in the centrally planned economies was
dictated by the need to verify the feasibility of specific
directives.

As stated above, the ultimate goal of development
policy in the centrally planned economies is the crea-
tion of a communist economic and social order. Since
economic planning is regarded as a means whereby
this economic and social transformation may be
brought about, the impact of this goal on policies of
implementation has been quite considerable. While
the translation of this concept into policy measures
has varied over time, it has, according to some inter-
pretations, implied the retention of state ownership
and the extension of its scope, a gradual increase in
the share in total consumption of “social consump-
tion”, that is, goods and services provided to the
consumers free of charge, restraints imposed on dif-

ferentiation of income and, in the earlier period of
planning at least, the gradual elimination of market
relations.

The methods of planning and implementation of
plans developed in the centrally planned economies
and retained until recently with only a few changes
were broadly adapted to the economic tasks and
political and social conditions prevailing at their in-
ception. There is little doubt, however, that they
were not the only possible methods of planning in a
socialist economy. It is now widely believed that the
recent reforms were long overdue and that even in
the earlier stages of planning, more flexible methods
might have yielded better results.

While this is undoubtedly the case, it becomes
clear, if the problem is viewed in the proper his-
torical perspective, that the builders of the first plan-
ning system could hardly be expected to envisage
such alternatives. The inability of the market econo-
mies to deal with the stagnation and decline of
economic activities in the interwar period reinforced
the tendency—inherent in the system of state owner-
ship—to rely primarily on administrative methods of
management of the economy. Views regarding
methods of plan implementation in other eastern
European countries which introduced development
planning at the end of the Second World War were
strongly influenced not only by their own negative
experience with market economy but also by the ex-
tremely rapid development of the Soviet economy
under the system of administrative plan implementa-
tion. Tt was not until post-war experience demon-
strated that a market economy mneed not lead to
disastrous economic fluctuations and is capable of ex-
panding at relatively high rates? that the idea of a
system of “socialist market relations”, guided by in-
direct methods of government intervention, could
gain favour in the centrally planned economies.

21t is now commonly held that this change was the effect
of the expansion of state ownership of productive facilities
in the market ecomomies and by the considerable increase
in the share of government expenditure in total national
expenditure, These new conditions have opened to the
Governments the possibility of applying policies which
reduce significantly the scope of economic fluctuations
generated by the free play of market forces.



Chapter V

GENERAL CONDITIONS FOR THE EFFECTIVE IMPLEMENTATION
OF PLANS

CONTENTS OF PLANS AND IMPLEMENTATION
POLICIES

Methods of planning and policies of implementa-
tion in the centrally planned economies have under-
gone considerable changes between the first attempt
at development planning in the Soviet Union in the
early 1920’s and the recent significant reforms of
the 1960’s.

The most characteristic feature of planning in
these countries was the fact that, regardless of dif-
ferences in scope and in methods of managing the
economy, the content of the plans was always di-
rectly linked with the possibility of, and the methods
used for, their implementation.

In fact, historically, the planning process in these
countries grew out of government action in the eco-
nomic field, which from the outset was considered
one of the main, if not the main, obligation of the
public authorities. The precedence taken by action in
the form of government intervention in economic
processes has not resulted in any downgrading of
planning. This is clearly demonstrated by the elabo-
ration by these countries of the most comprehensive
and intricate development plans. It has, however,
prevented that dissociation of planning from imple-
mentation policy, which is apparent in several coun-
tries where targets are formulated without due re-
gard to their feasibility and are not supported by
the decisions needed for their implementation. A no
less important consequence of this attitude has been
the firm conviction that the -application of active
development policy need not be postponed until ade-
quate data are available for drawing up all-embrac-
ing and fully elaborated plans.

In the early stages of development in the Soviet
Union, vigorous action by the Government, concen-
trated on specific strategically chosen tasks, had a
considerable indirect effect on the whole economy.
The lack of statistical data, shortage of qualified per-
sonnel, organizational shortcomings and the general
state of the economy made it impossible at that stage
to set up a comprehensive plan which could be im-
plemented. In consequence, economic policy was
largely directed by operational programmes devised
for the solution of specific problems. It is true that
many of these programmes were dealing with current
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emergencies rather than with development objectives.
Other operational programmes, however, aimed at
concentrating effort on specific tasks regarded as es-
sential for the growth of the economy at the time
in question. Intensive effort aimed at the implementa-
tion of basic though limited objectives was considered
more important than the preparation of very com-
prehensive plans for which means of implementation
were lacking.

The view that extensive government intervention
in, and control of, economic processes is essential
to guide the economy along socially desirable paths
permeated government policy in the centrally
planned economies at all stages of their develop-
ment. The scope of the plans, the numbers of specific
targets, the degree of their disaggregation, their char-
acter as guidelines—orientational indicators, obliga-
tory commitments for the central authorities, or di-
rectives to the operational units at various levels—
varied over time. But in all cases, even when the
obligatory targets were limited to specific sectors or
branches, their choice was largely determined by
their impact on the development of the economy
as a whole rather than by the individual profitability
of specific undertakings.

Thus, for instance, the first long-term plan set up
in the Soviet Union in 1920 was originally limited
to the development of electric power over a ten to
fifteen-year period. But even this plan was not
treated in isolation from the general problem of eco-
nomic growth and it was from the beginning re-
garded as a focal point around which other targets
were to be elaborated: first, targets for the produc-
tion of goods required for the expansion of the
power network, and then a more integrated plan for
the economy as a whole. For the reasons stated
above, the attempt to set up an integrated plan for the
whole economy proved unsuccessful, however. The
first comprehensive medium-term plan was not set
up until 1928.

Similarly, the reconstruction plans of the other
centrally planned economies, initiated after the Sec-
ond World War, were not nearly as comprehensive
as the Soviet five-year plans or their own plans
during the post-reconstruction period. In the follow-
ing stage, these countries’ plans contained a large
number of targets covering, in addition to the state
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sector, the co-operative and private sector which,
in the initial period of long-term planning, was quite
considerable, especially in agriculture. Even during
the period of very extensive and detailed planning,
however, medium-term plans were occasionally dis-
carded before their completion, owing to unpredict-
able circumstances or to their internal defects. In
some cases, the discarded plans could not immedi-
ately be replaced by new, fully integrated plans. This
did not, however, result in any weakening of active
development policies, which were in the interim
guided by specific programmes.

It is of interest to note in this context that the
formulation of all-embracing plans, regardless of the
ability or will to implement them, has always been
considered in these countries as a pointless and mis-
leading exercise. However, the lack of immediately
accessible means of implementing comprehensive
plans has never been regarded as sufficient reason to
accept more narrowly based plans permanently. In-
stead, efforts have been directed towards attaining
the conditions necessary for the implementation. of
policies covering all sectors of the economy.

These views concerning the comprehensive nature
of planning and the role of government intervention
have not been basically altered by the new approaches
to planning. The consequence of these new ap-
proaches, however, as regards various aspects of
planning and above all implementation policies, is
most significant.

The most important feature of the economic re-
forms taking place in the centrally planned economies
consists in the enlargement of the scope of the au-
tonomous activities of state enterprises, together with
a reduction in the numbers of directive targets. In
some countries, these reforms provide for a virtual
elimination of the system of implementation of plan-
ning through administrative directives. From the
point of view of plan implementation, this change
places the productive units of the centrally planned
economies in conditions similar in some respects to
those existing in private enterprise economies. Since
the formulation of plans in the centrally planned
economies is closely related to the methods and pos-
sibilities of implementing various targets, the in-
troduction of new methods of implementation will
have a significant impact on the content of the na-
tional plans, the number and nature of the targets,
and the degree of their aggregation.

The transition to the new system has raised several
questions of development planning which have ac-
quired new dimensions in the context of the economic
reforms. The most important of these, also relevant
to planning in countries with different economic and
social systems, are the following:

Should the national plan contain targets which
cannot be directly implemented by government order

or by budgetary financing ? What should be the scope
of government intervention? Should the Government
be confined to the application of global policy mea-
sures, or should it tend to influence the pattern of
economic growth by selective policies, applied in a
differentiated way to various areas of economic ac-
tivity ?

In view of the importance of these questions, it is
of interest to discuss briefly the new approaches to
these problems which have emerged from the reap-
praisal of old policies in the centrally planned
econormies.

According to present thinking, the introduction
of development planning implies recognition of the
fact that the spontaneous operation of market forces
is not capable of bringing about the desired accelera-
tion of economic growth and achieving the necessary
structural changes. In consequence, in the initial
stages of industrialization in particular, vigorous gov-
ernment intervention is necessary. In order to be ef-
fective, this intervention should not be limited
to the sectors directly subordinate to the central
authorities but should tend to influence all sectors of
the economy. It is also believed that since the re-
quired structural changes cannot be brought about
by the free play of market forces, government policy
cannot be effective if it is limited to global measures
in circumstances in which changes in the structure
of the economy are of paramount importance, In or-
der to achieve the desired results, Governments are
bound to have recourse to selective measures involv-
ing preferential treatment of certain sectors or in-
dustries. Since the main function of the national
plan is, according to those views, to integrate de-
velopment policies into a coherent system, the scope
of the plan should be as broad as the area of gov-
ernment intervention.

In contrast to the views expressed in the past,
it is now believed that ways and means of govern-
ment intervention which have long been considered
as inherent in the socialist system should vary in ac-
cordance with changing general conditions, and that
consequently the nature of the targets included in
the plan should also vary.

This attitude does not imply an outright rejection
of the methods of implementation by administrative
order prevailing in the past. It is in fact noted that,
in spite of their shortcomings, the use of these very
rigid methods has made it possible to raise the rate
of accumulation considerably, to bring about funda-
mental structural changes within a short space of
time, and to accelerate the rate of growth. Such
changes could not have been achieved in the circum-
stances prevailing without reducing the role of the
profitability of individual enterprises as the deter-
minant of their activities, and consequently without
reducing the part played by market forces in their
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interrelations. This is particularly true of the less
industrialized centrally planned economies.

These considerations are obviously not aimed at
justifying fully the former methods and policies of
plan implementation. As already mentioned, it is now
almost universally agreed that even in the earlier
period a greater use of market relations and prof-
itability criteria would have been beneficial. The
point which is stressed is that the need for far-
reaching structural changes at lower levels of devel-
opment requires much more stringent government
control and regulation than are necessary at higher
levels of industrialization. It was the attainment of
a higher level of industrialization and the resulting
need to adjust the methods of planning and im-
plementation to the new conditions that were the
main argument in favour of the present economic
reforms.

It is widely agreed that basic structural changes
which could not have been achieved without stringent
government control did take place in the process
of rapid industrialization. The new conditions which
emerged from this process call for a change in de-
velopment strategy. In the past, the development
policy of the centrally planned economies was con-
centrated on the preferential expansion of strategi-
cally crucial economic sectors and industries, pri-
marily heavy industries. This was largely achieved
through the creation of entirely new industrial
branches, the construction of new facilities and the
shift of labour to first-priority sectors.

One of the consequences of this strategy, aimed
at the creation of new dynamic structures and the
maximum integration of material and human re-
sources into productive processes, was that profit-
ability of individual enterprises and the rate of growth
of personal consumption had to be subordinated to
the main strategic objectives. The structural changes
considered desirable from the point of view of long-
term development were in the prevailing conditions
contrary to the natural tendencies of the market
mechanism.

This policy of disregarding the profitability of
individual enterprises and limiting the role of market
forces was able to yield significant results as long
as the growth of the economy could be achieved by
a continuous absorption of unused and easily acces-
sible resources and by imposing considerable restric-
tions on the growth of personal consumption.

One of the consequences of the process of rapid
industrialization and the related structural changes,
however, was that as the main objectives of that
strategy were reached, the conditions necessary for
its continuation were disappearing. The gradual
exhaustion of the unused resources on the one hand,

and the growing need to devote more resources to
consumption on the other, led inevitably to a shift
in emphasis from the “extensive” to the “intensive”
pattern of growth, by increasing the over-all effi-
ciency of economic activities. In more concrete terms,
this meant the creation of conditions for raising the
profitability of individual enterprises, for a greater
adaptation of production to the pattern of demand,
and therefore for greater flexibility of all producing
units. It is generally agreed that these changes imply
a considerable increase in the role of the market
mechanism and a substantial reduction in the scope
of direct controls, many of which have—at the pres-
ent stage of development—Iost their usefulness and
become obstacles to further economic growth.

The enlargement of the role of the market mecha-
nism is not tantamount to a downgrading of the role
of central planning and of government intervention
in economic processes. 1t does, however, involve
significant changes in the methods of this interven-
tion. The aim of these changes is to reduce consid-
erably the interference of government authorities in
the daily activities of enterprises or their associations.
Instead, the Government will tend increasingly to
induce enterprises to act in conformity with the
general objectives of the plan by fiscal, financial and
price policies whose purpose is to create conditions
which would bring the interests of individual enter-
prises into conformity with the social goals reflected
in the plan. It is believed that this can be achieved
if policy measures are differentiated with the view
of acting as incentives or disincentives for various
sectors or industries. At the present stage, consid-
erable differences exist in the attitude of various
countries towards the respective role of directives
and indirect means of plan implementation. It is
noteworthy that differences concerning the scope left
for the application of directives and the degree of
differentiation required in the application of indirect
measures of implementation depend to a large extent
on the importance attached by the various countries
to further fundamental structural changes at the
present stage of their development.!

