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SECRETARY-GENERAL’S PREFACE

This report was prepared by a group of experts whom I appointed
under General Assembly resolution 1708 (XVI) to assist me in con-
ducting a study of the experience gained and the techniques in use in
the planning of economic development by different countries. The
group was appointed in the spring of 1962 and arrangements were
made to hold two sessions; the first session was held in August 1962,
and the second in March-April 1963. Owing to the lack of time,
however, the group could not complete the preparation of its report
at these two sessions, and it became necessary to convene a third
session in August 1963.

The members of the group acted in their personal capacities and
their observations and conclusions were put forward to me on their
own responsibility. I believe that these observations and conclusions
are of great importance for the economic development tasks facing
the world community. Accordingly, I am pleased to submit the report
to the General Assembly for its consideration.

The group comprised the following: M. Z. Bor, Director, Scientific
Research Institute of Planning and of Norms of the Gosplan, Union
of Soviet Socialist Republics; Celso Furtado, Executive Director,
SUDENE, Brazil; Borivoje Jelic, Director, Federal Planning Office,
Yugoslavia; Paul Lemerle, Inspecteur des Finances, Chargé de mission
au Commissariat général du Plan, France; Max Millikan, Director,
Center for International Studies, Massachusetts Institute of Techno-
logy, United States of America; A.M. El Morshidy, Director-General,
Ministry of Planning, United Arab Republic; Tarlok Singh, Member,
Planning Commission, India; Zdenek Vergner, Director, Research
Institute of National Economic Planning, Czechoslovakia; Pieter de
Wolff, Director, Central Planning Bureau, Netherlands; and Satoru
Yoshiue, Director, Economic Research Institute, Economic Planning
Agency, Japan. Mr. Jacob L. Mosak, Director of the Bureau of General
Economic Research and Policies of the United Nations Secretariat,
was designated by me to serve as Chairman.

Unfortunately, Professor Bor and Mr. Furtado were unable to
attend the third session, though both made valuable contributions to
the preparation of the draft report at the earlier sessions. Professor
Bor’s draft relating to chapters 1, 2, 3, and 4, which he submitted at
the second session for the consideration of the group, is reproduced
in annex IT of this report. Mr. Furtado, after study of the final report
— copies of which were sent both to him and to Professor Bor some
time prior to publication — stated his agreement with the report and
submitted his signature to be appended.
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In preparing the report, the group drew upon the studies of natio-
nal planning experience prepared by its members as well as those sub-
mitted on request by a few Governments. In addition, the group was
assisted by members of the Secretariat from the Department of Eco-
nomic and Social Affairs at Headqueﬁ%m and in the regional commis-
sions. Representatives of the specialized agencies and certain inter-
governmental organizations also participated as observers. The studies
prepared by the members of the group and those submitted by
Governments are reproduced in volume II of the report.

The importance of national planning for economic development is
almost universally recognized today. The fact that in recent years
country after country has made use of planning in one form or
another attests to this wide-spread recognition. There is a growing
conviction that, as the experts have put it, “ planning is an invaluable
aid to policy. In providing for explicit analysis and evaluation of the
realistic alternatives that confront individual countries, and in setting
forth the implications of alternative policies, planning greatly assists
the process of decision-making.” It is in this pragmatic spirit that
numerous developing countries, as well as more advanced economies,
have employed planning as a tool for achieving their national eco-
nomic goals.

This does not, of course, imply that there is a uniform approach
to planning. Inevitably, there is great diversity in individual ap-
proaches; but in a world where countries differ widely in their stages
of economic development and in their economic and social systems,
such differences are only to be expected. I believe that the experts
have provided a succinct and clear exposition of the most relevant
aspects of the experience gained in planning for economic develop-
ment. Their analysis should be of great value to all those engaged in
the task of economic planning.

On behalf of the United Nations, I wish to thank the members of
the group for their valuable contribution and to express my appre-
ciation to the institutions with which they are associated for their
co-operation in releasing them from their normal duties in order to

prepare this important report.

U THANT
Secretary-General
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LETTER OF TRANSMITTAL

TO THE SECRETARY-GENERAL

We have the honour to submit herewith, for your consideration,
our report, Planning for Economic Development, which we were in-
vited to prepare in pursuance of General Assembly resolution 1708
(XVI). The report summarizes, in accordance with our terms of
reference, the experience gained and the techniques in use in the
planning of economic development by different countries.

An outline of the study was prepared during the first session of
meetings held at the European Office of the United Nations in Geneva
from 6 to 10 August 1962, The report was drafted during the second
and third sessions of meetings held at the Headquarters of the United
Nations in New York and at the European Office in Geneva from
25 March to 5 April 1963 and from 5 to 16 August 1963, respectively.

In addition to our report, we are including, in a companion
volume, the studies prepared by the members of the group of experts
as well as those submitted on request by a few other countries. We
believe that these studies will be of practical interest and help to
planners.

The members of the group wish to express their very profound
gratitude for the assistance which they received from the members
of the Secretariat. It went far beyond the normal servicing of meet-
ings, and without it their task could not have been completed.

United Nations, Geneva Respectfully yours,
August 1963
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EDITORIAL NOTE

Studies prepared by the members of the group, as well as those
submitted on request by certain Governments, will be issued sepa-
rately as an addendum to the present report, A/5533/Rev.1.
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INTRODUCTION

THE NATURE AND ROLE OF PLANNING

1. In the course of the last few years, there has been a remarkable
intensification of interest in national economic planning. Recent re-
solutions of the General Assembly and the Economic and Social
Council, calling for international action to strengthen planning acti-
vity, attest to the almost universal character of this heightened
interest. What is striking about this trend is not simply that the
number of countries engaged in national planning has increased
considerably; more important, planning has emerged as a tool of
policy in countries differing widely, not only in their stages of econo-
mic development, but also in their economic and social systems.

2. Undoubtedly, the wide-spread adoption of planning stems prin-
cipally from the urgency with which the developing countries view
the task of overcoming their economic backwardness and promoting
their social advance. In many of these countries, the aim set for
policy in recent years has been no less than the long-run transfor-
mation of their economic and social structures. They have been
seeking to create conditions which will be conducive to economic
growth and thereby to lay the material foundations for more equitable
and balanced societies. Faced with economies characterized by deep-
seated rigidities often too great to be overcome by market forces
alone, and confronted by the need to change and adapt their social
institutions, many governments have assumed a leading role in eco-
nomic and social life. Such countries — many of which are endowed
with considerable resources of raw materials, fuel and power, and
with large masses of manpower — have seen in the preparation and
implementation of plans the most effective means for the achievement
of economic progress and the improvement of their standards of
living.

3. In recent years, it has come to be increasingly realized that,
where economic decisions with major social or long-range implications
have to be taken, planning is an invaluable aid to policy. In providing
for explicit analysis and evaluation of the realistic alternatives that
confront individual countries, and in setting forth the implications of
alternative policies, planning greatly assists the process of decision-
making. Its contribution in this regard has been particularly evident
where the dominant economic problems confronting policy-makers
have required structural changes for their solution. This has been
generally true irrespective of the particular political and social system
prevailing in individual countries. In the centrally planned economies,
for example, the importance attached to planning as a tool for rapid
economic and socjal change needs hardly to be stressed. It is equally
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2 PLANNING FOR ECONOMIC DEVELOPMENT

not accidental that, among some of the countries of western Europe,
when faced during the early post-war years with the reconstruction
of whole economies, methods of planning were developed in order to
guide governments in the formation and execution of policies. It is
not surprising, therefore, that among under-developed countries,
where economic growth is so largely linked with the problems of
structural adaptation, governments have increasingly sought to apply
methods of planning.

4, This in no way alters the fact that the forms of planning, and
their political significance, differ profoundly among countries with
different economic and social systems. Though planning has emerged
in many countries, this has not lessened the fundamental differences
in political and social values and in the basic characteristics of the
political and economic systems founded on these values. The concept
of planning in a centrally planned economy thus differs basically from
that in a private enterprise or mixed economy. Moreover, the scope
and content of planning in individual countries have necessarily been
greatly affected by the political, social and economic conditions in
which it has been applied. Not only the aims of planning but also the
means selected for implementation of plans are closely bound up
with political and social purposes; likewise, the methodology of plan
formulation is greatly influenced by the aims of planning and the
means of implementation.

5. In the developed private enterprise economies, events over the
last few decades have led to an increase in the part played by the
State in economic matters. The severe unemployment of the early
nineteen thirties undermined belief in the automatic capacity of the
market system to maintain continuously high levels of employment,
and the conviction spread that policies for full employment were a
responsibility of the central authorities. In the post-war years, out of
the earlier preoccupation with the problem of economic stability, and
partly as a solution to it, some of these countries have broadened and
redirected their interest towards the objective of sustaining long-run
economic growth. Within the context of private ownership of the
means of production and reliance upon the price mechanism — sup-
ported, however, by a widening sphere of public economic activity —
some of these countries have elaborated plans as a means of system-
atically co-ordinating income, wage, price and other public policies
and of enlisting private support for the achievement of common,
social aims.