It will be remembered that even under the highly
centralized system, the activities of enterprises could
not be guided solely by the directives of the super-
vising authorities. Although almost all activities of
enterprises were subject to directives, the imple-

1The expression “fundamental” refers to such changes
as the rapid rise of the share of industry in national product,
or, within the industrial sector, a shift towards heavy
industries and within this group, for example, to engineering.
Changes in the share of individual branches or sub-branches
within a given industry are not considered as fundamental
in the above sense and according to the views expressed
in many eastern European countries could be efficiently
achieved by the free decisions of producing units aiming
at a better adaptation of their output to the market demand,
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mentation of the obligatory targets had to be sup-
ported by a system of rewards and penalties. While
these rewards and penalties were in the past tied
solely to the fulfilment of production and other
targets, the incentives provided by the new system
are increasingly dependent on profitability. In coun-
tries which have retained certain important elements
of directive planning, the proportion of profits used
for rewards depends on the fulfilment of specific
planned targets. But in the case of virtual elimination
of the system of plan implementation by adminis-
trative directives, the rewards are based entirely on
the profitability of the enterprises, which in the new
conditions will depend largely on their ability to
adapt their output to the market demand and to
reduce costs. The granting of wide autonomy to state
enterprises should not be equated with a complete
elimination of all forms of control over their ac-
tivities. It is in fact believed that the use of indirect
methods of implementation and the formulation of
specific or general policy measures can be effective
only if the planning authorities are able to anticipate
the response of the operating units. This forecasting
will be greatly facilitated by the existence of a sys-
tem of rules and regulations providing a unified
framework within which enterprises may freely
exercise their decision-making prerogatives. These
rules define certain rights and obligations of the
operating units concerning for example the creation
of various funds within the enterprises, the utiliza-
tion of their net proceeds for various types of re-
wards, penalties for the violation of freely concluded
contracts and agreements etc. The introduction of
such rules and regulations is clearly made possible
by the fact that in spite of the large degree of auto-
nomy, the enterprises remain State-owned under-
takings. It should be added, however, that the impact
of many of these regulations on decision making by
enterprises is not very different from that of certain
legal and statutory arrangements in the private en-
terprise economies.

These changes in methods of implementation have
a significant impact on the content of plans and on
the character of the planned targets. Even under
the old system of planning, not all the targets of the
national plan were identical in character. Some of
them represented firm decisions which were by a
process of successive disaggregation translated into
operational directives handed over to all agencies and
enterprises. Other targets were presented in the form
of “limits” which could not be exceeded without the
express permission of the higher authorities. Still
others were never transformed into directives of any
kind to the lower units. Thus, for instance, in recent
times, the collective farms received no directives con-
cerning the volume and composition of their output,

although they were obliged to sell to the state pur-
chasing agencies specified amounts of various com-
modities, the aggregate volume of which was indi-
cated in the national plan. The national plan also
contained, however, in addition to the delivery
quotas, targets for the growth of agricultural pro-
duction and of the national product, of which it is
a component. The character of this target was clearly
different from that of the targets set for the indus-
trial production of state enterprises.

The introduction of the new system of plan im-
plementation leads first of all to a reduction in the
number of detailed targets contained in the central
plan. This reduction is directly related to the nar-
rowing of the scope of directive planning. It is ob-
vious that those targets which are not to be trans-
lated into specific directives can be presented in the
national plan in a more aggregated form than in
the past. Moreover, some of the targets included in
the old plans may not be included in future, even
in aggregated form, in cases where no special policy
measures are required to obtain specific results,
either because these results have no bearing on the
achievement of general goals or because they are
indirectly influenced by policies affecting the imple-
mentation of other targets. In countries where the
directive method of plan implementation has been
or is to be almost entirely abandoned, many of the
former obligatory targets are taking the form of
orientational indicators which are regarded as guide-
lines for government policy rather than unqualified
commitments.

It is noteworthy that the narrowing of the atea
of economic activity subject to direct administrative
contro]l and the change in the number and character
of the targets contained in the national plans do
not reduce the comprehensiveness of the plans, which
will as before encompass all the main fields of eco-
nomic activity. No less important is the fact that
even in countries where the targets included in the
national plan will not be translated into directives,
the most important of these will retain the character
of obligatory commitments, as far as the central
authorities are concerned, to which the economic
policy of the Government must be subordinated.

Since the purpose of the new system is to create
the widest possible opportunities for the exercise
of initiative by the management of individual enter-
prises, the general tendency is to limit government
intervention to the minimum considered adequate for
the fulfilment of development plans. It is generally
believed that the rationalization of the price system?

2 The rationalization of the price system consists largely
of bringing about a much closer relationship between
relative costs and relative prices and of allowing for relative
scarcities in fixing prices of producer goods which, unlike
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should considerably reduce the need for specific
policies concerning the current activities of enter-
prises which are largely predetermined by the exist-
ing economic structure. Since, in the short run, the
main objective of the reforms is to improve co-
ordination and raise the profitability of existing en-
terprises, it is felt that this can best be achieved
by the market mechanism, regulated by fiscal, finan-
cial and price policies.

A much greater degree of government intervention
is considered to be necessary in fields of activity
which impinge upon long-term economic and social
problems. Thus, problems related to the determina-
tion of the rate of growth, the rate of accumulation
and the desirable composition of output, as well as
to the distribution of income and the pattern of future
consumption, cannot, according to the prevailing
views, be rationally solved by the iree play of market
forces.?

In consequence, in most of the centrally planned
economies, the planned allocation of investment by
economic sectors or individual branches continues
to be regarded as one of the most essential commit-
ments of the central authorities, The need for such
commitments is, however, considerably de-empha-
sized by the most industrialized countries in the
group.

The implementation of investment plans is to be
carried out increasingly by means of credit policies,
while the proportion of investment directly financed
by budgetary means is to be substantially reduced.
The granting of credits to individual enterprises or
associations within branches will be determined not
by government order but by the decision of the
banks, on the basis of their evaluation of the prof-
itability of various undertakings. In most countries,
however, the branch allocation among branches of
the major proportion of investment credits will be
determined by the credit plan formulated in con-
formity with the pattern of allocation of total invest-
ment under the national economic plan.

those of consumer goods, used not to be influenced by this
factor. The general tendency is to reduce the number of
commodities the prices of which are centrally determined
and to apply general price controls over large groups of
commodities rather than to fix the prices of each commodity
within the group.

31t has been argued that although the composition of a
certain proportion of consumption may be unimportant
from the point of view of economic and social progress,
this is not true of total consumption. Thus, for instance,
the choice between the alternative expansion of the supply
of passenger cars for individual consumers or that of buses
and other State-owned means of public transport, should,
according to some views, be decided in the process of the
preparation of long-term and medium-term plans, on the
basis of such considerations as the degree of traffic density
in the cities, the desirability of channelling resources into
housing rather than individual motor vehicles, the socially
desirable distribution of incomes and its effect on the
pattern of demand, and so on.

Methods of implementation of investment targets
will not be confined to budgetary and credit policies.
An increasing proportion of investment will be fi-
nanced out of profits left at the disposal of the enter-
prises or their associations. Taxation and price
policies affecting the net profitability of various
branches and enterprises will also play an important
part by encouraging investment in some sectors and
discouraging it in others, in cases where a system
of priorities is laid down in the plan.

It has been pointed out that some of the policies
for the implementation of investment plans gradually
being introduced in the eastern European countries
do not differ basically from those which might be
applied under the system of private enterprise in
countries planning for structural changes and the
acceleration of economic growth. Some of the meth-
ods of government control, such as building permits,
customs privileges for specific investment goods,
and even selective credit policy, have in fact been
applied in some of these countries at certain periods.
It is clear, however, that where the State owns most
of the means of production, the possibilities of in-
fluencing the pattern of economic growth are much
greater than in private enterprise economies, even
when Governments are determined to reduce or
eliminate altogether methods of direct intervention
in and control over state enterprises. Two points
have been brought out in this connexion. One, that
state ownership reduces considerably the possibility
of the emergence of strong pressure groups repre-
senting the interests of specific sectors or industries
which may prevent Governments from applying selec-
tive policies. The other, that the managers of state
enterprises are responsible to the state authorities
and can therefore be dismissed not only if they
violate the rules and regulations relating to the ac-
tivities of the enterprise in question but also if they
disregard the long-term interest of their enterprise
in favour of current gains.*

4 This problem has been raised in western as well as
eastern European literature in connexion with the new
economic reforms. It has been argued that while the new
system linking rewards to profits may induce managers to
maximize the short-run efficiency of enterprises, the dissocia-
tion between ownership and management will tend to induce
the manager to disregard the long-term interest of the
enterprise in favour of current profits. According to these
views, the manager of a privately owned enterprise is
concerned about its future either because of his ownership
and inheritance rights or, in the case of corporations, because
of the effect of future prospects on the value of the stock.
A decline in stock prices directly affects the welfare of
the managers who own a certain proportion of the stock,
and may also lead to their dismissal by decision of the
stockholders. In such circumstances, management is vitally
interested in the future of enterprises and is not inclined
to sacrifice the long-term interest to current gains. The
conclusion drawn implicitly or explicitly from this has been
that autonomy of enterprises without the restoration of
private ownership cannot be effective. These views have
been strongly disputed on the following grounds: first, that

(foot-note 4 continued on page 90)
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Moreover, although the purpose of the reforms
is to create conditions in which the self-interest of
enterprises will induce them to conduct their current
activities and to initiate investment programmes in
conformity with the medium-term objectives, even
the most advanced reforms do not reject the pos-
sibility of using directives if and when indirect
methods of implementation fail. This is not to say
that the Governments of these countries intend to
apply administrative methods in all cases in which
actual changes depart from the planned ones. Already
the fact that the targets included in the national plan
are to be presented in a more aggregated form than
in the past clearly indicates that the composition of
certain aggregates is not considered to be of primary
concernt for the achievement of the plan’s general
objectives. What is more important is that many
targets are not to be regarded as immutable but
are to be subject to change in the light of experience.
In consequence, the reinstatement of the abandoned
directives will be called for only in cases where
deviations from the planned targets risk diverting
available resources from the activities regarded as
essential for the achievement of the optimum rate
of growth and needed structural changes.

This attitude towards the eventual reinstatement
of some of the discarded directives clearly indicates
that the increased flexibility of planning and imple-
mentation does not imply any reduction of govern-
ment responsibility for the fulfilment of the main
objectives of the plan. It is in fact believed that even
a partial replacement of the firm and detailed targets
by more tentatively formulated objectives would not
be justified if the commitment of the Government
to an active development policy was less firmly estab-
lished. Similar opinions have been expressed with
respect to implementation policies. According to these
views, the general attitude of the community and of
the public authorities towards the role of government
intervention in economic processes has a considerable
bearing on the need for including in the national
plan clearly defined implementation measures and
policies. The inclusion of such measures is believed
to be much more important in cases in which the
text of the plan is the sole document committing the
Government to the pursuit of development policies
than in countries where active development policy
is a normal and obligatory function of the central
Government.

(foot-note 4 continued from page 89)

the assertions concerning the relationship between the
long-term prospects of enterprises and the movement of
stock prices as well as the effect of such movements on
managerial behaviour are not substantiated by empirical
evidence. Secondly, that the prospective reduction of rewards
as well as the fear of dismissal by the state authorities is
a far more effective means of influencing the activities of
management than highly hypothetica]l decisions by stock-
holders’ meetings.

Under the old system of planning and management,
when almost all aspects of the activities of enter-
prises were subject to directives—regulating inputs,
outputs, delivery of goods, remuneration of labour
and management, cost, profits etc.—special imple-
mentation policies played a subordinate role. Under
the new conditions, the formulation of implementa~
tion policies during the process of preparing national
plans becomes much more important. This is par-
ticularly true of the price, credit, fiscal and financial
policies which are reflected in the financial plans.
But even in these conditions, the need for a precise
definition of these measures in the medium-term
plan is not of primary importance, because of the
total commitment of the Government to the imple-
mentation of the plan, regardless of whether it does
or does not contain specific implementation measures.

In view of this, the main reason for formulating
implementation policies, and rules and regulations
governing the activities of producing units for a
prolonged period, is to enable these units to prepare
their own programmes of action on the basis of
relatively stable policy parameters. It is noteworthy
that the policy measures elaborated in medium-term
plans are to be rather global in character, that is,
uniformly applied to all enterprises within a branch,
or in some cases to several or all branches within
a given sector. In the context of annual plans, these
measures will be supplemented wherever necessary
by other more diversified and specific measures, in
order to deal effectively with current operational
problems of plan implementation.

The foregoing review has indicated the general
trend of the changes that have taken and are taking
place in methods of planning and plan implementa-
tion in the eastern European centrally planned econo-
mies, The actual changes made thus far in these
methods vary from country to country. While the
number of directives handed down to enterprises
has been considerably reduced, in most of these coun-
tries enterprises are still subject to directives regard-
ing investment, the volume and the composition of
output (expressed in terms of sales), the wages bill
and profits. The system of allocating basic raw ma-
terials and intermediate goods as well as machinery
and equipment has also been temporarily retained,
although an increasing proportion of transactions is
to be conducted on the bhasis of freely concluded
agreements between various enterprises. Obligations
concerning the composition of output are being
gradually reduced and profitability is becoming the
main criterion of success on which the rewards paid
out from the enterprise’s profits will depend, The
share of the profits left at the disposal of enterprises
is being considerably increased, and their right to
use their own funds, supplemented by bank credits,
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for freely determined investment is being expanded.
Budgetary grants for centrally determined invest-
ments are being replaced by interest-bearing and
repayable loans.