6. Compared with the predominantly market economies, it is
quite obvious that not only the political, but also the economic and
social system of the Union of Soviet Socialist Republics and some
other countries in eastern Europe and Asia, is profoundly different.
In these countries the principal means of production are owned and
managed either by the State or by co-operatives. The individual enter-
prises are not guided by reference to market forces, but are instead
directed to conform with the national plan. Plans have therefore a
different function in these countries from that which they have in
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market economies. In the latter, plans are intended to guide and co-
ordinate public policies and to supply coherent production and in-
vestment targets for the major branches of the economy, but they
seldom supplant the decisions of individual enterprise managements.
In the former, however, plans determine and direct economic activity
throughout the country.

7. Prevailing political and social circumstances, as well as the
level of development, not only determine the general aims and pur-
poses of planning; they also delineate the boundaries within which
choices between policy instruments can be made. The aims of plans
and the means selected for their implementation, however, are not
choices that can be made independently of one another. If the
methods of implementation have to be appropriate to the objectives,
it is also true that the objectives have to be realistically chosen in the
light of the measures for implementation available to governments.
In developed, private enterprise economies, for example, the character
of planning has necessarily been related to the fact that most eco-
nomic decisions are in private hands and that governments only
indirectly influence these decisions, mainly through general fiscal and
monetary policies. In this context, the main aim of plans has usually
been to maintain full utilization of the expanding volume of economic
resources that arises out of technological progress and population
growth; in a few cases, the aim has also been to change the end-use
to which resources are put. By contrast, in the centrally planned
economies, the management of almost all economic activities has been
under the direct control of the governing authorities and the re-
straints on governmental decisions regarding the choice of aims have
therefore been fewer. The principal economic objective has been to
maintain rates of growth in output and to raise levels of consumption;
but great emphasis has also been given to the long-term political
objective of the transformation of the social framework of production
and distribution. Among most under-developed countries, the instru-
ments available to governments have been mainly those of private
enterprise or mixed economies. The complex of actual policy meas-
ures, however, has differed considerably from that in developed
economies since a major need has been to change or adapt the exist-
ing economic and social structure to the requirements of economic
development. From the point of view of economic growth in these
countries, the most important decisions are those relating to the
process of capital formation. The need for centralized direction of the
process of capital formation in the under-developed countries is basi-
cally due to the fact that development entails rapid and far-reaching
structural changes. In these countries, the principal aim of plans has
invariably been to accelerate the rate of growth in income and output
without which the economic stagnation cannot be overcome. This has
been expressed more concretely in acceleration of industrialization, in
development of agriculture and in the building up of economic and
social overheads. But considerable attention has also been given to
other objectives such as higher levels of per capita consumption, more
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equitable distribution of income and wealth, more balanced regional
development, the expansion of employment opportunities, and the
creation of conditions of economic stability.

8. The diversity among countries in planning experience has
clearly stemmed not solely from differences in economic and social
systems. Whatever the social system, experience in planning at ad-
vanced stages of economic development has differed considerably
from that at the earlier stages. Even in the same countries with many
years of experience, methods of planning have altered over time to
meet changing economic and social circumstances. Both methods of
planning and economic policy have also been improved in many
countries as experience has been accumulated and statistical services
have been strengthened.

9. From the point of view of the under-developed countries seek-
ing to benefit from the planning experience of others, the very di-
versity of this experience constitutes a valuable asset. It is not only
that the under-developed countries differ among themselves in their
social aims and premises and in the stages of development which
they have reached. It is also true that, within most of these countries,
no single economic and institutional system prevails throughout the
whole economy. In some countries, tribal or semi-feudal sectors
subsist alongside organized, market sectors; and in nearly all, private
enterprise sectors function alongside state-owned sectors. Thus, the
same planning methods cannot be applied uniformly throughout the
country; there has to be flexibility in the choice of methods in order
to ensure that these are appropriate to the circumstances prevailing
in each sector or region.

10. In many developing countries, plans have aimed at harnessing
all available agencies — public, private and co-operative — to the
tasks of economic development. Public and private actions have been
regarded as complementary rather than as mutually exclusive; and
the development of economic activities in the private sector has been
sought along lines in harmony with national planning for the economy
as a whole. In several countries where public action has been assigned
a growing share in the growth of the economy, the scope and oppor-
tunities for the private sector have also broadened correspondingly.
Effective planning, in fact, requires the participation, in some meas-
ure, of all the numerous productive units in the economy as well as
of the population at large. Plans are not likely to be effective in any
country unless they have the consent and support of the general
public. Indeed, the success of planning in developing countries is
closely linked to the readiness with which the population responds to
the demands of economic progress. Rapid economic development re-
quires numerous changes in the social and institutional fabric of an
under-developed country. But in societies where traditional modes of
thought and behaviour are deep-rooted, the pace of change is rarely
sufficient without active measures on the part of governments. This
is why plans have often sought to go beyond the purely economic
factors; they have encompassed measures to enlist the co-operation



INTRODUCTION: THE NATURE AND ROLE OF PLANNING 5

of the whole body of citizens and to speed the process of social
reform.

11. The will to pursue effective policies for economic develop-
ment may, in fact, be far more important than the technical compe-
tence displayed in the formulation of plans. In essence, a plan is a
body of economic and social policies expressed in quantified targets
and defined tasks. Inadequate data and the lack of technical expe-
rience in drawing up plans may increase the margin of error and
render more difficult the formulation of plans. While such defects
may lessen the ability, they should not weaken the will to select
effective policies for the realization of national objectives. It is a
principal value of the planning exercise that it can help to clarify and
formulate views about the policies necessary for development; and
unless the effort is made to identify these policies clearly, the whole
task of overcoming stagnation is bound to be seriously impeded.
Moreover, the quality of data and technical competence tend to im-
prove in the planning process. But much more important is the fact
that the process itself is apt to improve the selection and manage-
ment of economic policies.

12. In this report, no attempt has been made to give a general
definition of the concept of planning. The task of the group has been
to review “the experience gained and the techniques in use in the
planning of economic development by different countries ”, and this
has been interpreted to mean an exposition of the techniques of plan
formulation, of methods of implementation and of the organizational
aspects of planning. Though it facilitates exposition to discuss the
formulation, implementation and organization of planning separately,
it has to be recognized that these different aspects of planning are, in
fact, very closely interrelated. Solely for ease of exposition, the de-
scription and classification of countries as private enterprise or mixed
economies on the one hand and centrally planned economies on the
other, which is customary in United Nations documents, have been
followed in this report. So far as possible, the attempt has been made
to focus attention on those aspects of plan formulation or implemen-
tation which, despite differences in economic and social systems, may
be of common interest.



CHAPTER 1
THE FORMULATION OF PLANS

13. The purpose of formulating a plan is to identify and define
the policies best calculated to achieve general economic and social
objectives. A plan provides guidelines for policy through the translation
of these general objectives into physical targets and specific tasks for
particular economic and social activities. Everywhere, in the formula-
tion of plans, decisions have to be made about the pattern of resource
allocation which appears to be most efficient in relation to general
objectives. At the same time, the targets set for output and resource
allocation have to be consistent with economic and technical possibi-
lities and not place greater demands on the community than it has
the capacity to finance. The techniques of plan formulation which
have been developed are tools for the translation of general objectives
into concrete and feasible programmes of action.

14, Certainly, as will be apparent from the descriptions contained
in this chapter, there have been considerable differences among coun-
tries in the techniques employed in plan formulation. In part, the
techniques utilized have been related to the general objectives of
national policy; in countries seeking to achieve high rates of growth
of production and consumption and to bring about essential changes
in the economic and social structure, the problems encountered in
planning and, therefore, the techniques used in formulation, have
necessarily differed from those in countries where the basic aim of
planning has been the optimum utilization of expanding resources in
order to satisfy the needs revealed by the structure of anticipated
demand. In part also, the kinds of plans which have been drawn up,
and the techniques utilized, have been dependent upon the nature of
the instruments available to, and employed by, governments for the
implementation of their plans. Finally, the selection of planning
techniques has also been greatly influenced by the stage of economic
development as well as by such factors as the degree of integration
of the economy and the availability of data on which to base plans.

The plan period

15. Before the actual process of plan formulation can be initiated,
the span of the planning period has to be decided upon. If planning
is to be of a continuous character, it should represent an integrated
whole of long-term, medium-term and annual plans for economic
development. Long-term plans of economic and social development,
both for the country as a whole and for individual regions and sectors,
are necessary for determination of the main directions of economic
development, for the solution of crucial problems in the way of
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CHAPTER 1. THE FORMULATION OF PLANS 7

further progress, for the creation of new branches of industry, for
the complex development of separate regions, and for increases in the
standard of living of the population.