Notwithstanding differences in the timing of the
reforms and the amount of decentralization already
achieved, there is little doubt that all the eastern
European countries are moving towards the elimina-
tion of directives as the main instrument of plan
implementation. Thus far, only Czechoslovakia has
virtually abolished the use of directives in the im-
plementation of plans, and Hungary has announced
similar changes for 1968.

The timing of these reforms and their scope were
obviously influenced by a variety of economic as
well as political factors. Among the purely economic
considerations, the one most often singled out has
been the level of industrialization reached by indi-
vidual countries and the importance attached to fun-
damental structural changes. These considerations
have infiuenced not only the role of directives in
plan implementation but also decisions concerning
the relative importance of global and specific policies
in various fields. Thus, for example, although both
Czechoslovakia and Hungary have decided to aban-
don the use of directives as a means of plan imple-
mentation almost entirely, the attitude of these coun-
tries with respect to the allocation of investment
differs substantially.

In Hungary, the national plan is to contain both
the total volume of investment and its allocation by
sectors and branches in the form of obligatory
targets to be implemented by selective credit and
other policies. In contrast, the Czechoslovak plan
contains no firm commitments concerning the alloca-
tion of investment by branches or sectors. This in-
novation, unprecedented in any centrally planned
economy save Yugoslavia, js clearly related to the fact
that, according to widely held views, at the present
stage of Czechoslovakia’s development the principal
need is to secure improved adaptation of production
to current demand and higher efficiency of producing
units rather than to bring about major structural
changes. In view of this, there is less need for central
allocation of investment,® the major part of which
can, in the present circumstances, he more efficiently
distributed by the banking system in response to the
demand of enterprises and on the basis of an evalua-
tion of their productivity. The example of Czecho-
slovakia offers the best illustration of the problems
involved in the transition to the new system of
planning, both because the reforms achieved by this
country are by far the most advanced and because

5 With the exception of a certain number of projects of
major importance.

they were formalized in an operational decree of the
Government and put into effect as of 1 January 1967.8

THE NEW METHODS OF PLAN IMPLEMENTATION IN
CZECHOSLOVAKIA

One of the most important changes reflected in
that document is the significant differentiation of the
character of the targets included in the plan. Al-
though the new plans will continue to be very
comprehensive and to contain targets covering all
major aspects of economic activities, not all of these
targets will be equally binding.

First in importance will be the general concept of
development outlined for the period covered by the
medium-term plan, and the over-all objectives ex-
pressed in the form of quantitative targets for broad
aggregates such as national income, consumption and
accumulation, and reflected in other global aims of
major importance. These targets and goals are con-
ceived as the basic commitments of the central au-
thorities to which all policy measures should be
subordinated.

In addition to these general objectives, the plan
will also contain more specific targets, the imple-
mentation of which is considered not as a goal in
itself but rather as a means of achieving the main
objectives. Most of these targets are defined as
“orientation targets”, and concern various aspects of
economic activity, which in the former system were
considered to be compulsory and were translated
into obligatory directives for ministries, other in-
termediate agencies and individual enterprises. One
of the most significant features of the new system is
that these targets have lost their obligatory character
not only for the operating units but also for the cen-
tral authorities which are now fully committed only
to the achievement of the main objectives outlined
above.

The main function of the orientation targets is to
provide the executive agencies and productive units
and organizations with specific guidelines indicating
the pattern of changes which appears to be most
desirable for the achievement of the major goals and
objectives of the plan. These targets are elaborated
in conjunction with the formulation of the general
obligatory targets, through a process of successive
approximations during which all the targets are
mutually adjusted and their feasibility tested by the
use of commodity and other balances so as to arrive
at an internally consistent and realistic national plan.

It is important to stress that while the orientation
targets contained in the central plan may be handed
over to the operating units in a disaggregated form,

6 See “Czechoslovak Government Order No. 100 of 12
December 1966”, Sbirka Zakonu Ceskoslovenske soctalisticke
republiky, vol. 1966, No. 44 (Prague, 20 December 1966).
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their main function remains that of notifying the en-
terprises or their associations of the desirable pat-
tern of their output, leaving them entirely free to
conduct their business along the lines dictated by
their own interest. The role of these targets may be
described as similar in a certain sense to the role
which, in countries with a different economic and
social system, might be played by the information
provided by the central planning agency to the
operating units, concerning the prospective demand
for their goods and the supply of various inputs re-
quired for their production.

While most of the former directive targets have
been replaced by orientation targets, some of the
specific tasks of the plan have retained a compulsory
character, both for the central authorities and for the
agencies or enterprises to which they are to be
passed on in a disaggregated form as directives. The
relatively narrow scope of these targets, defined in
the government decree concerning the new system as
“firm targets” or “firm limits”, is clearly apparent
from the following enumeration of such targets in-
corporated into the 1967 plan. Firm targets are set
in this plan for (@) basic research in applied science
and geological prospecting; (b) a limited number of
selected investment projects; (¢) the prime objective
of growth in the less developed regions; (d) tar-
gets relating to national defence security.” The most
important firm limits define the total volume of fixed
investment (not broken down by sectors or branches)
and the subsidies to be paid to individual branches
by the state budget during the period covered by
the plan.

The decision to reduce sharply the number for
firm targets and limits included in the national plan
does not deprive the Government of the right to
increase the number of such targets if necessary.
The decree of the Czechoslovak Government con-
cerning the new system stipulates explicitly that the
number of such targets included in the national
plans and translated into specific directives to lower
executive bodies and producing units may be in-
creased, if the general objectives of the plan cannot
—aunder given circumstances—be achieved other-
wise.

In such cases, the plan may include the following
additional firm targets and limits: targets for the
output of a limited number of specific commodities
expressed in physical units, as well as for the al-
location of specific commodities by main customers,®

7 The projects included in the national plan in the form
of firm targets will relate mainly to non-productive invest-
ment, fuel and power, productive facilities of particular
importance for exports and investment of special importance
for the application of the most advanced achievements of
scientific research.

8 1t is noteworthy that, according to the prevailing opinion,
the introduction of such additional firm targets is likely
to be required only during the first transitional years of

and certain targets concerning the training and re-
cruitment of labour, including the distribution of
high-school and college graduates among various
professions. Moreover, specific measures will be in-
troduced on a temporary basis in the field of for-
eign trade either in the form of firm targets and
limits for exports and imports or in the form of a
net balance of foreign transactions set for various
enterprises or their associations.

The number of firm targets and limits contained
in the original version of the plan can be increased
in the course of its implementation if deviations
from the orientation targets risk endangering its gen-
eral objectives. Thus, according to the government
decree on the new system of planning:

“The organs of economic management analyse
the deviations of actual economic developments
from the orientation targets and on this basis take
the necessary decisions concerning the use of op-
erational economic instruments and the required
measures concerning reserves, imports, invest-
ment etc. If the deviations of actual developments
from the proportions set in the state plan and ex-
pressed in the orientation targets are likely to en-
danger substantially the implementation of key
goals of the state plan and the state budget, the
Government will set additional obligatory limits
or instruct the central agencies (or regional na-
tional committees) to maintain the basic propor-
tions established by the plan and the budget by the
establishment of extraordinary firm targets in all
instances when the use of economic instruments
would prove to be ineffective.”®

It is noteworthy that, according to this decree,
recourse is to be had to the use of additional di-
rectives in the process of implementing the plan only
as a last resort after efforts to secure the necessary
corrections by the use of economic instruments have
failed.

The main economic instruments of plan imple
mentation listed in the government decree are of two
types: “long-term economic instruments” and “op-
erational economic instruments”. The long-term
economic instruments are as a rule to be applied uni-
formly in all areas of economic activity and are to
be fixed for the entire period covered by the medium-
term plan. In contrast, the “operational economic
instruments”, as indicated by their name, are to be
used in response to changing circumstances and, no
less important, are to be applied in a differentiated
way in accordance with the specific aims of govern-
ment policy in various sectors and industries,

The long-term economic instruments consist of a
system of levies designed to influence the operations

operation of the new system. The plan for 1967 includes.
such targets for twelve commodities only.
9 Source quoted in foot-note 6.
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of enterprises in certain ways. Thus the levies are
intended, inter alia, to induce enterprises to increase
their efficiency, to regulate the amounts of the net
proceeds or profits left at their disposal, and to in-
fluence the disposition of their revenues in con-
formity with the general interests of the economy. It
should be noted that the rates of the various levies
are established prior to the preparation of the pre-
liminary draft of the plan'® and are communicated
to the enterprises in order to enable them to prepare
their work programmes with full knowledge of the
impact of these levies on their finances. This proce-
dure is motivated by the fact that the final version
of the national plan has to take into account the
programmes of the enterprises which, under the new
system, are formulated by them in conformity with
their own interests.

Among the five long-term economic instruments
listed in the decree of the Czechoslovak Government,
the “levy on gross income or profit” is intended to
control the funds left at the disposal of enterprises for
wages, investment and other outlays.!

The “levy on fixed assets” is designed to induce
enterprises to improve the degree of utilization of
their existing capacities and to economize on further
extensions. The fixing of the rate of this levy, which
is bound to influence the demand for investment, will
be an important instrument for keeping the autono-
mous investment activities of enterprises in line with
the total volume of investment stipulated in the
national plan.

The long-term economic instruments include also

a “levy on inventories” and a “stabilization levy”.2

The first is to restrain the excessive growth of in-
ventories, which in recent years caused considerable
losses to the Czechoslovak economy. The stabiliza-
tion levy is assessed on the increment of the wage
bill, and its purpose is to control the inflationary
effects of an excessive increase in incomes per
worker as well as to discourage an excessive rise in
employment. The importance of the last-mentioned
factor is due to the shortage of labour which has

10 This is also true with respect to the general guidelines
concerning credit, interest rate and price and wage policies
for the medium-term plan. .

11 The concept of “gross income” introduced in con-
junction with the new reforms can be defined as total
proceeds less cost of materials, intermediate goods and
depreciation. Its introduction has been closely related to
the elimination of directives covering the wages and in-
vestment funds of enterprises which, under the new system,
depend on those enterprises’ autonomous decisions con-
cerning the allocation of the ‘“net income” left at their
disposal after the deduction from their gross income of
various levies and other financial obligations.

12 There is also a levy on depreciation which is conceived
of merely as a temporary device for equalizing differences
between the financial circumstances of various enterprises
arising out of the fact that, in the past, capital assets were
granted free of charge to enterprises by the state budget,
while they are now financed by interest-bearing, repayable
loans.

been apparent in Czechoslovakia during recent years.
It should be added that in contrast to the other long-
term instruments, the stabilization levy may be used
in a differentiated form so as to encourage or dis-
courage the movement of labour to and from vari-
ous regions or even specific economic sectors.

As noted previously, these long-term economic
instruments are supplemented by operational instru-
ments, much more numerous and designed to be used
in the process of implementing the medium-term plan
as additional means of implementing its annual seg-
ments or as corrective measures in cases in which
deviations from the orientation targets risk prevent-
ing the fulfilment of the basic objectives of the
national plan. Accordingly, unlike most of the long-
term instruments, the operational instruments need
not be applied uniformly to all sectors, branches or
commodities. The type of measure used, the area
to be covered and the extent and direction of the
changes to be brought about by the application of
these measures will vary according to circumstances.

Among the operational economic instruments listed
in the government decree, the most important relate
to (@) price and wage policies; () additional loans
and fines as well as subsidies and tax relief measures
for specific enterprises or their associations; (¢) cre-
dit and interest rate policies; (d) rules and regula-
tions dealing with the obligatory allocation of net
revenue of enterprises among various enterprise
funds, such as wage, investment and reserve funds.
While the operational economic instruments are to
be applied in various fields of economic activity, the
government decrees indicate separately two areas in
which these policies are explicitly linked with the
achievement of specific objectives. They are to be
used extensively to induce a rise in the efficiency
of foreign trade and to encourage faster than average
growth in the less developed regions.

Although the general guidelines concerning credit,
interest rate and price and wage policies are formula-
ted in the context of the medium-term plan, their ap-
plication during each year of the plan will ob-
viously have to be adapted to the short-run changes.!3
The changes in the levels of prices in individual
branches over the medium-term period are to be
indicated in a special “plan of development of price
levels” and if the objectives of that plan cannot be
achieved by other means, the price levels of indus-
tries, branches or even of major groups of com-
modities may be fixed by the central authorities.!*

13 The measures to be introduced in the course of the
year are to be announced before the final formulation of
the annual plan,

14 “The movement of price levels in industries, branches
and even in major groups of commodities is defined by the
plan of development of price levels—formulated in ac-
cordance with the objectives and conditions of the future
development of the national economy—which provides the
basis for the price policy of the central Government. If the

(foot-note 14 continued on page 94)
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This statement seems to imply that the central au-
thorities intend to influence the price movements by
indirect means affecting demand and supply, and
resort to direct price controls only if the other means
fail to keep the levels of prices in line with the price
plan.?® Although the enumeration of the operational
economic instruments and the fact that they can be
applied in a discriminatory way provide a clear
indication of their role as instruments of plan im-
plementation, it would be pertinent to close this
description by stressing the following points of
special interest.

The first is that the operational economic instru-
ments are to be used only in special circumstances,

(foot-note 14 continued from page 93)

objectives of the plan for the development of price levels
cannot be achieved by other means, price levels of in-
dustries, branches and even of major commodity groups
will, to the extent necessary, be determined in obligatory
form.” (Czechoslovak Government Order No. 100 of 12
December 1966.)

15 These provisions clearly apply only to commodities
not subject to direct price-fixing by the central authorities.
At present, prices of a significant number of specific
producer and consumer -goods are fixed individually by the
central authorities. But for some commodity groups only
a general price level is indicated for each group as a whole
while for certain consumer goods entirely free prices exist.

and that the general policy of the Government is to
avoid undue interference with the play of market
forces.

The second point is that the main purpose of
these instruments is to guide the development of
market relations along the lines most favourable for
the accomplishment of the major objectives of the
plan, without interfering directly with the decision
making of the state enterprises. Only one of these
instruments restrains the freedom of decision of en-
terprises, by intervening in the allocation of their
funds among various uses.

The last point, of more general interest, is that
several of these measures are in many respects similar
to certain fiscal and financial policies used in private
enterprise economies to control inflationary or defla-
tionary tendencies. Furthermore, a differentiated ap-
plication of indirect tax rates, price support and tax
relief policies or of customs duties and import licens-
ing is a common practice in countries with various
economic and social systems. In Czechoslovakia their
purpose is not only to avoid current imbalances but,
mainly, to facilitate the implementation of develop-
ment plans,



Chapter VI

FINANCIAL PLANNING

ANNUAL PLANS, BUDGETS AND FINANCIAL
PLANNING

Under the planning system of the centrally planned
economies, only the annual plans are fully opera-
tional in character. The long-term plans, covering a
period of ten to twenty years, represent as a rule
a broad conceptual framework, indicating the desira-
ble pattern of economic development and the broad
outlines of the needed long-term structural changes,
within which the medium-term and annual plans can
be formulated. In most cases, only a limited number
of objectives are quantified in the form of growth
indices for a few basic industries. These long-term
plans contain no provisions concerning implementa-
tion and, in consequence, do not assign any specific
tasks to the ministries responsible for the wvarious
industrial branches or to producing units. The plans
are prepared by the central planning agencies in
co-operation with various scientific institutes, but
because they are so general in character, operating
units do not participate in their formulation. Medium-
term plans, on the other hand, present a fully in-
tegrated programme containing a large number of
quantitative targets covering all aspects of economic
activity., The major tasks set out in the medium-
term plans are assigned to various executive agencies,
and in a more disaggregated form to branch asso-
ciations and individual enterprises. They may be
stated in the form of administrative directives, or
they may serve only as orientation targets for the
central authorities or for the lower operating units.
The major objectives of medium-term plans have
the character of commitments, which government
policy must respect. Unlike the long-term plans,
medium-term plans define the broad policy measures
required for their implementation. They are also
broken down as a rule into annual segments which
serve as a basis for the preparation of operational
annual plans.

The fact that annual plans serve to implement

medium-term plans and their main objectives are
already defined in these plans does not reduce their
importance in the planning of economic development.
Annual plans have always been regarded as vital
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to the implementation of long-term and medium-
term objectives. In view of their operational char-
acter, these plans are as a rule more detailed than
medium-term plans, and many of the latter’s targets
are presented in the annual plans in a more disag-
gregated form. Much greater participation by the
producing units is required in the preparation of
the annual plans, to ensure that they are operationally
valid. Consequently, communication between the
higher and lower echelons, from the central planning
agencies and industrial ministries all the way down
to the individual enterprises, is even more important
in the preparation of annual plans than in the case
of medium-term plans.

This method, in which executive agencies and
producing units participate widely in the preparation,
is considered in the centrally planned economies
to be essential for testing the feasibility of the pre-
liminary plan targets, and revising them in the light
of the feedback of suggestions from the operating
units. Clearly, a realistic formulation of operational
plans and policies covering all sectors of the economy
and, under the highly centralized system, the formu-
lation of specific directives, was of particular im-
portance in the preparation of annual plans. The
verification of the feasibility of the preliminary
targets through consultations with various opera-
tional units and executive agencies was accompanied
by the preparation of a great number of material
and other balances, comparing prospective require-
ments and supplies of real resources with production
targets, to ensure that the plans were internally
consistent.

The annual plans drawn up in this way frequently
differed from the objectives set for a given year in
the medium-term plans. This was due largely to the
fact that the purpose of the annual plans was to adapt
these medium-term objectives to changing short-term
conditions and to ensure the short-term equilibrium
of the economy.

Accordingly, the formulation of specific policy
measures and the drawing up of financial plans and
balances played a much greater part in the prepara-

tion of the annual than of the medium-term plans.
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It is one of the significant features of the centrally
planned economies that the main function of the
financial plans and balances, including the state
budget, is to serve the implementation of develop-
ment plans. Under the highly centralized system,
this was largely achieved by budgetary appropriation
and distribution of most of the resources used for
investment purposes, Under the new system emerg-
ing from the economic reforms, this role of the
budget may be substantially reduced, but budgetary
policies will be increasingly used as a means of in-
ducing the management of enterprises and their
associations to act in conformity with the annual
economic plan.

It follows from the above that, unlike countries
in which the annual budget is the sole official docu-
ment reflecting some of the objectives of the medium-
term plans, in the centrally planned economies the
link between the medium-term plan and the annual
budget is established indirectly, through the annual
economic plan.t Tt has already been pointed out that
the budget is part of a comprehensive system of
financial plans, which even before the recent reforms
played an important part in the planning process.
The importance of financial planning stems from the
fact that in the centrally planned economies, as in
private enterprise economies, state enterprises, fi-
nancial institutions, government agencies and house-
holds conduct their transactions in monetary terms
and are bound as a rule to balance their expenditures
with their receipts.

The purpose of the system of financial plans and
balances is to determine or to influence the pattern
of these monetary flows for each of the above-
mentioned sectors, in close co-ordination with the
requirements of the national economic plan.

The system of financial planning in use in the
centrally planned economies contained a number of
accounts and subaccounts similar in many respects
to those of national accounting and economic budget-
ing systems in private enterprise economies. Although
there were differences in the form of these balances
in the various centrally planned economies, they
consisted generally of the following accounts: the
state budget, the financial plan of state enterprises,
a credit plan, a cash plan, and the balance of money
income and outlays of the population. As a group,
they reflected the planned financial relations between
the budget, state enterprises, other productive sectors,
financial institutions and households, and were in-

1 This relationship may become more direct under the
new system of planning. As will be seen later, the policy
parameters established in the context of the medium-term
plan will have a direct effect on the annual budget and
other annual financial plans.

tegrated into a single consolidated “aggregate finan-
cial plan of the national economy”.?

Not all of these plans were equally binding in
character. In fact, only the state budget, after ap-
proval by the legislature, had the character of a
legal commitment. The credit plan and cash plan
formed the basis for more detailed instructions
handed down to the banking system. The financial
plan of state enterprises excluded operational trans-
actions and limited itself to items which together
formed a kind of appropriation and capital account.
This balance was prepared on the basis of preliminary
financial plans supplied by the enterprises which,
after final co-ordination with the budget and credit
plans, were sent back to the operating agencies and
units in a revised form. The “balance of money
incomes and outlays of the population”, which cor-
responds roughly to the household sector in other
accounting systems, contained no obligatory com-
mitments. Nevertheless, it was closely related to and
strongly influenced by the plans concerning retail
sales and the wage bill and other income payments.

Tt was the duty of the planning office and other
central agencies to ensure that those plans and bal-
ances which were to be translated into specific direc-
tives and policy measures were not only mutually
consistent but conformed to the targets and priorities
laid down in the national economic plan.

The close link between output and other targets
of the national economic plan, the budget and other
financial plans and balances, made it imperative to
associate in its preparation, together with the min-
istry of finance, the central planning agency, the
ministries responsible for individual industrial
branches and other executive bodies. Although ad-
ministrative expediency would demand a clear-cut
definition of the responsibilities of each of these
bodies at every stage of the planning process, the
experience of the centrally planned economies has
demonstrated that it is hardly possible to formulate
any general criteria for the most efficient distribu-
tion of tasks among all these agencies.

While in some countries and at certain periods
the establishment of the various financial balances
has been the exclusive responsibility of the financial
department of the central planning agency, in other
countries, or at other times, this function has been
vested in the ministry of finance, or, sometimes,
made a joint responsibility. Thus, in Poland, the
Planning Commission is responsible for the prepara-
tion of all financial balances. This is apparently also
the case in Fastern Germany. In the USSR, the

2For a more detailed description of the system of
financial plans and balances, see World Economic Survey,
1960 (United Nations publication, Sales No.: 61.IL1.C.1),
chapter 3.
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credit and cash balances are prepared by the Central
Bank, while the balance of money incomes and out-
lays of the population is prepared by the Ministry
of Finance in co-operation with the Central Bank.
The aggregate financial balance of the state enter-
prises is prepared by the Ministry of Finance with
the help of the industrial ministries and the enter-
prises subordinate to them. The final co-ordination
of the financial plans and balances and their ultimate
integration into the aggregate financial balance of
the economy is carried out in most countries by
the central planning agency in co-operation with the
ministry of finance. In Czechoslovakia, the Ministry
of Finance was responsible for the preparation of
most financial plans and balances and their co-
ordination with the state budget. The preparation
of the credit and cash plans as well as the balance
of money incomes and outlays of the population,
and the final aggregation of these balances into the
consolidated financial balance of the national economy
was performed by the Ministry of Finance in close
co-operation with the central planning agency.® It
is generally agreed that the pattern of the division
of responsibilities among planning or executive
agencies is not of prime importance, as long as all
these agencies co-operate closely with each other.

It has been seen that one of the most distinctive
characteristics of the budget in the centrally planned
economies is its full integration into the system of
economic and financial planning. The budget is subor-
dinated to the requirements of the national economic
plan and is linked at all stages of its preparation
with the general planning process. This is done by
the ministry of finance, which is under an obligation
to work out the budgetary estimates in accordance
with the targets in the national economic plan. Since
the financial implications of most of the targets are
reflected in the financial balances enumerated above,
one of the most important functions of the budgetary
authorities is to ensure full co-ordination of the
various revenue and expenditure items in the budget
with those of the other financial balances which,
together with the budget, are consolidated in the
aggregate financial plan.

The relationship between the various plans and
balances may be illustrated by the following some-
what simplified examples. The profit and turnover
taxes which are the major sources of budgetary
revenue have as their counterpart the corresponding
debit items in the financial balance of the state
enterprises. Their volume is also closely related to
the output and sales targets of the state enterprises

3 See Ceskoslovenske finance (Prague, 1958), page 407;
Finanse Polski ludowej w latakh 1944-1960 (Warsaw, 1964),
page 126; Plamirovanie mnarodnogo khozjajstva SSSR
(Moscow, 1965), page 525; Deutsche Finanswirtschaft,
No. 16, 1965 (Berlin), page 10.

indicated in the annual plan. Similarly, the invest-
ment expenditure in the state budget, which accounts
for most of the investment outlay in the national
economy, is closely related to the investment plans
of enterprises, and figures on the credit side of the
financial balance of the state enterprises.

A somewhat different link exists between the
budget and the balance of money incomes and out-
lays of the population. While this balance is debited
with the budgetary revenue from direct taxes, it is
credited with budgetary transfers to households in
the form of social security payments, pensions and
similar income payments. The link between this bal-
ance and the national economic plan is obvious if
it is remembered that the annual economic plans
contain indicators for wages as well as for the retail
sales which absorb the major proportion of the
money outlays of the population. Administrative ex-
penditure as well as budgetary outlays on “social
consumption” are determined in accordance with
the corresponding targets in the national economic
plan.

It should be emphasized, however, that the strict
subordination of the budget to the plan does not
necessarily imply that the former is only a passive
reflection of the latter. Even under a highly cen-
tralized system, the preparation of the budget was
supposed to involve consultation among all the
agencies concerned. The formulation of financial
programmes and of the targets of the national eco-
nomic plan is conceived as a two-way process, which
may lead either to the adaptation of the financial
balances to the national economic plan, or to a revi-
sion of the targets initially included in the latter.

The process through which these adjustments are
arrived at may be summarized as follows. In a first
stage, the preliminary targets of the economic plan
are compared with the corresponding entries in the
financial balances. Then, if any discrepancy is found,
attempts are made to introduce changes into the
various parameters of the financial plan, or to revise
certain of the targets of the economic plan, or both.
This process of mutual adjustment continues until
a reasonable degree of consistency is achieved.

The process can be illustrated by the methods used
for reconciling the balance of money incomes and
outlays of the population with the output and income
targets of the economic plan and the budget. Thus,
for example, if the balance in its preliminary form
disclosed discrepancies between prospective demand
and supply, it might lead to the revision of the pre-
liminary targets set for production, imports and
sales of various commodities. Such a change might
affect the budgetary revenue from profits as well as
the budgetary expenditure on investments. The read-
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justment might also be attempted by changes in
direct taxes which would influence budgetary reserves
directly, or by changes in credit policy affecting the
credit plan, or even by modifications of the wage
policy outlined in the national economic plan. Alter-
natively, the readjustment might be brought about by
an increase or a reduction of retail prices of various
commodities, through modifications of the turnover
tax which would be directly reflected in a change in
budgetary revenue. Similar problems would arise if
the preliminary financial plan for enterprises indi-
cated a discrepancy between the profits left at their
disposal and other funds allocated to them for invest-
ment and the investment outlays required for the
fulfilment of the plan.

In such a case, the required readjustments might
be brought about by changes in the profits tax which
would affect revenue, or by changes in the budgetary
allocation of investment funds to the enterprise sec-
tor or by changes in the credit plan. If the attempt
to readjust these discrepancies by financial means
proves impossible, it serves as an indication that the
cause of the imbalances resides in inconsistencies in
the economic plan, which will in turn lead to the
revision of some of its targets, including, if neces-
sary, the reduction of the originally planned volume
of investment.