16. Long-term plans, however, contain only the most general and
aggregated targets and tasks. They have to be co-ordinated with
medium-term plans which are of a more detailed and concrete nature.
The experience of many countries indicates that medium-term plans
have usually been prepared for periods within the range of three to
seven years. This period is approximately sufficient for the construc-
tion and putting into operation of large enterprises, electric plants,
and irrigation projects, as well as for the implementation of measures
for the reconstruction and development of ports, railways and roads.
At the same time, it is feasible within this period to determine, with
sufficient accuracy, the prospective direction and economic effects
of technical progress. Moreover, the targets and tasks of the plan
covering such a period, especially with respect to the allocation of
goods, improvements in the level of education and health, employment
and output per man, can be an important and great stimulus to the
population for the fulfilment of the plan.

17. Planning in many under-developed countries has not yet
included, in practice, the necessary preparation of short-term annual
plans. However, as demonstrated by the experience of some countries,
it is in the preparation of annual plans that aims can be expressed
more concretely in terms of planned activities for existing enterprises
and for the construction of new projects. In other words, annual plans
lend greater precision to the tasks of long- and medium-term plans,
directing the development of the economy in a more operational way
and ensuring the mobilization of all national resources.

18. The possibility of introducing “ rolling plans ” has been under
examination in some countries. These are conceived of as medium-
term plans of a continuous nature, another year being added to the plan
as each plan year is completed. Such a practice has been followed
by some large enterprises and, in a wider context, it may be feasible
to adopt it for national planning. It is realized, however, that in a con-
sistent medium-term plan the principal magnitudes are closely related
to one another, and extension of the plan by a year involves compre-
hensive examination and reformulation of basic assumptions and
relationships. In practice, therefore, continuity in planning has been
sought in a variety of ways. Thus, in several countries, long-term plans,
say, for a duration of ten years have been drawn up for some key
sectors of the economy in which the period of gestation is spread over
several years and large investments have to be made. In some develop-
ing countries, well before the completion of a plan, an effort has been
made to work out new projects and approve them in principle, so that
the necessary preliminary steps in the preparation of the next plan
could be facilitated. In this way a continuous flow of benefits may be
secured and the bunching of projects towards the end of the plan
period avoided. In some countries, along with each annual plan, it has
also been the practice to draw up a rough outline plan for the follow-
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ing year, so that the more important decisions required may be antici-
pated or taken in advance. In fact, as is to be expected, some of the
principal decisions taken in the latter part of a plan period relate to
the following rather than to the current plan. As techniques for draw-
ing up long-term plans and making projections for the economy as
a whole and for different sectors become better established, the
objective underlying the notion of “ rolling plans ” should be realized
more completely as an integral element in the planning process.

Private enterprise and mixed economies

1. RELATION BETWEEN AGGREGATE AND SECTORAL PLANS

19. In many under-developed countries, the initial steps towards
planning have consisted in the elaboration of sectoral plans. Plans for
the industrial, agricultural or basic facility sectors, for instance, have
sometimes been drawn up because, in the view of the governments
of these countries, the development of such sectors has been critical
for further growth of the economy as a whole. More frequently,
however, such plans have been rather in the nature of partial plans,
consisting of programmes for capital expenditure in the public sector;
they have been a means of co-ordinating, and of introducing a scale
of priorities into, the capital expenditure budgets of the various
government departments.

20. The deficiency of such sectoral or partial plans is that they
have not always been elaborated within the framework of a careful
appraisal of the needs, resources and possibilities of the economy as
a whole. Particularly in the least developed countries, this has often
been unavoidable. The information necessary for such an appraisal,
as, for example, data about the level and composition of total autput
and expenditure, has not been available. Consequently, it has been
possible to relate sectoral plans to over-all resources and requirements
only on the basis of qualitative judgements. While this defect widens
the margin of error in planning, it may be noted that planning in some
of the more highly developed economies also began with such sectoral
plans. In France, for example, during the early post-war years, sta-
tistics were lacking for the construction of an aggregate plan and the
first plan consisted in the elaboration of a scale of priorities for cer-
tain key industries and sectors whose development was considered
essential for reconstruction of the economy.

21. There would be broad agreement, however, that where data
are lacking for the elaboration of aggregate plans, efforts should be
made to overcome this defect as rapidly as possible. Sectoral plans
indicate the planned level and composition of output and the produc-
tive resources required to achieve targets within each sector. But the
over-all feasibility of sectoral plans depends on their consistency with
such constraints as the saving-investment balance, the external bal-
ance and the manpower balance. And such consistency can be tested
only within the framework of an aggregate plan.
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22, Among under-developed countries which have formulated
comprehensive plans, the elaboration of plans for the major sectors
of production has usually taken place concurrently with the prepara-
tion of a plan at the aggregate level. In the first instance, initial
targets for output of each of the major sectors have, in many coun-
tries, been derived from projections of the level and pattern of income
and expenditure developed by means of an aggregate model. The
elaboration of sectoral plans, and the testing of their consistency with
each other and with total available resources, have then been achieved
through a process of successive approximations. Plan formulation has
thus entailed a continuous readjustment of plans at the aggregate,
sectoral and project levels until a consistent and feasible plan has
finally been reached; the formulation of a comprehensive plan has
consisted in a synthesis of plans at different levels.

23. While aggregate and sectoral plans have necessarily been pro-
gressively integrated into a single, comprehensive plan, a common
preliminary step in the elaboration of plans has been to devise an
aggregate model of the economy. Such models were originally de-
signed and utilized as a guide in the formulation of anti-cyclical policy
in the developed private enterprise economies, where the main pre-
occupation was with the problem of maintaining adequate levels of
effective demand. The models served as a means of projecting the
level of economic activity which, within the existing economic struc-
ture and institutional framework, might be generated by market
forces. Taking the main behavioural and technical relations as given,
they sought to determine the levels of effective demand and employ-
ment at which the economy would be in equilibrium. If these models,
based as they are on the aggregate relations indicated mainly by past
experience in the market economy, were the exclusive source from
which more detailed physical and financial, medium-term and long-
term plans were derived, there would be strong grounds for criticism
of their operational value for planning of economic development. But,
in the formulation of operational plans of such a character, the
aggregate models have been appropriately adapted to their new tasks.
Attention has continued to be focused on the main behavioural or
technical relations which are important both for short-term and
longer-term models, such as the propensities to save and import. But
in addition, due attention has been given to the typical longer-term
relations bearing on economic growth, such as the relations between
capital and output.

24. Clearly, in countries which have been seeking to bring about
major structural changes, the relations contained in the aggregate
models often could not be derived from past experience but have to
be estimated in more appropriate ways. Future changes of the struc-
ture of the economy as well as the intent of governmental policy have
had to be taken into account. An increase in the level of saving, for
example, which is a common aim in under-developed countries, gen-
erally is heavily dependent on the prospective trend in public saving.
Governments have therefore to make decisions about the fiscal and
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current public expenditure policies which they propose to pursue.
Indeed, a particular value to be gained from the exercise of construct-
ing an aggregate model is that it helps to indicate concretely the
extent to which policies have to be changed in order to realize any
particular increase in saving; governments, and the public supporting
them, can weigh the longer-run benefits ensuing from an increase in
saving against the shorter-term costs in terms of higher taxation or
limitations in current expenditure. To estimate the prospective level of
total saving, under-developed countries have therefore been required
to engage in detailed projections of public revenue and expenditure
as well as in some analysis of private saving and of their capacity to
secure and service foreign capital. By no means all countries have, in
fact, undertaken such detailed work, but the need has been obvious.
Only from such studies and on the basis of governmental decisions
about fiscal and budgetary policies has it been possible to arrive at
some realistic estimate of the aggregate level of investment that might
be supported. Similarly, reliable estimates of the aggregate capital-
output ratio or of the import function have rested, not merely on past
trends in these relations, but on detailed analysis of the capital and
import requirements implied by the prospective composition of
domestic output and demand.

25. This has tended to modify the role of aggregate models in the
process of plan formulation. It is true that most countries have begun
with the construction of such a model in order to provide a broad
framework of targets for total output and its distribution between
consumption, investment and exports. As a preliminary to the plan-
ning of resource allocation, some initial estimates have been made
about the potential rate of increase in total output and imports, about
the proportion of additional income to be saved and invested and
about the rates of increase in consumption and exports. Where com-
prehensive planning has been vigorously pursued, however, and where
physical and financial plans have been elaborated in detail, it has
often been found necessary to alter substantially the initial targets
derived from the aggregate model. Thus, the task of planning at the
aggregate level has been less to construct models from which the
requisite changes in the composition of output and resource allocation
could be derived than to test the consistency and over-all feasibility of
sectoral production plans.