This process of readjusting financial and economic
plans is of course much more complex than would
appear from the foregoing description. However,
these examples seem sufficiently explicit to indicate
the active part played by financial planning in the
process of preparing and implementing over-all eco-
nomic plans.

It will be noted that many of the concepts relat-
ing to financial planning and budgetary procedures
were developed in conditions in which the manage-
ment of the economy was highly centralized. In these
conditions, financial relations were relatively simple.
Most of the resources available for investment were
transferred to the budget and then redistributed to
enterprises, either directly or through the banking
system, for investment purposes. The banking system
itself was strictly subordinate to the central au-
thorities. Furthermore, control over monetary and
financial flows was greatly facilitated by regulations
such as those prohibiting interenterprise loans, re-
quiring enterprises to deposit their liquid assets with
the state bank, and prohibiting the use of funds for
any purposes other than those specified in the plan.
While the use of financial methods was obviously
quite important, even under the highly centralized
system, it should be remembered that under this
system, maintaining over-all economic equilibrium
and guiding economic activities in line with the de-
velopment plan was done largely through a system
of direct controls.

There is no doubt that the transformations in sys-
stems of planning and management initiated in recent
years and now under way in most of the centrally
planned economies will have a considerable impact
on the techniques used in financial and budgetary
planning. The greater autonomy of enterprises and
the increase in the share of profits left at their dis-
posal will increase the role of the banking and
credit systems in the mobilization of savings. Simi-
larly, the increased role played by private saving im
the financing of private housing and other consumer-
expenditures calls for an expansion of and greater
flexibility in financial institutions concerned with this:
field of activities.* The need for innovations in this.
field may be clearly seen when it is realized that,.
under the new conditions, individual enterprises may-
wish to increase their investments over and above:
the amount of their own liquid assets, while others:
may wish to postpone the use of their retained pro--
fits for investment purposes. Such problems did not:
exist in the past when most of the profits were paid"
into the budget and when most investments were-
financed through budgetary allocations. The needs
arising out of these new conditions may lead to in-
creased autonomy for the wvarious banks, to the
extent even of their being set up as independent
undertakings subject only to general controls similar
to those exercised by the State over industrial en-
terprises. This of course does not rule out their
subordination to the regulations of the central hank-
which, according to circumstances, may be of a gen-.
eral or a selective nature.

These changes in the role of financial institutions.
and policies should be viewed within the broader
context of important modifications in financial plan-
ning linked with the present economic reforms. The-
reduction of the role of directives and, even more,
the complete elimination of directives as a means of
implementation, considerably increases the role of
fiscal and financial policies in the implementation of
plans. In these circumstances, budgetary and other-
financial policies lose their character as instruments.
for the fulfilment of innumerable specific targets
handed down to enterprises in the form of directives.
Instead, the main emphasis is placed on the ahility-
of the Government to adapt its financial and fiscal
policies to a much more mobile environment and to.
intervene quickly and efficiently in sectors where the.
emergence of imbalances threatens over-all financial
equilibrium and jeopardizes the implementation of”
the general objectives of the plan. Such intervention
will consist mainly of the application of various
“fiscal and financial instruments”, and the use of"
financial reserves which, according to prevailing-
views, should be constituted at the central level.

4Thus, for instance, the new Polish five-year plan en-.
visages a considerable expansion of the network of savings.
institutions, especially in the countryside. See Nowe Drogi, .
No. 2, 1967 (Warsaw), pages 33-34.
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“The creation of strategic financial reserves expres-
sedly designed to ensure a quick elimination of im-
‘balances acquires crucial importance in the new con-
itions.®

The increasing role of profit consideration as the
determinant of the activities of enterprises implies
a very significant change in the nature of the bud-
getary revenue from profits. Under the old system,
these revenues, called “deductions from profits”, rep-
resented in fact a direct transfer of the bulk of the
enterprise profits to the budget. The amounts of
these transfers were stipulated for individual enter-
prises annually in absolute terms, and were as
obligatory as other directive targets assigned to them
by their supervisory authorities. The central minis-
tries were responsible for the transfer of these sums
to the budget along with the proceeds from turnover
tax included in their receipts.

The reduction of the role of directives as the basic
‘means of implementation of plans should, according
to widely held views, lead to the replacement of the
«deductions from profits by a tax imposed on profits
at a specified rate. The importance of this change,
already introduced in (Czechoslovakia, is that the
planned revenue from profits ceases to be an obliga-
tory directive fixed in absolute terms and broken
down by ministries, and becomes a budgetary esti-
‘mate comparable to similar estimates in countries
under a different economic and social system. It will
‘be remembered that, under the new system, this tax
as well as other long-term economic instruments is
to be established for the duration of the medium-
term plan. As these policies will have to be taken
into account in the preparation of annual fiscal bud-
jgets, it is clear that these budgets will be less de-
pendent on the objectives of the annual economic
-plan than was the case in the past. In fact, the
formulation of the annual economic plan itself will
be to a certain extent influenced by the budgetary
estimates which, in the new conditions, are in part
determined by the fiscal and financial parameters
of the medium-term plan.

If the estimated budgetary revenue proves to be
smaller than the financial implications of the prelimi-
mnary draft of the annual plan, this may lead to the
revision of original targets in conformity with finan-
cial possibilities, Only in cases where such revision
wwould imperil the achievement of the main ob-
jectives of the medium-term plan would additional
financial resources be mobilized by the use of sup-
plementary measures, on a temporary basis.

51t is generally recognized that these reserves should
be much greater than the amounts now allocated for this
-purpose, which are no more than about one half to one per
cent of the budget. Even under the conditions of directive
planning, these reserves frequently proved smaller than
necessary and, in some cases, were exhausted soon after
ithe beginning of the budgetary year.

FINANCIAL PLANNING AND MEDIUM-TERM PLANS

Notwithstanding the broad similarities between
annual and medium-term financial planning, the role
and nature of the latter offer certain specific features
which are more conveniently discussed separately.

The essential difference between annual and
medium-term plans is, as noted previously, that in
centrally planned economies only annual plans are
fully operational. It is through the annual plans
that the targets of the medium-term plans are trans-
lated into operational decisions. One of the main
functions of the annual financial plans and balances
was to provide a basis for issuing financial directives
to operating units. In contrast, the financial balances
used in medium-term planning were never aimed
at the formulation of any operational directives.
Their essential function was to disclose the existence
of eventual imbalances in the preliminary drafts of
the national economic plans and to suggest the neces-
sary corrections before their final approval. The
medium-term financial balances are conceived only
as “working documents”, and are drawn up in a
highly aggregated form. They are not generally
presented to all interested ministries, and because
of their nature as subsidiary documents they are not
submitted to the ratification of the state authorities.

Although the aggregate balances include various
items of a budgetary nature, their elaboration has
never taken the form of a state budget or budgets
for the period covered by the medium-term plan.
It is true that, in the early period of planning, in
some rather isolated cases, the national economic
plan did contain certain estimates of budgetary re-
quirements broken down into broad categories of
expenditure for the five-year period® or for the
terminal year of the plan.” Even in these cases, how-
ever, it was explicitly stated that the actual budget
need not conform to the estimates, provided that the
economic targets of the plan were met.® This attitude
towards the role of budgetary estimates in medium-
term planning was also reflected in the belief that,
in view of the highly conjunctural character of
medium-term financial estimates, there was no need
to include in the plan any specific “budgetary guide-
lines” designed to keep the growth of budgetary
expenditures and revenue in line with the basic
assumptions of the national economic plan. The
limitations imposed by such guidelines could hardly
be of much use for the medium-term plan, at least in
the highly centralized system prevailing in the

8 See, for example, Eastern Germany, Amt fur Informa-
tlosnl, Gesetz diber den Fiinfjohrplan (Berlin, 1 November
1951).

7 This was the case with the second Soviet five-year plan.

8For a_very explicit formulation of this thesis, see
Finanse, No. 11, 1959 (Warsaw), page 4.
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centrally planned economies prior to the introduction
of the recent reforms. In these countries, medium-
term economic plans contained aggregate and sectoral
targets for output and investment as well as for
productivity and wages, which implicitly determined
the requirements for, and sources of, savings, the
main portion of which was derived from the enter-
prise sector and transferred to the budget. In these
conditions, it was felt that the introduction of specific
budgetary guidelines would merely impose additional
constraints, without providing policy makers with
any more effective means of implementation.

The transition to the new methods of plan im-
plementation will have a considerable impact on the
role of financial planning in the context of medium-
term economic plans. This role will no longer be
largely confined to testing the internal consistency
of these economic plans but will become increasingly
important for the formulation of medium-term finan-
cial policies adapted to the objectives of medium-
term plans.

This new function of financial planning in Czecho-
slovakia has been clearly defined in a statement ac-
cording to which,

“the purpose of the financial planning is not so
much to fill in the individual positions of the five-
year financial plan—which incidentally is not sub-
ject to government approval—as to ensure the
achievement of the basic proportions and the postu-
lated level of effectiveness and profitability, in con-

ditions of economic equilibrium”.®

According to the same source,

“an important role in the new system of manage-
ment will be played by the so-called economic
regulations, by which we understand, nter alia,
the principles of policy concerning financing, credit,
interest rates and turnover taxes, and a particu-
larly important instrument, the principles regulat-
ing the transfer of profits or of gross income of
enterprises to the budget”.®

The need to establish such “fnancial instruments”
for the medium-term period follows to a large extent
from the fact that in the new conditions it is no
longer possible to rely on the rather simplifying as-
sumption of quasi-automatic links between production,
productivity and wage targets on the one hand, and
the budgetary accumulation of funds for investment
and social consumption on the other, Under the new
system, such assumptions are losing whatever validity
they possessed in the past in so far as the number
of plan targets translated into operational directives
is being reduced. It will be remembered that the
gradual extension of the operating units’ freedom
of decision relates not only to production but also

9 See Deutsche Finanzwirtschaft, No. 15, 1965, page 21.

in varying degree to wages, profits and even, to an
increasing extent, prices. Moreover, all the reforms
envisage increasing the proportion of profits left at
the disposal of enterprises.

It is clear that in these conditions it can no longer
be assumed that, for example, the fulfilment of output
and productivity targets will lead almost automatically
to the accumulation of savings in the amount required
to finance the investment programme. The process of
decentralization weakens the link which, in the past,
could be established directly—at least in the planning
stage—between production, savings and investment
plans. Furthermore, under the new system, the role
of financial and fiscal policies acquires new dimen-
sions in so far as their new function is to replace
administrative directives as the principal instruments
whereby enterprises may be induced to act in con-
formity with the main objectives of the development
plan. All these changes considerably reinforce the
need for broadly formulated medium-term policies
in regard to taxes, credits, prices, wages and profits,
necessary not only for the attainment of the planned
level of savings but also for the implementation of
the main objectives of the plan.

The formulation of such policies, on the basis of
the analysis of the plan’s financial implications and
prospective developments in the field of finance, may
lead to the conclusion that for political or economic
reasons the required changes in taxes, credits and
income distribution cannot be achieved. This in turn
may lead to the revision of certain targets outlined
in the preliminary draft of the medium-term plan.

It is clearly not accidental that increased emphasis
on medium-term financial planning has always coin-
cided with proposals for significant changes in prices
and wages or with the introduction of measures
intended to increase the scope of autonomous decision
making by enterprises. Thus, for instance, special
attention was devoted to medium-term financial pro-
blems in the preparation of the post-war reconstruc-
tion plans, generally covering a three-year period,
which in some cases laid down in broad outline prices,
wages and taxation policies for the whole period.1®
Similar preoccupations again became apparent in the
late 1950’s when the introduction of certain measures
of decentralization raised various problems of finan-
cial policy. The first attempt to develop an integrated
system of financial policy measures for the duration
of a medium-term plan was made in Czechoslovakia
in 1958 in connexion with the preparation of the five-
year plan.

The purpose of the Czechoslovak experiment was
to increase the freedom of decision of enterprises

10 The need for the formulation of such policies was also
made necessary by the existence at that time of a relatively
large private sector.
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in the field of financial operations. Considerable
funds were left at the disposal of enterprises, mainly
for investment purposes, and the enterprises were
given an assurance that a further rise in their profits
would not lead to an increase in the profit tax rates
during the period of the medium-term plan. This
was achieved by establishing a system of norms fixing
the share of the profits left at the disposal of enter-
prises for the duration of the medium-term plan.
Similar norms were established with respect to de-
preciation funds. Moreover, enterprises were also
freed from directives concerning wages, which were
replaced by norms relating the growth of wages to
that of productivity. For reasons outside the scope
of this study, the 1958 experiment was not successful
and had to be abandoned.

The recent economic reforms have again brought
the problems of medium-term financial planning into
sharper focus. This has been reflected in numerous
debates and studies concerning the role of medium-
term financial planning, and more important, in the
formulation in some of the eastern European coun-
tries of various financial provisions within the frame-
work of medium-term plans. Thus in Czechoslovakia,
where the role of directives in plan implementation
was virtually eliminated in 1967, the drawing up of
financial plans and balances played an important

part in the preparation of the new five-year plan for
1966-1970.

The use of financial balances in the process of
preparing the medium-term plans under the mnew
system may be illustrated by the example of Czecho-
slovakia where the new approaches were used in the
elaboration of the plan for 1966-1970. The con-
siderable increase in the role of medium-term financial
planning under the new system was first reflected
in the preparation of much more detailed financial
balances. While, in the past, medium-term plans and
balances had been set up chiefly in the form of a
highly aggregated “financial balance of the national
economy’ or of the state sector only, the new system,
which involved a considerable degree of financial
autonomy of various producing units, required a
much more detailed analysis of prospective financial
flows. This was needed not only for consistency tests
but also, and primarily, for the formulation of
medium-term policy parameters, especially in the
field of taxation, and for the establishment of rules
and regulations governing the use of financial re-
sources of the enterprises.