2. PLANNING OF PRODUCTION AND RESOURCE ALLOCATION

(a) The main determinants of resource allocation

(i) Planning investment and consumption in under-developed coun-
tries
26. A key decision in the formulation of plans is the allocation

of resources between investment and consumption. Among under-
developed countries, it has invariably been an aim of policy to in-
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crease the share of resources allocated to investment in order to
accelerate the rate of economic growth. The targets postulated for
investment, however, have necessarily been set in relation to the
ability to achieve them. If targets were set which exceeded the capa-
city of governments to maintain a dynamic balance between saving
and investment, their implementation would give rise to domestic
inflationary pressure or a worsening in the external balance. Clearly,
in many under-developed countries, the capacity to raise the rate of
saving and investment rapidly has been severely circumscribed by the
very low levels of per capita income that prevail. At the same time,
however, the need to increase the rate of saving calls for appropriate
policies. While much has already been done, more can still be done
to refashion and strengthen those governmental policies and financial
institutions which serve this end. Though realistic targets have neces-
sarily had to be based upon the instruments available to governments,
the importance of raising the rate of saving and investment in under-
developed countries has meant that the instruments have also had to
be adapted to meet the aims of accelerated economic growth.

27. The main task in determining targets for investment has con-
sisted in evaluation of the possibilities which exist for raising the rate
of investment and saving. This has entailed an analysis of the possible
future levels of private and public saving as well as some estimation
of the future inflow of foreign capital. Only approximate estimates
of private saving have been possible in most under-developed coun-
tries; it is in the field of public saving that the most detailed estimates
have been possible. Since evaluation of the possibilities for raising the
level of saving and investment in developing countries has turned
very largely around the issue of fiscal policy, it is only natural that
most plans have devoted considerable attention to public revenue and
expenditure.

28. The problem of raising the level of saving and investment
among under-developed countries, however, has not been solely a
matter of increasing the share of saving in income. The volume of
investment also depends on the ability to secure sufficient supplies of
investment goods. It is true that some types of capital goods — most
notably, building materials —are currently produced in almost all
under-developed countries; and there is often scope for the fuller
utilization of existing capacity as well as for the conversion of some
equipment in consumer goods industries to the production of certain
capital goods. In the main, however, under-developed countries lack
capital goods industries or have only recently initiated the large-scale
development of such industries. Accordingly, in order to obtain sup-
plies, most of these countries have had to rely very largely on their
ability to import capital equipment. However, since the import con-
tent of domestic consumption has tended to be small in comparison
to the import content of domestic investment, an increase in domestic
investment has tended to increase foreign exchange requirements.
Except for the comparatively few under-developed countries which
have enjoyed favourable balance-of-payments positions, the limita-
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tions on the capacity to import capital equipment have been an added
constraint on the level of investment that could be realized. Efforts to
increase the proportion of income that is saved have thus generally
had to be accompanied by measures to make available a rising volume
of foreign exchange for imports of capital equipment or to expand
domestic production of such equipment. In other words, policies to
control or influence the allocation of current resources among sectors
or projects have had to be guided, at least in part, by the effect of the
resultant changes in the composition of output on prospective supplies
of capital equipment.

29. This is only to say that, in order to raise the level of invest-
ment, it is not only necessary to achieve a higher level of saving
expressed in financial terms but also to ensure that the physical
resources are available for realizing a corresponding increase in in-
vestment. In developing couniries, where a primary aim has been to
raise the level of saving and investment, close attention has accord-
ingly had to be paid to the need for structural adaptation of the
economy in order to make available increasing supplies of investment
goods; and this has considerably influenced the planning of produc-
tion and resource allocation.

(ii) Planning investment and consumption in developed private enter-
prise economies

30. In the developed private enterprise economies, where a com-
paratively high rate of saving has already been achieved, a significant
change in the share of investment has usually not been a dominant
purpose of policy; and the policy instruments which goverments have
exercised have usually had only a marginal influence on the share of
saving in income. In these circumstances, the volume and distribution
of investment have been viewed largely as a dependent variable which
is related to the level and rate of growth of final consumer demand.
In the elaboration of production and investment plans, it has accord-
ingly been natural to take the prospective level of private and public
consumption at the end of the plan period as the principal starting
point. The procedure has usually been to start with a projection of
the prospective level of consumer demand, often based on the initial
hypotheses suggested by aggregate models for the prospective level
of output and rate of growth. Given the projected increase in total
consumption, the prospective composition of consumer demand has
been estimated on the basis of knowledge about income elasticities of
demand and other relevant considerations. This analysis of consumer
demand, taken together with plans for public consumption, has
provided a means of setting production targets for final consumer
goods and services. From these targets, the requisite increases in
output of intermediate goods have been derived, using knowledge
of the input coefficients that relate intermediate to final goods in-
dustries as well as to each other. The next step has then been to
determine the additions to productive capacity that would be required
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to realize the planned increases in output of final and intermediate
consumer goods; this yields information about the requisite increase
in supplies of investment goods. Finally, the requisite pattern of
output or supplies indicated by the changes in domestic demand has
had to be reconciled with foreign trade plans; production for export
has been estimated and choices have been made between the impor-
tation or domestic production of the requisite supplies.

31. One clear example of this method is provided by recent
planning in France. In drawing up recent plans, the Government first
considered alternative rates of over-all growth and selected a rate
which appeared to be the maximum consistent with such equilibrium
conditions as the maintenance of dynamic balance between saving
and investment, employment and the supply of labour, exports and
imports, and public revenue and expenditure. On the basis of the
selected rate, a preliminary sketch of final demand in the last year
of the plan was elaborated; this consisted of an analysis of consumer
expenditure and contained assumptions about foreign trade as well
as about investments required to promote growth in the period
beyond the plan. From this description of the level and pattern of
final demand, requirements of intermediate goods and services were
estimated and an input-output table for the economy was thus com-
pleted for the terminal year of the plan. The estimates contained in
the preliminary plan were then checked in detail both by the various
commissions which represent different industrial sectors and by the
relevant ministries. After successive revisions, a final version of the
plan was reached.

(iii) Influence of long-term growth objectives and of foreign trade
on planning of resource allocation

32. It is obvious that some part of the investment undertaken in
every country during the period of a medium-term plan is not geared
towards raising the current output of consumer goods and services
but is guided by other considerations of a broader or longer-run
nature. In large part, plans have, of course, been concerned with the
allocation of resources among sectors and industries so as to increase
output of consumer goods and services in accordance with expected
or planned changes in the level and composition of final consumer
demand during the plan period. But, in some part, they have also
been concerned with the allocation of resources among sectors and
industries so as to maintain or raise the rate of growth in the years
beyond the immediate plan period. Among the developing countries,
it has been necessary to give relatively greater emphasis to this latter
aspect of planning. For their main aim is not simply to maintain a
rate of growth in consumption compatible with the current rate of
saving. Rather, it is to raise the rate of saving in order to accelerate
the pace of growth in total output and thereby, ultimately, to improve
standards of living. And this means that a substantial proportion of
current investment has to go into raising the future capacity of the
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economy to save and invest rather than into raising current per
capita consumption levels.

33. In principle at least, the basis for decision about the allocation
of that part of investment designed to raise the capacity for pro-
duction of consumer goods and services at some time beyond the
period of a medium-term plan does not differ from that guiding the
allocation of investment for increased output of consumer goods and
services within the plan period. Both are related to some notion of
the desired pattern of future consumption. In practice, however, the
planning of investment to achieve a larger increase in output of con-
sumer goods at some more distant time in the future tends to require
a somewhat different approach. For the longer the time-horizon
envisaged in plans, the more important are expected changes in re-
source endowment, the level of technology and the structure of pro-
duction; and since these give rise to changes in relative costs and
prices, the more difficult it is to determine the future pattern of
demand in advance. Accordingly, the allocation of investment intended
to raise productive capacity in the longer-run has been guided more
by broad considerations about the sectors strategic for growth in the
economy and less by detailed analysis of the prospective pattern of
consumption. In the planning of such investment, attention has been
more directly focused on the interrelation between structural changes
in the economy and long-run economic growth.

34, Besides aims with regard to changes in the future share of
investment in output, another major factor having varying influence
on the planning of production and resource allocation has been the
role of foreign trade in the economy. Whatever may have been na-
tional policy with regard to the share of foreign trade in the economy,
the preparation of plans has necessarily required that decisions be
taken about the range of products which it would be more advan-
tageous to produce at home or to obtain from abroad through the
export of other products. Such decisions have been possible only on
the basis of some analysis of domestic production possibilities and
a comparison of domestic costs with foreign prices.

35. For developed countries with diversified natural resources, the
integration of foreign trade into domestic production plans has not
necessarily represented a major aspect of the problem of production
planning. But, in developing countries, it has been a dominant element
in planning. In small countries, especially, the relevance of the prospec-
tive pattern of domestic consumer demand has been considerably
diminished; it is external, rather than domestic, demand which has
been the more important consideration. Thus, planning of production
and resource allocation has turned mainly upon identification of the
export opportunities open to these economies; and this has focused
attention primarily on the analysis of supply conditions. Such things
as natural resource endowment, the supply of skills and relative
factor prices have been the most important elements in planning.
Clearly, the ease of access to external markets also has to be taken
into account; obstacles to trade imposed by other countries may rule
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out development of particular lines of production which, in terms of
cost conditions alone, would otherwise be preferred. But, for very
small countries, it is none the less true that it is generally not the
pattern of domestic demand which dominates their planning of re-
source allocation so much as it is their domestic supply conditions.