In view of this, the “model of aggregate financial
relations”, formulated for 1966-1970 and broken
down into annual segments of the five-year plan,
contained, in addition to the state budget, credit
plan and the financial account of the state enterprises,
also more detailed accounts for the co-operative

sectors, the non-productive sector, foreign trade and
the household sector. The account of the “state eco-
nomic organizations” was divided into subgroups
according to the type of financial rules and regula-
tions to which they were subject.

According to a recent report,!! the analysis of the
prospective financial balances conducted in the process
of preparing the 1966-1970 plan has indicated that,
for the period taken as a whole, the plan is internally
consistent and that the financial resources required
for its implementation are balanced by the revenues.
But the financial accounts drafted for each year of
the five-year plan have indicated considerable poten-
tial imbalances for individual years. It has appeared,
in fact, that while the financial requirements for in-
vestment and social consumption implied in the
preliminary draft of the plan were in excess of an-
ticipated revenues during the initial years of the
plan, the reverse was true for the last years of the
five-year period. This pattern of anticipated changes
was largely the effect of a widespread tendency to
concentrate investment in the initial years of the plan,
notwithstanding the fact that the volume of potential
saving is, celeris paribus, much greater at higher
levels of income reached in the concluding years of
the plans than at the time of their inception. More-
over, the more detailed analysis of these flows has
disclosed that the developments implied in the
physical and financial aspects of the preliminary draft
of the five-year plan will result in a deficit in the
state budget and in a considerable accumulation of
liquid assets in the hands of the enterprises. The use
of these assets for additional spending, over and above
the amounts anticipated in the plan, would generate
inflationary pressures if their effect were not com-
pensated by a reduction of the budgetary deficit, by
the tightening of credit or by an increase in the
supply of goods and services over and above the
original targets.

The main purpose of this analysis was to provide
a background for the formulation of policies for
preventing the diversion of real resources from the
uses considered to be essential for the fulfilment of
the main objectives of the five-year plan. The ensuing
recommendations may deal with such problems as
medium-term fiscal and credit policies, encourage-
ment of saving, rules and regulations governing the
allocation of net proceeds among various enterprise
funds, as well as with the need for fuller utilization
of existing reserves, for raising output and supplies
to the levels required by the anticipated demand.

The considerable increase in the role of medium-
term financial planning under the new system was

11 See Planované Hospodarstvi (Prague), No. 10, 1966,
pages 1-8.
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reflected primarily in the extensive use of financial
balances for the formulation of medium-term policies
and regulations covering a wide area of financial
flows and transactions. As already mentioned, the
need to determmine these policies for a prolonged
period is based on the belief that a certain stability
of financial and fiscal parameters is necessary for
the efficient operation of the enterprises and other
producing units, This does not, of course, preclude
the introduction of similar or additional measures and
regulations within the context of annual plans. It is,
however, increasingly recognized that medium-term
plans provide a much more adequate framework for
decisions concerning general regulations, as well as
for fiscal and financial policies which may be required
for the fulfilment of those plans. This new attitude
towards medium-term financial planning does not
imply, however, the need to formulate binding bud-
getary guidelines in the form of targets for, or ceilings
on, various types of budgetary expenditure and reve-
nues. It is generally believed that the establishment of
such restraints would introduce undesirable rigidity
into the system and prevent the adaptation of bud-
getary policies to current requirements. It has been
pointed out in this connexion that the absence of any
rigid budgetary commitments in the medium-term
plans of the centrally planned economies has left the
door open for various short-term adjustments that
may be called for by the current financial situation.
Such adjustments have, in fact, frequently been made
in the course of executing the plans and have led to
considerable changes in the financial patameters as-
sumed to be realistic at the time of their formulation.

It is generally considered in the centrally planned
economies that these views, based on past experience,
retain their validity under the new system of plan-
ning and management. They have also been supported
by the recent experience of Yugoslavia. While the
Yugoslav plan for 1961-1965 contained budgetary
targets broken down into broad categories of ex-
penditure, no such targets were included in the new
five-year plan for 1966-1970. The new federal plan
contains only one indication regarding budgetary
expenditure: it states that the capital and current
expenditure on administration and defence is ex-
pected to decline from 6.5 per cent of national income
in 1965 to 5.3 per cent in 1970. The plan does,
however, contain several decisions regarding fiscal
and financial policies believed to be indispensable for
the fulfilment of the main objectives of the medium-
term plan; these decisions are binding on the Minis-
try of Finance and the National Bank. Some of the
measures are rather general in character. They can
be exemplified by the provision prohibiting the
financing of deficits in the federal budget and the
social security system by borrowing from the National
Bank. Other stipulations are much more specific;
the most important among them determine the share
of budgetary participation in the financing of several
projects listed individually in the plan or in its sub-
sidiary documents. The formulation of this type of
policy measure, both general and specific, is con-
sidered to be more effective as regards plan im-
plementation than attempts to fix rigid targets or
ceilings for all budgetary receipts and expenditures
for the period covered by the medium-term plan.



Chapter VII

PROBLEMS OF THE PREPARATION AND IMPLEMENTATION
OF INVESTMENT PROJECTS

One of the features of investment plan preparation
in the centrally planned economies has been that the
starting point is the evaluation of the investment
required to achieve planned output targets, rather
than the elaboration of individual investment projects.
Projects are chosen not on the basis of their in-
dividual profitability but entirely in acordance with
their impact on the achievement of the desired pattern
of growth.

“Efficiency criteria” were, of course, extensively
used in choosing between alternative projects produc-
ing the same type of goods or substitutes for them.
The criteria were used to select projects possessing
the optimal combination of factors of production
under prevailing conditions. It was generally believed,
however, that criteria of this kind should not be
used in choosing between investment projects in
different branches of industry. According to these
views, the well-known difference between the mar-
ginal net product of an industry and its social net
product makes it imperative to disregard the profit-
ability of individual undertakings as a guideline for
the sectoral or branch allocation of investment.

There are two important points to be stressed in
this connexion. First, according to widespread opin-
ion, the foregoing statement holds chiefly in cases
where the purpose of development planning is to
bring about profound structural economic changes
which cannot be achieved through the free play of
market forces. Secondly, in its general form, the
statement cannot be applied to projects connected
with foreign trade. It will be realized that, in this
case, the concept of the planned target—future
foreign currency earning or saving—is much broader
than in the domestic comparison of projects, because
it admits not only the choice between various tech-
niques of production of a given commodity but also
a choice between investment in various industries,
provided that they are linked with foreign trade* In
consequence, efficiency criteria have been utilized in
decisions concerning the expansion of domestic pro-
duction or imports of certain commodities as well
as production of other commodities for exports. It

1 For g detailed description of these techniques, see Eco-
nomic Survey of Europe in 1962: Part 2—Economic
Planning in Europe (United Nations publication, Sales
No.: 65.IL.E4).
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should be added, however, that the results of such
analyses were not regarded as sufficient for a final
decision. Two other considerations came into play
at this point, one concerning the foreign demand
for exports and the foreign supply of required im-
ports, and the other concerning the advisability of
increasing dependence on imports of goods considered
strategically important from the economic as well
as the military point of view. In any event, decisions
influenced by these evaluations were reflected in the
production targets which provided the basis for the
sectoral allocation of investment.

In the preliminary stages of investment plan prepa-
ration, requirements for additional capacity have
been evaluated by means of the application of broadly
estimated capital-output ratios to production targets.
The feasibility of investment programmes has been
tested by using balances of the supply of labour,
building materials and the machinery and equipment
required for the implementation of the plan. Require-
ments for these goods and services have also been
based at this stage on general estimates of broad
aggregates rather than on the evaluation of specific
projects. The results of these estimates have been
further compared with the anticipated domestic sup-
ply of the required goods and the possibility of im-~
ports, and after a complex process of multiple ad-
justments of various production and investment
targets they have been used for the formulation of an
investment programme co-ordinated with the produc-
tion and supply targets set for the period covered
by the plan.

This preparatory work has been mainly carried
out by the central planning agency, which provides
the executive bodies, such as the industrial and other
ministries, with preliminary estimates of the invest-
ment funds which may be made available to them.
The final decisions are arrived at only after con-
sideration of the suggestions and requests made by
the ministries to the central planning agency.? This

2Tt will be remembered that the preliminary investment
targets or “limits” are transmitted in an increasingly
disaggregated form from the higher to the lower executive
agencies and operating units. These agencies and units
formulate their own counter-proposals, which, after ap-
propriate correction by their supervising authorities and
the central planning agency, are used in the formulation of
the final investment “limits” for each operating unit.



104 Part ONE. IMPLEMENTATION OF DEVELOPMENT PLANS: PROBLEMS AND EXPERIENCE

does not mean, of course, that the participation of
ministries and enterprises in the planning process
starts only after they have received preliminary in-
dications from the planning agency. In fact, even
the preliminary evaluations of investment needs are
prepared in close co-operation with the industrial
ministries. In view of their responsibility for the
development of the industrial branches under their
supervision, investment planning for these ministries
is not a single act performed at the time of the
presentation of the plan but a continuous process
conducted by their own planning units, scientific
institutions and other organizations.

The investment planning of executive agencies and
enterprises is obviously not limited to broad evalua-
tions of their need for investment funds. The largest
part of it consists of the preparation of specific pro-
jects initiated independently or suggested to them by
the planning authorities. At any point in time, the
ministries have under consideration a number of
projects in various stages of preparation, which can
be used for the evaluation of their investment needs
and for submitting their proposals to the central
planning agency.

Not all projects prepared by the ministries are
listed individually in the national plans. The lists
include only projects above a certain value, which
in view of their importance are defined in some
detail as to cost, capacity, location and other charac-
teristics, as well as time schedules for the various
stages of their construction. Investment outlays for
the remaining projects are indicated in the national
plan only in the form of aggregate sums broken down
by ministries without reference to individual projects.
Approval of these projects and the allocation of funds
among them remain within the competence of the
individual ministries which submit only a general
justification of their financial requests to the central
planning agency.

The type of documentation required for the in-
clusion of projects in national or ministerial medium-
term plans is very different from that needed for
annual plans. Since at the time when the medium-
term plan is prepared, the basic question is whether
the project is justified from the point of view of the
plan’s general objectives, the documents used for
this purpose are much more general in character
than those required for operational decisions. In
consequence, at this stage, documentation for a pro-
ject must include a justification of the need for the
project in the development of a given branch in ac-
cordance with the plan, a description of the technical
processes to be used and the technical equipment
required, the composition of the completed project’s
output, its feasibility, import requirements, links with

interrelated projects, and time schedules for its
construction and, of course, its estimated cost.?

In practice, however, projects included in the
medium-term plan vary considerably with respect to
the degree of preparation reached at the time of their
presentation to the central planning agency. The
experience of the centrally planned economies in-
dicates that it is hardly possible, at this stage of the
planning process, to have a fully elaborated set of
projects corresponding to the total investment
planned for the medium-term period. In consequence,
the main effort has been concentrated on the prepara-
tion of major projects and on projects scheduled to
begin during the initial years of the medium-term
plan. The remaining projects were to be elaborated
further in the course of the plan’s implementation.
The planning authorities of the centrally planned
economies have of course been aware of the fact that
important modifications in the original projects might
adversely affect the balance between supply and
demand for investment goods and services as well
as other economic relationships outlined in the plan.
This has been accepted, however, as an unavoidable
risk worth taking in view of other considerations
which will be indicated later. In consequence, a
significant proportion of projects have been in-
corporated in the medium-term plan without com-
pletely adequate documentation.

Projects included in the annual plans have to be
presented in a much more advanced stage of prepara-
tion than is required for the medium-term plans.
This is due to the fact that in this case the problem
is no longer one of deciding whether the project is
justified but whether its preparation has reached
the operational stage. At this point, investors,
whether associations of enterprises or individual en-
terprises, are required to have ready complete blue-
prints, technical details regarding construction work,
a list of the machinery and equipment required for
the project, and a precise evaluation of the cost of
every stage of its implementation. The most im-
portant other requirement is the investor’s obligation
to demonstrate that the delivery of goods and ser-
vices needed for the construction of the project has
been ensured by agreements concluded with building
enterprises and suppliers of machinery and equip-
ment.* As a rule, this documentation is presented to
the ministries responsible for individual sectors or
industrial branches, which then submit their requests
to the central planning agency.

31t also includes comparisons of the costs, technological
processes, equipment, and over-all efficiency of the project
with those of similar undertakings within the country and
abroad.

4For a large proportion of goods and services, such
contracts can be signed only with enterprises expressly
designated by the agencies responsible for the allocation of
supply.
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The experience of the centrally planned economies
shows, however, that as in the case of the medium-
term plan the conditions governing the inclusion of
projects in annual plans could not be fully respected.
Although considerable efforts were made to induce
investors to submit fully documented requests, a
large proportion of projects were in fact included in
the annual plans without these requirements being
met. This practice, deplorable as it may appear, was
largely explained by the reluctance of ministries and
planning agencies to exclude from the annual plan
projects of vital importance to the fulfilment of the
medium-term plan, on the grounds that they were
not fully prepared. It is not, indeed, always possible
to say whether the loss to the economy caused by
postponing the construction of various projects is
not much greater than the additional cost incurred
by starting construction before fully elaborated
documentation is available. This consideration is
particularly important in the case of interrelated
projects, because of the risk of a chain reaction
affecting a large area of productive activity in various
sectors of the economy.