36. Thus the planning of production and resource allocation has
invariably been considerably influenced by the emphasis on raising
current consumption or investment on the one hand and by the im-
portance of foreign trade on the other. In view of the very low levels
of per capita income prevailing in many of the under-developed
countries, large changes in saving and investment rates within the
period of medium-term plans have generally been very difficult to
attain; the transformation of these countries from low saving to high
saving economies has been rather in the nature of a longer-term
objective. Considerable attention has necessarily been paid to the
planning of increases in current output of consumer goods if only to
maintain, or improve slightly, current consumption standards in the
face of rapidly growing populations. However, final plans have usually
been appreciably modified by the views held about the long-term
structural changes required for economic development as well as
about the directions in which the greatest comparative advantage
lies in international trade. Such analysis, both of demand compo-
sition and of the requisite structural changes for longer-run growth,
while not necessarily indicating the specific projects to be preferred,
has generally suggested the broad scale of priorities to be assigned
to the major sectors of production, such as industry, agriculture and
basic facilities, consumer goods and investment goods industries, or
export industries and industries producing for the domestic market.

(b) The sectoral allocation of resources

t

37. The specific targets set for investment in the different sectors
of the economy, such as agriculture, industry, power, transport and
social facilities, have necessarily differed with the economic condi-
tions prevailing in each country. The sectors critical for economic
growth not only vary from country to country but also for the same
country at different stages of its development. Consideration of the
relative importance of investment in the different sectors and within
each sector has an important bearing on the strategy of development
to be adopted in given conditions and at a given stage of development
of a particular country. Such consideration has to be supported by
a careful analysis of the existing structure of the economy in relation
to national objectives and the means available for their implemen-
tation.

(i) Targets for productive activities

38. The targets which can be set are largely dependent on the
phase of development of the country under consideration. In the in-
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dustrial sector of some of the larger and economically more advanced
of the developing countries, for example, the emphasis in recent
years has been upon the development of the heavy and engineering
industries. Where import substitution of consumer goods has been
largely exploited and where the need for an expanding flow of capital
equipment cannot, in any case, be met from foreign trade alone, the
development of these industries has appeared as the best prospect
for sustaining domestic growth. Governmental policy has thus been
designed to encourage the organic development of groups of inter-
related industries, a guiding principle being the fullest utilization of
potential resources and the longrun exploitation of external eco-
nomijes.

39. In the least developed of the developing countries, aims at the
initial stage of development have generally had to be set differently.
In many, there has been a wide scope for import substitution in both
industrial and agricultural production of final or intermediate con-
sumption goods. Changes in the structure of production within the
foreseeable future have had to be shaped largely by the aims of
meeting domestic demand for final and intermediate consumer goods
from domestic production and of expanding export capacity. While, in
addition, there have been certain possibilities for the domestic pro-
duction of investment goods, most of these goods have had to be
imported from abroad during the initial stage of development.

40. Whatever the pattern of industrial development pursued in
individual under-developed countries, it has been a common expe-
rience that a rapid rate of 1ndustr1ahzat10n and over-all growth cannot
be long sustained without 1mprovement in the productive capacxty of
the agricultural sector. The modernization of this sector has, in fact,
confronted most under-developed countries with one of their most
difficult tasks in planning for economic development. A steady ex-
pansion in the supply of food and agricultural raw materials to the
urban areas has been a condition of industrial growth and, in order
to avoid inflation or increased imports of agricultural produce,
strenuous efforts have had to be made to raise the productivity of
domestic agriculture. Quite apart from problems encountered in the
implementation of plans for the agricultural sector — which are dis-
cussed in the next chapter — the formulation of plans for this sector
has invariably met with special difficulties. The institutional condi-
tions in the agricultural sector of many countries, the wide-spread
illiteracy and ignorance about modern techniques, and the suscepti-
bility of output to the vagaries of weather present obvious difficulties.
But, in addition, planning of the agricultural sector is frequently
hampered by organizational difficulties. Because there are great
numbers of independent producers scattered widely throughout the
rural areas, the channels of communication between the central gov-
ernment and individual producers are often tenuous; besides re-
stricting the ability to implement plans, this means that there are
often deficiencies in the information about agricultural conditions
necessary for the formulation of plans.
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(i) Targets for social services

41. While this discussion has so far been confined to the allocation
of investment within the productive sectors of the economy, it has to
be recognized that there are certain social pre-conditions for rapid
economic growth. In the allocation of resources, due consideration
needs to be given to the basic relationship between economic and
social development. There are many activities included under social
services which are in fact directly related to economic aims; impor-
tant among these are vocational and technical education, the spread
of elementary and secondary education, scientific research, the
development of health services, family planning, town and country
planning, and the housing of industrial workers. Experience indicates
that while, in the early stages, certain productive activities may have
to be given special emphasis, the stage is soon reached when economic
progress slows down or cannot be adequately sustained because of
weaknesses concerning the human and social factors of development.

42. Determination of the proportion of resources that should be
allocated to the expansion of social services is a matter of broad
political and social judgement. However, such decisions need to be
preceded by an attempt to identify and assess the additional benefits
likely to ensue from increased expenditure on social services; the
yield in social benefits should at least not appear unreasonable in the
light of the general scarcity of resources.

43. The benefits derived from increased expenditure on social
services have to be assessed from two points of view. On the one
hand, social services themselves contribute directly to improvements
in the quality of life; better health or educational facilities, for in-
stance, are essential ingredients in the improvement of standards of
living. On the other hand, social services help to raise the productivity
of the working population and thereby contribute indirectly to the
expansion of total output. Virtually all expenditure on social services
is likely to make some positive contribution towards the improve-
ment of living standards. However, if balanced social and economic
development is to be maintained, the expansion of social services has
to be maintained in some reasonable relationship to the growth in
output of commodities and other services; efforts to improve the
health of the population, for example, require, among other things,
that nutritional standards be improved through the expansion and
diversification of agricultural output. In actual practice, social pro-
grammes during recent years have tended to be increasingly assessed
in terms of their potential effect on the productivity of the working
population and the growth of total output. In the field of education,
a considerable amount of work has recently been undertaken in several
countries in order to form estimates not only of the supplies of dif-
ferent classes of skilled manpower required for continued growth but
also of the contribution of education and research to growth.

44, The human need for the expansion of social services in under-
developed countries is clearly great. The supply of medical practi-
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tioners, nurses and hospitals is pitifully inadequate in many countries.
At the same time, there are often large sections of the community in
low-income groups or in more backward regions whose contribution
to economic growth is dependent on the development of educational,
health and other social services. It is recognized, however, that, on
account of the over-all limitations of resources, it may not always be
possible to allocate sufficient funds for social services and it may be
necessary frequently to adopt a selective approach in this field. This
is only to stress the need for relating educational, health and other
social programmes as clearly as possible to over-all plans for develop-
ment. It is in this context that the elaboration and assessment of
programmes for selective improvements in education, health and
other services can best be done.

(c) The selection of projects

45. The planning of production and resource allocation should
finally yield decisions about the specific industries or projects to be
established or expanded. The purpose of broad plans for production
and resource allocation is to delineate the changes in level and struc-
ture of production required to realize the targets set for the rate of
growth in total output and its distribution between investment and
consumption. To implement these plans, however, requires that they
be broken down into terms of specific industries and projects; and
this translation of broad plans into specific projects gives rise to
certain important operational problems.

46. In predominantly private enterprise or mixed economies,
planning by its very nature implies that governments are seeking to
create a different level and structure of production than would be
generated by market forces alone. Particularly in under-developed
countries, achievement of the aims of planning requires that empha-
sis be laid on changing the proportion of income allocated to con-
sumption and investment. For reasons which are familiar, the crite-
rion of private profitability by itself may not result in creation of a
structure of production consistent with the desired changes. Thus, an
important operational problem in these countries is the application
of governmental measures to bring private investment decisions into
conformity with the aims of plans.

47. In many private enterprise or mixed economies, the problem
may be viewed as one of implementation, rather than of formulation,
of plans. In these countries, national plans have often indicated
targets for output and resource allocation only at the level of the
major sectors of production or of major industrial groups; more
detailed targets for individual industries or commodities have not
been specified. Since a high proportion of investment decisions, par-
ticularly in the productive sectors, is in private hands, it has not been
deemed worth while to work out production and investment plans in
detail. By the same token, however, this absence of detailed targets
has rendered more difficult the task of managing those governmental
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measures designed to influence private investment decisions. The
ministries responsible for the implementation of such measures as
the licensing of imports or building materials, tariffs or fiscal and
credit policies, have not been guided by any scale of priorities for
specific industries or commodities, but have had to rely on more
general and vaguer criteria. Several such criteria or formulae have
been suggested to facilitate the social evaluation of projects. But these
have generally not escaped from the difficulty that, in particular, the
social as distinct from the private benefits derivable from a project
are not, by definition, measurable through the pricing system. Thus,
in practice, ministries have generally been left to interpret social
preferences according to their own lights and in the absence of any
quantified scale of priorities.

48. In some countries, plans have been expressed in sufficient
detai! to lessen this problem considerably. National plans have con-
tained investment targets for each sector and industrial branch, eva-
luated on the basis of the capital and foreign exchange requirements
necessary to realize the desired changes in the structure of pro-
duction. However, even though the sectoral and industrial allocation
of investment is specified in the plan and can be implemented by
direct governmental action or through indirect measures to influence
investment decisions, there still remains a problem of choice between
alternative projects serving identical purposes. Countries are faced
with the problem of choosing between alternative ways of producing
the same output or of earning or saving the same quantity of foreign
exchange. In other words, decisions have to be made between tech-
niques which allow productive resources to be combined in different
proportions for the production of a commodity or between the im-
portation of one commodity in exchange for the production and
export of another,

49, It may be noted, in passing, that expression of the choice of
projects in terms of these two sets of decisions is a practical state-
ment of the problem. In theory, the problem is more complicated
since choices between alternative methods of production affect rela-
tive prices and, hence, the composition of demand. A theoretically
complete solution of the problem would require the construction of
a general equilibrium model in which the demand and supply sched-
ules in all product and factor markets, together with the production
functions of all commodities, were known. However, since planning
takes place in a dynamic context in which the structure of demand,
supplies of productive resources and techniques are all changing, this
approach is beyond the reach of practical application. In fact, choices
between alternative projects have invariably been considered in terms
of the resources required to produce the same or closely substitutable
physical output or to earn or save the same amount of foreign ex-
change. Even here, with the statistical data that are available, the
repercussions of different choices on prices and demand for the
product have often been difficult to estimate; and the same applies
with greater force to the effect of different choices on the rest of the
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economy. It is true that, in some countries, the evaluation of projects
in some sectors has been extended to comparisons of benefits and
costs, but more systematic work in this field is necessary.

50. For under-developed countries, a further complication that
has arisen in choices between projects within sectors is that market
prices of the factors of production do not accurately reflect their
relative scarcities. This is particularly true for the prices of the main
factors of production, notably, the rate of interest, the exchange rate
and wages. Savings either from internal or external sources are
scarce, but their price is usually well below their marginal value in
production. This is obviously the case for governmental savings but
it also holds for foreign loans which, at least in some cases, are
available at very moderate rates of interest. Similarly, the price of
foreign exchange seldom reflects its real marginal value. By contrast,
prevailing wage level usually tends to overestimate the social cost of
labour, since the opportunity cost of previously unemployed or very
inefficiently employed labour is rather low. Therefore, if actual mar-
ket prices of factors of production are used to compute the profita-
bility of projects as a basis for optimal selection, serious errors may
be made; for example, projects may be chosen which, taking into
account the phase of development of the country, draw too heavily
on imports or are too capital intensive. This conclusion is not altered
by the fact that prices which should be used in comparing various
projects are those that measure the value of the factors of production
which would obtain once the effect of the investment programme on
factor supplies had worked itself out; generally, such prices will
also fail to reflect relative scarcities. Therefore, the view has often
been advanced that accounting or shadow prices, which more accu-
rately measure relative scarcities, should be substituted for market
prices in the calculation of social costs. The adequate use of such
prices, however, has often been hampered by difficulties encountered
in assessing their appropriate values. Nevertheless, the correct values
often differ so strongly from actual market prices that even rough
guesses may be sufficient to improve considerably the selection of
projects.

51. The problem of choice between alternative projects has had to
be faced, not only in regard to alternative techniques for the pro-
duction of the same output for the domestic market, but also in
relation to foreign trade. In this latter context, a few countries have
experimented with procedures for selection which amount, in prin-
ciple, to the use of an accounting rate of exchange. In one developing
country, for example, the capital and current costs of each project
have been broken down into their domestic and imported compo-
nents. The export proceeds derived from the output of the project,
or the imports replaced by the output, have also been estimated.
Gathering together the domestic and foreign exchange components in
costs and proceeds, it has then been possible to calculate the net
amount of foreign exchange which would be earned or saved by the
project for each unit of domestic costs. Projects can then be ranked
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in order of the ratio of net foreign exchange earning or saving to
domestic costs; and by going down the list of projects until the
available investment funds are exhausted, a selection of the preferred
projects is made. In principle, though this is less easy to undertake
in practice, any indirect costs generated by a project are also included
in the calculations. Thus, if operation of the project required addi-
tional domestic output of an agricultural raw material, the capital and
current costs involved in its production would also be broken down
into their domestic and foreign exchange components.

3. MUTUAL CONSISTENCY OF PLANS

52. Throughout the process of plan formulation, a continuous
task is to check whether the numerous physical and financial targets
are consistent with one another. Though, in principle, the main bal-
ances that a comprehensive plan has to satisfy are everywhere the
same, the range and complexity of tests for consistency have varied
appreciably with the degree to which plans have been elaborated in
detail. The following paragraphs indicate the salient features of the
main balancing tests that have been applied.

(a) Balances between aggregate and sectoral plans

53. The simplest, and most aggregated, balance sheets are the
main tables in a system of national accounts. In most countries, these
have been employed to ensure that total claims on resources for
consumption, investment and exports are balanced with total supplies
derived from domestic output and imports. At a more detailed level,
the three principal balances on which most countries have focused
attention in the preparation of plans have been the saving-investment
balance, the external balance and the balance between demand for,
and supply of, labour. The principal role of these balances has been
to indicate the prospective limits to the supply of resources for in-
vestment, the supply of imports and the supply of labour. These have
set the boundaries within which production and expenditure plans
have had to be elaborated.

(i) Balances between saving and investment

54. In the mixed or private enterprise economies, planning for
a dynamic balance between saving and investment has been among
the most important and the most difficult of the tasks confronting the
policy-maker. Estimation of domestic saving for the period of a
medium-term plan has been based on past trends in the relation
between private saving and the different categories of income, on the
rate of growth and increases in output envisaged over the plan pe-
riod, and on proposed or expected changes in public revenue and
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current expenditure. As regards private saving, separate estimates
have usually been made for corporate saving and for the savings of
unincorporated enterprises and households. But in under-developed
countries, data on private saving have usually been sufficient only for
the most approximate assessment of prospective trends; in plans of
these countries, a common assumption has been that the marginal
rate of private saving would be somewhat higher than the current
average rate.

55. In the under-developed countries, governments have necessa-
rily relied very largely on the public budget as the means of raising
the share of total saving in total income. Thus, the surplus of current
revenue over current expenditure which has been achieved in the
public sector has been crucial for the over-all balance between saving
and investment. In the estimation of the prospective level of current
public expenditure, a major element has been assessment of the effect
on such expenditure of the proposed pattern of public investment
expenditure; this has required detailed analysis of the public invest-
ment programme. The prospective level of public current expenditure
has been estimated in different ways in developing countries. Some
have been content with indirect estimates based, for example, on the
assumption that the share of public consumption in national income
would remain unchanged. In certain countries, however, detailed
year-by-year estimates have been worked out after allowing for such
factors as normal increases in personnel, the effect on current expen-
diture of the establishment of new services under the development
plan and anticipated changes in levels of wages and other costs.

56. Since public revenue in many under-developed countries is
heavily dependent upon import and export duties, a major element in
the estimation of prospective revenue has consisted in the projection
of trends in exports and imports, Similarly, estimates of revenue from
taxes on corporate and personal incomes have depended upon the
projections made for national income.

57. Most plans of under-developed countries have also assumed
a substantial inflow of foreign capital to bridge the gap between
domestic saving and domestic investment. In view of the extremely low
levels of per capita income, levels of domestic saving sufficient for
adequate rates of growth have not appeared feasible within a plan
period. Obviously, estimates of the prospective supply of foreign
capital for inclusion in medium-term plans can be no more than highly
speculative. A few countries, however, have attempted to form some
impression. Investment programmes, for instance, have been analysed
in order to identify projects which might attract loans from inter-
national or other external, financial institutions. Or, the balance of
payments has been reviewed in order to determine how much addi-
tional borrowing from abroad would be within the debt servicing
capacity of the country. Still, these have been only partial estimates
or checks. Generally, the foreign aid estimates included in plans have
not been directly assessed but have rather been derived as the residual
balancing item between domestic saving and domestic investment.
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58. In many development plans, it is not only estimates of the
total supply of saving assumed to be forthcoming over the plan period
that have had an approximate and provisional character; the same has
been true for estimates of investment requirements. In many coun-
tries, even though targets for output may have been worked out in
some detail, estimates of the investment required to realize the planned
increases in output have generally been based on limited informa-
tion. More accurate estimates have had to wait on the completion of
detailed surveys of the requirements of specific projects. In the initial
stages of development of the planning process, these estimates have
frequently had to be based on past trends in the capital-output ratio
for broad sectors of production or even for the whole economy; and
subsequent, actual experience has often deviated substantially from
such estimates. The tentative nature of initial estimates, both of
investment and of saving, only emphasizes the need for continuous
reappraisal of plans in the light of actual experience if a dynamic
balance between saving and investment is to be achieved and main-
tained.