This is not to say, of course, that this state of
affairs is regarded as tolerable. It means only that
the problem cannot be solved simply by automatically
excluding all inadequately prepared projects, irrespec-
tive of their importance to economic growth. A
more selective approach would take into account, on
the one hand, the impact of exclusion on the im-
plementation of the medium-term plan, and on the
other the possibility of initiating the first stages of
construction of a given project on the basis of avail-
able documentation, to be completed later.

It is, however, stressed that a real solution to these
problems should be sought in the creation of con-
ditions which will induce investors, as well as design
and construction enterprises, to concentrate their
efforts on improving the preparation and implementa-
tion of investment projects. It is generally agreed
that in the past such inducements were virtually non-
existent and that this fact was largely responsible
for the shortcomings observed in this field.

The main shortcomings in this area of economic
activity were in many ways similar to those en-
countered in other countries regardless of their eco-
nomic and social system. Apart irom the delays in
the preparation of projects, the actual cost was often
much higher than estimated, the construction period
was much longer, the type of equipment indicated
in the original designs was changed in the process
of implementation, and the goods and services needed
by the projects were not delivered on time or in
the volume and quality required. Some of these
shortcomings can be illustrated by the following ex-
amples. According to a survey carried out by the

Central Statistical Administration of the USSR, the
actual construction period of 147 projects covered
by the investigation was one fifth to twice as long
again as planned. Not one of these projects was
completed within the period corresponding to the
“normative” time-schedules used in preparing the
plans.® In Hungary, of 617 major projects built
during the second five-year plan, 34 per cent were
completed according to the planned time-schedules;
25 per cent were completed and put into operation
with a delay of two to five years. Quantifiable losses
due to these delays were equivalent to about 10 per
cent of total investment during 1961-1965.%

Differences between the estimated and actual cost
of investment projects were quite large in all the
centrally planned economies. In the Soviet Union, a
survey of 475 major projects by the State Com-
mittee for Construction disclosed that the actual cost
of these projects exceeded by 25 per cent the cost
estimates approved by the relevant agencies at the
time of their inclusion in the plan.® A similar survey
conducted in Hungary showed that the cost of more
than one half of the projects completed in 1963 was
considerably higher than planned.?

Some indication of the factors responsible for cost
increases over and above the original estimates is
provided by the following evaluation of their relative
contribution to increases in costs on 600 construction
sites in the Russian Soviet Federal Socialist Re-
public in 1966. According to these estimates, 38 per
cent of the increment in total cost was due to mis-
calculations by construction and design enterprises;
increases in the cost of equipment and in current
unit costs and overhead were responsible for 13 per
cent of the increment in total expenditure; 11 per
cent of the increment was caused by a change-over
to more expensive forms of construction and ma-
terials, and 25 per cent of the increment was ac-
counted for by changes in the originally approved
blueprints and designs.®

In interpreting these data, it should be remembered
that they do not cover all the projects under con-
struction, large numbers of which were executed
efficiently. Furthermore, the lack of comparable data
makes it difficult to ascertain whether the magnitude
of the problems encountered in project construction
in the centrally planned economies is different from
that encountered in other parts of the world.

The preceding account shows that the efficiency
of investment activities in the centrally planned
economies suffered from both the inadequate prepa-
ration of investment projects at the time of their

5 Voprosy Ekonomiki, No. 7, 1965 (Moscow).

8 Népszabadsdig (Budapest), 15 January 1967.

7 Pénzijgy Szemle, No. 8-9, 1965 (Budapest).

8See V. O. Cherniaysky, Ekonomika Procktirovania i
Stroitelstva v Novykh Usloviakh (Moscow, 1966).
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approval and shortcomings in their implementation.
‘While the reasons for these difficulties were analysed
in these countries long before the introduction of
the present reforms, and certain remedies were sug-
gested and introduced, all of them have been subject
to much closer scrutiny in connexion with the new
reforms.

In the following paragraphs, an attempt is made
to present the views that have been expressed in
recent debates on the causes of these difficulties and
on the remedies suggested or applied in recent years.

According to these views, the root of the problem
lies in the system of management which prevailed
in these countries prior to the recent reforms. Under
that system, decision making in regard to most in-
vestment projects, the allocation of materials, equip-
ment and labour, and the choice of design and con-
struction organizations, was concentrated in the
hands of the central authorities. Inasmuch as most
investment funds were made available to investors?
in the form of free budgetary grants, there was little
inducement to save on investment outlays and to
improve the utilization of existing capacity. In these
conditions, investors tended to maximize their invest-
ments, irrespective of their actual needs. Moreover,
in order to “get a foothold” in the investment plan,
the investing units frequently understated the cost
of projects submitted for approval. This was done
in the not unjustified hope that the supervising
authorities would be reluctant to abandon the project
after its initiation because of the resulting waste of
the funds already invested. It is quite obvious that
these practices were made possible by the lack of
financial responsibility of the investing units.

The tendency to underevalution of cost was also
reflected in understatement of the physical amounts
of materials, equipment and labour required for
project construction. In consequence, the cumulative
effect of such underevaluations was an important
factor undermining the reliability of the balances
between the supply and demand for investment
goods and services. These practices were, apart from
the overstrained investment plan, an important factor
accounting for almost continuous excess of actual
demand over supply in the field of investment
activities.

Another cause of these imbalances was directly
related to the techniques used in the preparation of

9In the centrally planned economies, investors in the
sense used in this chapter are state enterprises already in
existence or, if the project is to be built for a newly created
enterprise, the association to which the new enterprise
will be subordinate or a specially formed unit representing
a nucleus of the managing body which will take over the
enterprise after its completion. In the non-productive sectors,
'government agencies act as investors in the areas under
their jurisdiction.

investment projects. The cost estimates and the re-
quirements for materials, equipment and labour in-
dicated in the project documentation were as a rule
calculated on the basis of information concerning
the performance of similar projects built with the
use of highly advanced techniques within the country
and abroad. The aim of these methods was to bring
about, by administrative measures, improvements in
the quality and efficiency of projects at the prepara-
tory stage. Unfortunately, the standards and norms
used for the preparation of projects were frequently
far removed from the actual conditions'® and their
utilization gave rise to requirements which could
hardly be met by the operating units. This was true
also with respect to cost estimates based on price-
lists and catalogues, which were frequently out of

. line with the actual current cost of goods and services.

The general conclusion which arose out of the
analysis of the difficulties encountered in the invest-
ment field was that they were the result, on the
one hand, of overstrained investment plans, and on
the other of defective methods of preparing and im-
plementing investment projects. Many of these short-
comings were, it is believed, largely the effect of
over-centralization and lack of incentives to greater
efficiency.

Within this broad area of agreement, however,
there are significant differences in the emphasis
placed on each of these factors. According to some
views, the main cause of the difficulties was the
excessive volume of investment, due not so much
to deficiencies in the preparation of investment pro-
jects as to political decisions by the central Gov-
ernment. Many defects in the work of design and
construction enterprises were the direct result of
excessive demands imposed upon them by the in-
vestment programme. Thus, for example, the dis-
persion of the activities of construction enterprises
over an excessive number of projects had resulted
in work interruptions caused by shortages of labour,
materials and equipment, and consequently in con-
siderable delays and increases in cost. According
to these views, a less ambitious investment plan
would in itself be sufficient to improve the situation.
The ensuing reduction or elimination of relative
shortages of investment goods and services would
have an immediate effect on the activities of the
enterprises responsible for preparing and implement-
ing investment projects.

However, according to prevailing opinion, a more
realistic formulation of aggregate investment plans
would not be sufficient to solve the problems discussed
above. Moreover, it has been stressed that there can

10 Such as organization and technique of construction
work, productivity of labour, conditions of supply of building
materials and equipment.
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hardly be any significant improvement in the invest-
ment policy of the central authorities without far-
reaching decentralization, which would involve
greater freedom of decision for all the participants
in the process of the preparation and implementation
of investment projects and a considerable increase
in the role played in these decisions by profit
considerations.

The need for improvement in the field of preparing
and implementing investment projects was recog-
nized in all the centrally planned economies long
before the initiation of the present reforms. However,
the remedies suggested or introduced at that time
in most of these countries concentrated on the elimi-
nation of certain specific shortcomings and had a
relatively limited effect on the broader issues indi-
cated above. Thus, for instance, in several of the
centrally planned economies, particularly the Soviet
Union, it was suggested that the “normative” in-
dicators used in the preparation of projects should
be improved by the introduction of corrective coeffi-
cients derived from discrepancies between the plan-
ning “norms” and actual relationships between vari-
ous factors observed in the past. While the need
for such improvements was generally recognized,
the new approach has seldom been applied in practice.

Several improvements were also suggested in the
system of rewards and bonuses for enterprises par-
ticipating in the preparation and implementation of
projects. Thus, for instance, a special bonus paid
to designing agencies for innovations reducing the
total cost of new projects proved to have a detri-
mental effect on the work. In order to increase their
rewards, the agencies tended frequently to achieve
cost reduction at the expense of the quality of the
construction and equipment designed for the new
project. Because of this, it was suggested that this
type of bonus should be discontinued.

The methods employed to secure the implementa-
tion of plans by building enterprises and the system
of payment for their work were also strongly
criticized. The system of valuation of various types
or stages of construction carried out by building
enterprises that was used for measuring the degree
of plan fulfilment and for payments to the building
enterprises was not commensurate with the work
actually done. Consequently, the construction enter-
prises tended to concentrate on building those parts
of a given project which were for them most ad-
vantageous, regardless of the required sequence and
the time-schedules established for the various op-
erations, Since at more advanced stages of construc-
tion the same “volume of work” required more time
and labour, building enterprises were inclined to
neglect the completion of projects under construction
in favour of beginning new ones. Among various

proposals for eliminating these defects, which were
one of the causes of the exceedingly high volume
of unfinished construction in the centrally planned
economies, the most significant was a recent sug-
gestion that was already in line with the new
economic reforms. Under this proposal, building
enterprises would not be paid for their work until
the project or its main components was completed.
In the meantime, their current expenses would be
financed by interest-bearing loans. These measures,
already partly introduced, will, it is believed, elimi-
nate the defects of the old system and induce the
construction enterprises to reduce considerably the
time actually spent on the completion of investment
projects.

Several measures along these lines, already taken
by most of the eastern European countries, tend to in-
crease the financial responsibility of state enterprises
and by this means to improve the preparation and
implementation of investment projects. One of these
measures is the tax on fixed assets which is used
to induce enterprises to improve the utilization of
existing capacity and thus to save on new investment
projects. Another much more important measure,
although not yet fully in effect, is the replace-
ment of budgetary investment grants by interest-
bearing loans. Obviously the full impact of these
measures on the preparation and implementation of
investment projects can only be realized within the
context of the much broader reforms. The purpose
and content of these reforms were reviewed in the
preceding sections of this chapter, and in the present
context only a few additional points, concerning
investment projects, need to be made. As already
mentioned, in most centrally planned economies, with
the notable exception of Czechoslovakia, the sectoral
allocation of investment will continue to be deter-
mined by the national plan. Decisions concerning
individual investment projects, however, will in-
creasingly be left to the investors, who will bear
full financial responsibility for their decisions. Under
the new system of planning and management, when
it is fully developed, the investor will have an op-
portunity to make a free choice among design and
building organizations. The gradual elimination of
the central allocation of the supply of investment
goods will enable the investor to enter into freely
concluded agreements with other enterprises con-
cerning the delivery of machinery and equipment
for new projects.

It is generally believed that these institutional
changes, together with improved adaptation of invest-
ment plans to the supply of investment goods and
services, will eliminate most of the present short-
comings in the field of the preparation and imple-
mentation of investment projects.



SUMMARY

Though the methods of planning and of plan im-
plementation adopted in the centrally planned
economies were closely related to political and social
conditions prevailing in those countries, some aspects
have relevance to the problems of planning in coun-
tries with different economic and social systems.
Until recently, hardly any transfer of experience was
possible in plan implementation, since in the cen-
trally planned economies this was largely achieved
through administrative order. The changes in meth-
ods of plan implementation currently taking place
in the centrally planned economies, involving as they
do increasing reliance on market forces and gen-
ral economic incentives, are tending, however, to
enlarge the area of common interest amongst coun-
tries despite differences in their economic and social
systems.

Despite the important changes in methods of
planning and policies of implementation in the cen-
trally planned economies, certain common features
have permeated government attitudes to planning
at all stages of their development. The most signifi-
cant among them is the belief that the introduction
of development planning implies recognition of the
fact that the spontaneous operation of market forces
is not capable of bringing about the desired ac-
celeration of economic growth and achieving the
necessary structural changes. In consequence, in the
initial stages of industrialization in particular, vigor-
ous government intervention is necessary. This in-
tervention should not be limited to sectors directly
subordinated to the central authorities but should
directly or indirectly influence all sectors of the
economy. Moreover, since it is believed that the
required structural changes cannot be brought about
by the free play of market forces, it is maintained
that government policy cannot be effective if it is
limited to global measures in circumstances in which
changes in the structure of the economy are of
paramount importance. In consequence, Governments
are bound to have recourse to selective policies in-
volving preferential treatment of certain sectors or
industries, which, depending on circumstances, might
take the form of direct controls or of incentive and
disincentive measures applied in a differentiated form
to various industries. Since the main function of
national planning is to integrate development policies
into a coherent system, the scope of the plan should
be as broad as the area of government intervention.