(ii) The external balance

59. Another major task in plan formulation has been the assess-
ment of import requirements and for the prospective supply of foreign
exchange. In most under-developed countries, plans for domestic pro-
duction, consumption and investment have generally not been ela-
borated in the detail necessary for refined assessment of import
requirements. Nevertheless, some attempt at estimation, even though
very approximate, has been essential for evaluation of the realism of
the over-all plan. For this purpose, imports have generally been bro-
ken down into three categories: capital goods; materials and fuels
needed as current inputs for domestic industry and agriculture; and
final consumer goods. Thus, domestic investment programmes have
had to be considered from the point of view of the imports of capital
equipment which these are likely to require. In so far as these pro-
grammes have not been translated into specific projects, however,
only crude estimates based on past import coefficients have been pos-
sible. Similarly, estimation of the likely requirements of fuels and
materials has often been limited by the lack of information. A few
countries, however, have attempted to make estimates with the aid
of input-output tables. The sectoral import coefficients derived for a
reference year, taken together with the planned changes in final out-
put, have been utilized to estimate prospective import requirements.
Estimation of imports of final consumer goods has, wherever pos-
sible, been based on knowledge of income elasticities of demand com-
bined with information about planned domestic production. In all
categories of imports, an important factor, for which allowance has
had to be made in estimating import requirements, has been the
extent to which the expansion of domestic production would result
in import substitution.
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60. In assessing the supply of foreign exchange likely to become
available for the financing of imports, many under-developed countries
have sought to make projections of trends in external demand for,
and domestic supply of, their principal export commodities. These
have been supplemented with analysis of the prospective development
of trade in new exports, including such service components as tour-
ism. Finally, an addition — sometimes partially estimated as des-
cribed above — has been made for the possible inflow of foreign
capital.

(iii) The manpower balance

61. A further task in drawing up comprehensive plans has been
to assess whether the employment generated by production plans has
been consistent with the supply of labour, In particular, attention has
had to be paid to the various kinds of skilled labour required for the
fulfilment of production plans. On the one hand, this has indicated
the limits likely to be set on the achievement of production targets
by the supplies of all the different categories of technicians and skilled
labour expected to become available over the planning period. On the
other hand, it has provided a basis for drawing up plans for the alloca-
tion of resources among different types of educational and training
facilities.

62. In the main, however, educational plans have to be drawn up
on a longer-term basis. The requirements for different skills generated
by a medium-term plan are of particular relevance for decisions with
regard to the establishment or expansion of short-term vocational
training programmes. More comprehensive educational programimes,
however, have to be conceived in terms of ten to fifteen years and can
therefore be related only to long-term economic plans. It is true that
the future needs of the economy for technical skills is not the only
basis for an educational programme, since education is generally
recognized as having a value in itself over and above the contribution
which it makes to economic productivity. None the less, a clear pic-
ture of the quantitative needs for manpower with a variety of speci-
alized skills over a period of years can at least set lower limits to the
amounts that society must invest in education of one form or another
if it is to fulfil its economic ambitions. The amounts the society will
wish to invest above these lower limits will depend on many other
considerations, particularly ones of a value nature, that are beyond
the scope of this report. The importance of this area is indicated by
the large share of the budgets of many governments allocated to
education.

63. In many under-developed economies where the under-employ-
ment of labour has been wide-spread, a further aspect 'of manpower
planning has been the need to assess production plans in terms of
their capacity to absorb a rising proportion of the expanding labour
force in productive, full-time employment. Estimation of the potential
magnitude of the unemployed or under-employed labour force has
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sometimes provoked further scrutiny of production and investment
plans in order to determine whether some reallocation of investment
could not result in a more extensive utilization of labour and in higher
total output.

(b) Balances between sectoral demand and supply

64. It is within the limits set by the supplies of labour, foreign
exchange and resources for investment that domestic production and
expenditure plans have had to be elaborated. The total requirements
generated by these plans have had to be rendered consistent with total
supplies. Careful estimation of the requirements implicit in produc-
tion and expenditure plans has rested on detailed analysis of the
planned composition of output and demand; and it is only in rela-
tively few countries that plans have been elaborated insufficient detail
to allow of such estimation. However, some attempt has necessarily
been made in all plans to assess whether the planned composition of
demand is matched by the prospective composition of output and
imports.

65. As regards the investment component in final demand, the
requisite supplies have generally been indicated, even if only very
approximately, by investment programmes. In a number of under-
developed countries, surveys of planned investment projects have been
made in order to determine the distribution of prospective capital
formation between machinery and construction; and the requisite
supplies of machinery and building materials have then been com-
pared with production and import plans.

66. As regards final consumer demand, most countries have em-
ployed similar techniques in estimating its future composition. Wher-
ever the information has allowed, the income and price elasticities of
the various products have been analysed. In this connexion, use has
been made of such things as family budget surveys, demographic fore-
casts and projections of the distribution of the labour force by
occupational group and wage level.

67. In most under-developed countries the lack of adequate in-
formation has meant that methods of estimating final consumer
demand have been relatively crude. Family budget surveys have, how-
ever, been quite widely conducted, particularly among lower income
groups in urban areas; and some estimates of income elasticities have
frequently been possible. For this purpose, consumers have sometimes
been divided into urban and rural groups, since each group is likely
to have a different consumption pattern. Separate treatment of each
one of the whole range of consumer goods and services has been
beyond the resources and knowledge of most planning agencies and
the analysis has generally been confined to key commodities. Usually,
pragmatic adjustments have had to be made to the results of such
estimating procedures in order to allow for such things as price
changes or policies intended to improve nutritional levels or to dis-
courage consumption of luxury goods.
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68. In some of the least developed countries, income elasticities
have not been used at all in estimating prospective demand for final
consumer goods. This has usually been because of the lack of data.
However, the inability to estimate the demand pattern has not neces-
sarily been a serious drawback in production planning since, in some
countries, the current scope for import substitution has been a suf-
ficient guide to the setting of production targets. In such countries,
some adjustment to the import figures has sometimes been made to
allow for population growth or, in the case of food, for some improve-
ment in nutritional levels. Nutritional norms, for instance, have been
established to eliminate dietary deficiencies among certain groups in
the population.

69. In the estimation of intermediate demand, under-developed
countries have usually taken account of only the more important
inter-industry relations. Particularly in the least developed countries,
inter-industry relations are, in any case, often rather simple and
obvious. The main relations may reduce to those between agricultural
production and the processing industries or to those between the
general level of economic activity in an area and the supply of such
basic facilities as power and transport; and, in such instances, the
estimation of intermediate demand is not a major problem.

70. In industrially more advanced countries, however, inter-indus-
try relations are considerably more important. In such cases, attempts
have sometimes been made to construct commodity balances. These
have usually been completed only for key commodities and they have
therefore provided only a partial check on the consistency of produc-
tion plans.

71. As a way of performing a more complete test, a few countries
have tried to supplement commodity balances with the more gener-
alized statement of inter-industry relations that is provided by an
input-output table. This has usually been completed for the final year
of the plan. Such a table offers the considerable advantage over com-
modity balances in that it sets forth all the inter-industry relations,
together with the composition of final demand and imported supplies,
in a single matrix; and this helps to ensure that no important rela-
tions are overlooked. Further, it permits the derivations of input
coefficients that include indirect, as well as direct, requirements; and
this facilitates estimation of the total effect on the economy of a
change in output of any one industry.

72. However, completion of an input-output table presents con-
siderable practical difficulties; most notably, the technical coefficients
relating inputs to the output of each industry have to be known.
Among the few under-developed countries where attempts have been
made to complete an input-output table for the final year of the plan
or for intermediate years, the first step has usually been to incorpo-
rate the information derived from commodity balances into the table.
With regard to those productive activities for which no commodity
balances have been constructed, estimates of the technical coefficients
have been derived from an existing input-output table for a recent
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reference year, the coefficients being pragmatically adjusted to allow
for expected structural changes in the economy. Through this mixture
of estimates based on planned changes in output and inputs and on
past trends in the economy, the table has been completed.

4. PROCEDURES IN PLAN FORMULATION

73. The preparation of a realistic, comprehensive plan de-
pended, in large degree, on successful co-ordination of the plans and
intentions of the innumerable economic units within the nation. In
the preceding paragraphs, some description has been given of the tech-
niques which have been employed in plan formulation to effect this
synthesis. The extent to which it has been possible to utilize these
techniques, however, has been closely related to the organizational
procedures which have been evolved for the preparation of plans.
Indeed, the nature of the plans that have been elaborated in different
countries and actual planning procedures cannot be dissociated from
one another.