In view of this attitude towards development plans
as programmes of action, the formulation of all-
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embracing plans, without regard to the ability or
will to implement them, has always been considered
as a pointless and misleading exercise. However, the
lack of immediately accessible means of implementing
comprehensive plans has not been regarded as suffi-
cient reason to accept more narrowly based plans
permanently. Instead, efforts have been directed
towards attaining the conditions necessary for the
implementation of policies covering all sectors of the
economy. The precedence of action characteristic for
this attitude towards planning has also been reflected
in the conviction that the application of a vigorous
development policy need not be postponed until ade-
quate data are available for drawing up all-embracing
and fully elaborated plans.

According to prevailing views, the contents of the
plans and the methods of their implementation
should vary according to the main strategic objectives
of development policies at various levels of indus-
trialization. Thus the need for far-reaching struc-
tural changes at lower levels of development re-
quires more stringent government controls and
regulations than may be necessary at higher levels
of industrialization. It was the attainment of a higher
level of industrialization and the need to adjust the
methods of planning and implementation to the new
conditions that were the main arguments in favour
of the present economic reforms. These reforms con-
sist in a gradual reduction of the use of adminis-
trative directives as the main tool of plan imple-
mentation. Instead, the Governments will tend
increasingly to induce enterprises to act in conformity
with the general objectives of the plan by means
of fiscal, financial and price policies, whose purpose
is to create conditions for bringing the interests of
individual enterprises into conformity with the social
goals reflected in the plan.

The reduction of the number of directives given to
enterprises, and in some cases their virtual elimina-
tion, increases considerably the role of profitability
of individual enterprises as the determinant of their
activities. In earlier periods of development of the
centrally planned economies, the profitability of in-
dividual enterprises was largely disregarded and the
role of market forces was considerably suppressed,
on the grounds that the desired structural changes
were, in prevailing conditions, contrary to the natu-
ral tendencies of the market mechanism. It is now
believed that while the directive methods have
yielded considerable results, they have been losing
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their usefulness and becoming increasingly harmiful
to further growth as the centrally planned economies
have been reaching higher levels of industrialization.
This is mainly due to the fact that the gradual
exhaustion of the unused material and human re-
sources has led inevitably to a shift of emphasis from
“extensive” to “intensive” patterns of growth, relying
upon increases in the over-all efficiency of economic
activities. It is generally believed that in the new
conditions this can be more effectively achieved
by stimulating the initiative of the enterprises
through a reduction in scope of direct controls and
placing greater reliance on the market mechanism.

The enlargement of the role of the market
mechanism is not tantamount to the downgrading
of the role of central planning and government inter-
vention in economic processes. It does, however, in-
volve significant changes in the content of the
national plans and most of all in the methods of
implementation. At the present stage, considerable
differences exist among the countries with respect to
the relative roles of direct and indirect means of
plan implementation. Among the many reasons for
these differences, one that is frequently mentioned
is the importance attached to achieving further funda-
mental changes in the structure of the economy.
Thus, for example, the most radical reforms have
been introduced in Czechoslovakia where, accord-
ing to widely held views, the major need is to
secure improved adaptation of production to current
demand and higher efficiency of producing units
rather than to bring about further fundamental struc-
tural changes. In that country, the national plan
contains targets for broad aggregates such as na-
tional income, accumulation and consumption, which
are considered as the basic commitments of the cen-
tral authorities to which all policy measures should
be subordinated. In addition, the plan also contains
more specific targets, the implementation of which
is considered not as a goal in itself but as a means
of achieving the main objectives of the medium-
term plan. Most of these targets are defined as
“orientation” targets and are not translated into
directives for ministries or enterprises. Their main
function is to provide information concerning the
pattern of changes most desirable for the achieve-
ment of the major objectives of the plan. However,
if the deviations from the orientation targets risk
endangering the general objectives of the plan, re-
course is to be had to the use of directives, but only
as a last resort after efforts to secure the necessary
corrections by the use of various economic instru-
ments have failed. Two types of these instruments
are envisaged. The “long-term economic instru-
ments” consist of a system of levies designed to in-
fluence investment and wage payment of the enter-
prises over the medium-term period; as a rule, these
are to be applied uniformly to all sectors and

branches. The “operational measures” relate to price
and wage policies, credit and interest rates, sub-
sidies and additional tax measures and to rules and
regulations dealing with the allocations of net revenue
of enterprises to various enterprise funds. In con-
trast to the long-term economic instruments, the
operational measures need not be fixed for the
duration of the medium-term plan and need not be
applied uniformly to all industries or commodities.

A similar system of comprehensive central plan-
ning allowing for broad autonomy of enterprises,
whose activities are to be guided largely by fiscal,
financial and credit policies, will be introduced in
Hungary in 1968. In other countries, the number of
detailed directives has been substantially reduced
but the enterprises are still subject to directives
regarding investment, volume and composition of
output (expressed in terms of sales), the wage bill
and profits. In all cases, however, the role of profit-
ability and of market relations is being increased
and, notwithstanding the differences in timing of the
reforms and the degree of decentralization already
achieved, most of the eastern European countries are
moving towards the elimination of directives as the
main instrument of plan implementation. It is gen-
erally believed that at the present stage of develop-
ment, the indirect means of influencing the activity
of the enterprises may be more effective than plan
implementation through administrative directives,
provided that these means are sufficiently differen-
tiated to meet the priority rating of various sectors
or industries stipulated in the plan.

The transition to the new methods of planning
and plan implementation may increase the importance
of the inclusion in the plans of clearly defined
implementation measures and policies. When all eco-
nomic activity of enterprises was subject to direc-
tives, other implementation policies played a sub-
ordinate role. In the new conditions, however, the
formulation of price, credit, fiscal and financial pol-
icies as well as of rules and regulations governing
the activities of enterprises is considered as neces-
sary to enable these units to prepare their own pro-
grammes of action on the basis of relatively stable
policy parameters.

In all the centrally planned economies, medium-
term plans are broken down into annual segments
which serve as a basis for the preparation of opera-
tional annual plans. In view of their operational
character, the annual plans are as a rule more de-
tailed than medium-term plans. In order to ensure
that they are operationally wvalid, much greater
participation by the producing units is required in
their preparation. Consequently, communication be-
tween the higher and the lower echelons, from central
planning agencies and industrial ministries all the
way down to individual enterprises, is even more



110 Part ONE. IMPLEMENTATION OF DEVELOPMENT PLANS: PROBLEMS AND EXPERIENCE

important in the preparation of annual plans than
in the case of medium-term plans.

The preparation of annual plans is closely as-
sociated with the drawing up of financial plans and
balances, including the state budget, the main func-
tion of which is to serve the implementation of the
annual segment of the development plan.

The annual financial plans used in the centrally
planned economies consist generally of the follow-
ing accounts: the state budget, the financial plan
of state enterprises, a credit plan, a cash plan and
the balance of money incomes and outlays of the
population. As a group they reflect the planned
financial relations between the budget, state enter-
prises, other productive sectors, financial institutions
and households, and are integrated into a single
consolidated “‘aggregate financial plan of the
economy”. The purpose of this system of plans and
balances, not all of which are equally binding, is to
achieve a close co-ordination between the production
and other plans and their financial implications.
These financial plans and balances were in some
countries and at certain periods prepared by the
central planning agency or by the ministry of
finance, and some of them, such as credit and cash
plans, by the central bank. The final co-ordination of
all these plans and balances and their integration
into the aggregate financial balance of the national
economy are carried out by the central planning
agency in co-operation with the ministry of finance.
It is generally agreed that the pattern of the division
of responsibility among various agencies is not of
primary importance as long as all agencies co-
operate closely with each other. While the budget
as well as other financial plans is largely subordi-
nated to the national economic plan, it is not merely
a passive reflection of the latter. Even in earlier
periods of highly centralized systems of planning,
the formulation of financial programmes and of the
targets of the plan was conceived of as a two-way
process which might lead either to the adaptation
of the financial balances to the national economic plan
or to readjustment of the economic targets initially
included in the plan.

Under the new system emerging from the eco-
nomic reforms, the role of financial planning will be
considerably increased. The greater autonomy of the
enterprises, the substantial increase in the share of
profits left at their disposal and the fact that their
activities are to be largely influenced by fiscal and
financial measures rather than by administrative
means all combine to give financial planning a new
dimension. Although the state budget as well as
other financial plans and balances will continue to
serve the implementation of the annual economic
plans, the establishment of medium-term fiscal and
financial policies will make the annual fiscal budgets
less dependent on the objectives of the annual plan

than in the past. In consequence, the formulation
of the annual economic plan itself will be influenced
to a certain extent by the budgetary estimates which,
in the new conditions, are determined in part by the
fiscal and financial parameters of the medium-term
plan.

While the annual financial plans and balances.
served as the basis for issuing financial directives
to operating units, the essential function of such
balances used in medium-term planning was to dis-
close the existence of eventual imbalances in the
preliminary drafts of the national economic plans.
and to suggest the necessary corrections before their
final approval. Under the new system, the role of
medium-term financial planning will no longer be
confined to testing the internal consistency of the
economic plans but will become increasingly im-
portant for the formulation of medium-term financial
policies adapted to the objectives of medium-term:
plans. The purpose of these policy measures and
regulations, which cover a wide area of financial
flows, is to prevent the diversion of real resources.
from uses considered to be essential for the ful-
filment of the main objectives of the plan. The need
to formulate them for the medium-term period is
based on the belief that a certain stability of financial
and fiscal parameters is necessary for the efficient
operation of enterprises and other producing units.
This does not of course preclude the introduction
of similar or additional measures and regulations
within the context of annual plans. This attitude
towards medium-term financial planning does not
imply, however, the need to formulate binding bud-
getary targets for or ceilings on various types of
budgetary expenditure and revenue. It is generally
believed that the establishment of such restraints.
would introduce undesirable rigidity into the sys-
tem and prevent the adaptation of budgetary mea~
sures to current requirements.

The increased role to be played by profitability
considerations in influencing the activity of enter-
prises is expected to eliminate a large part of the
shortcomings experienced by the centrally planned
economies in the preparation and implementation of
investment projects. The starting point of the pre-
paration of the investment plan has been, and in
most countries will remain, the evaluation of in-
vestment required to achieve the planned output
targets. Projects are chosen not on the basis of
their individual profitability but in accordance with
their impact on the achievement of the desired pat-
tern of growth. “Efficiency criteria” have been used
mainly for deciding between alternative projects
producing identical or substitutable goods. The main
exceptions have been investments linked with foreign
trade, where efficiency criteria have also been used
in deciding between projects producing goods for
export or goods for import substitution.
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More recently it has been stressed that the need
to disregard the profitability of individual under-
takings as a guideline for sectoral or branch allocation
exists mainly in cases where the purpose of de-
velopment planning is to bring about profound struc-
tural changes which cannot be achieved through the
free play of market forces. At higher levels of in-
dustrialization, however, the sectoral allocation of
investment may be increasingly guided by profit-
ability criteria.

In the preliminary stages of investment plan pre-
paration, requirements for additional capacity have
been evaluated through application of broadly esti-
mated capital-output ratios, and the feasibility of
investment programmes has been tested by using
balances of labour, building materials and machinery
and equipment. This work has been carried out by
the central planning agencies in co-operation with
industrial ministries which in turn have been work-
ing out their programmes in co-operation with enter-
prises under their supervision.

At the level of ministries and that of lower op-
erating units, a large part of investment planning
takes the form of preparation of individual projects.
Only certain of these projects are individually listed
in the national plans while others are indicated only
in the form of aggregated sums broken down by
ministries. The inclusion of specific projects in the
plans is subordinated in principle to the presentation
of certain documentation setting forth the required
information concerning the projects. In practice,
a substantial proportion of projects has been in-
cluded in the medium-term as well as the annual
plan, in spite of an inadequate preparation of such
documentation. Although the acceptance of inade-
quately prepared projects and the need for their
modification in the process of implementation have
entailed considerable losses and have upset the
planned balances of supply and demand for invest-
ment goods and services, this practice was largely
explained by the reluctance to exclude from the plan
projects of vital importance to the fulfilment of the
medium-term plan, even if they were not fully
prepared. It is not, indeed, always possible to deter-

mine whether the potential loss to the economy from
postponing the construction of a project may mnot
be greater than the additional cost incurred by start-
ing construction before fully elaborated documenta-
tion is available. This consideration is particularly
important in the case of interrelated projects because
of the risk of a chain reaction, affecting a large area
of productive activities in various sectors.

The main shortcomings in the field of project pre-
paration and implementation were, apart from delays
in the preparation of projects, costs higher than
anticipated, construction periods longer than esti-
mated, changes in the design of equipment and dif-
ficulties in the supply of goods and services re-
quired for the projects. Various measures suggested
or introduced to eliminate these shortcomings have
had only a limited effect. According to views ex-
pressed in recent debates, the difficulties encountered
in the field of preparation and implementation of
investment projects cannot be solved by partial
measures. The main prerequisite for improvement
in this field is the further development of institu-
tional changes initiated by the recent reforms. While
in most countries, with the notable exception of
Czechoslovakia, the branch allocation of investment
will continue to be determined by the national plan,
decisions concerning individual investment projects
will increasingly be left to individual enterprises,
which will bear full financial responsibility for their
decisions.

The gradual elimination of the central allocation
of investment goods and services, together with the
establishment of a more adequate pricing system, is
expected to create conditions which will enable
the investing units to hase their decisions on a more
realistic evaluation of feasibilities of specific invest-
ment projects.

It is generally maintained that these and other
institutional changes, together with the improved
adaptation of investment plans to the supply of in-
vestment goods and services, will eliminate most of
the past shortcomings in the preparation and imple-
mentation of investment projects.
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