74. In countries where plans have been largely limited to the ex-
pression of broad targets for total income, investment, consumption,
exports and imports or for output by major sectors, procedures in the
preparation of plans have been relatively simple. Such plans have been
based mainly upon general economic and statistical analysis and their
preparation has therefore taken place largely within the planning
agency itself. This has generally meant that plans have been limited
mainly to projections of the over-all rate of growth, based on general
analysis of such things as the aggregate capital-output ratio, the
saving-income ratio and the import function.

75. For under-developed countries, as suggested earlier, the opera-
tional value of plans based on such macro-economic analysis is lim-
ited. It is true that the intent of such plans has sometimes been con-
fined to the provision of broad guide-lines for general governmental
measures, such as monetary and fiscal policies. Such projections may
also be valuable in revealing the need for vigorous action, say, to raise
levels of saving and investment, if adequate rates of growth are to be
achieved. But if greater weight is to be placed on such aggregate plans
in the conduct of policy, these plans require a surer foundation in
more detailed analysis of economic conditions and prospects.

76. To a considerable degree, the ability to formulate plans realis-
tically, as well as to implement them effectively, depends on the
adequacy of the system of economic reporting. This means that fairly
extensive channels of information between the central planning agency
and the economy at large have to be developed if detailed information
about plans and intentions in the various sectors of the economy is
to be available.

71. The need for a two-way flow of information between public
and private planners arises from two considerations. First, the public
planners must make the best estimates they can of how private
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decision-makers will behave over the plan period in response to a
variety of changes in the pattern of governmental regulation. Secondly,
the private sector must, in formulating its investment plans, have the
best information it can get as to the economic environment in which
it will operate over the plan period. Since the decisions of these two
groups are interdependent, close communication between them is
essential. In a number of countries, for instance, considerable pro-
gress has been made in developing statistical information not only
about the past and current behaviour of consumers and private pro-
ducers but about their likely future decisions as well. Better projec-
tions of this kind are critical to planning in under-developed economies
of the mixed type.

78. Plan formulation as the concerted action of numerous eco-
nomic groups, rather than as the isolated act of a central planning
agency, is well illustrated by post-war experience in France. In that
country, the first step in planning has been the preparation by the
planning agency of preliminary sketches of alternative rates of growth
in output and their implications in terms of employment, investment
and saving, the external balance and the public budget. After consider-
ing these alternatives, the government has indicated to the planning
agency which rate of growth should be adopted as the target. On this
basis, the planning agency has sketched in figures for final demand
in the last year of the plan.This has entailed an analysis of consumers’
expenditure, decisions about government capital formation and as-
sumptions about foreign trade and the level of investment required
to promote growth in the period beyond the plan. From this analysis,
it has been possible to elaborate an input-output table containing
estimates for each sector of its sales to, and purchases from, other
sectors.

79. The second stage of plan formulation in France has then been
to enter into detailed consultations with representatives of industry
and other interests. This work has been conducted through the Mod-
ernization Commissions. One set of commissions represents the dif-
ferent sectors of economic activity, such as agriculture, the various
manufacturing industries, education and housing. Through this set of
commissions, sectoral plans have been elaborated in greater detail and
the initial assumptions contained in the first sketch, such as those
concerning technical coefficients, have been checked and revised. The
second set of commissions is concerned with more general problems,
such as the maintenance of balance between investment and saving,
employment and the supply of labour, or balanced regional develop-
ment. Through the detailed work of these two groups of commissions,
the initial plan has been checked and revised until a final version has
been reached which could be submitted for approval to the political
authorities. '

80. Comparable procedures in plan formulation have been in evi-
dence in those under-developed countries where plans have been ela-
borated in some detail. In a number of countries the planning agen-
cies, in collaboration with the ministries concerned, have entered into
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direct consultations with different industries. Industries may be
represented by associations of employers, and the larger enterprises
as well as leading executives have also participated in the discussions.
In some countries, as in India, special development councils have been
constituted for individual industries. For detailed consultation with
individual enterprises and industries and for the flow of information
to and from the central planning body, responsibility has generally
been assigned to the appropriate ministries.

Centrally planned economies

81. Public ownership of the predominant part of productive capa-
city has had a decisive influence on the character of the planning
systems of the centrally planned economies. The management of an
economy based on public ownership both requires and permits com-
prehensive planning of the whole process of economic development.
Planning in such economies encompasses all the factors such as natu-
ral resources, the means of production, and manpower, which play
a role in economic growth. It also extends to all facets of the eco-
nomic process; thus, it deals with the creation of the social product
and its distribution between investment and consumption, the planned
exchange of goods at home and abroad, the consumption of raw
materials and intermediate goods as well as of final goods, the system
of prices, and credit relations. Further, planning in the centrally
planned economies is comprehensive in the sense that regional plans
are elaborated as an important component part of over-all plans.

82. Planning in these countries is also typified by the fact that
most targets are translated into directives which become binding on
operating units. Starting from fundamental, aggregate indicators and
sectoral projections, plans are elaborated down to the level of specific
indicators for individual economic units; this has provided each unit
with a framework of directives within which to conduct its economic
activities. However, the directive character of plans has been sup-
plemented, as is explained below, by the provision of material incen-
tives for enterprises and individual workers. In addition, a range of
measures relating to such matters as the allocation of credit and in-
vestment resources, prices and foreign trade has constituted a part of
plans and has been utilized for the achievement of planned targets
and goals.

83. Another salient feature of planning in centrally planned eco-
nomies is the close interrelation between long-term, medium-term and
annual plans. By means of long-term and medium-term plans, the
broad strategic goals for development and for transformation of the
economic and social structure have been defined. Annual plans have
been used as a tool to translate general long-term objectives into
practical short-term targets and to provide a framework for the cur-
rent management of the economy.

84. While these broad characteristics have been persistent fea-
tures of plans in the Soviet Union and other centrally planned eco-
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nomies, their systems of planning have undergone certain changes and
improvements over the years; these have been related to the growth
and diversification of their economies and to the associated changes
in their structures, as well as to institutional changes in the economic
and social fields. In the initial phase of planned development, systems
of planning and management in many centrally planned economies
were fairly similar, since the problems of, and conditions for, eco-
nomic and social transformation were also similar. But in the course
of further development, while the same basic methods of planning
and management have been retained, there has been a gradual adapta-
tion to the specific economic, social and other conditions of individual
countries.

85. These changes have been carried out especially in the course
of the last six or seven years. More and more attention and impor-
tance have been given to long-term and medium-term plans. At the
same time, there has been a tendency to frame and express the central
plan only in terms of the more global indicators, and to reduce the
range and number of the very detailed directives transmitted to enter-
prises; this has left enterprises with more operational autonomy and
initiative within the framework of the planned targets. In some of
these countries, as is the case in the Soviet Union, the authority of
regional organs in planning has been substantially increased and
strengthened. Generally, wider use has been made of incentives to en-
courage better performance on the part of both individuals and enter-
prises and to achieve a more rational use of resources. While, in the
earlier stages, priority in planning was given to the physical indicators
of development, in more recent years increasing attention has been
given to criteria of economic effectiveness and to the role of economic
calculations.

86. These changes have not, of course, been independent of the
stage of development which these countries have attained, or of the
requirements which a more developed and diversified economy places
on economic development planning in terms of more refined methods.
As the economy itself undergoes change, methods of planning and
management are also subject to change and improvement.

1. CRITERIA AND PRIORITIES IN PLAN FORMULATION

87. It is evident that methods of plan formulation do not, in them-
selves, provide solutions to the problems of economic growth. Plans
have to reflect certain criteria and priorities derived from an over-all
policy for economic development. However, through the analysis of
actual possibilities in the process of plan formulation, the feasibility
of a proposed policy can be evaluated. The analytical techniques em-
ployed in the process of planning can bring out the possibilities for,
and the limitations on, economic growth; and, in so doing, they may
throw more light on the appropriate criteria of choice, indicate cer-
tain priorities in the utilization of resources and, in general, help in
the formulation of a development policy.
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88. In the centrally planned economies, decisions with regard to
such macro-economic choices as the pattern of development, the scope
and volume of structural change and the broad scale of priorities,
have been influenced by the general goals set for the economy and
society and by the stage of development reached in the country. A gen-
eral definition of the common economic goals of growth and develop-
ment would undoubtedly include the aim of rapid growth in produc-
tive forces, which, in time, contributes to a rapid improvement in the
standard of living of the population. But to realize such general goals,
a strategy of economic development is necessary; and, besides the
given objectives, this must take into account the initial volume of
material resources, the level of economic development so far achieved,
the factors facilitating further growth, and all the possibilities, prob-
lems and limitations relating to growth. Moreover, in realizing the
general goals, the strategy must also seek to maintain a dynamic
equilibrium between sectors in order to avoid the emergence of
imbalances.

89. A feature common to the development of the centrally planned
economies has been the aim of creating an economic structure con-
ducive to rapid growth. That is why, in the plans of all of these coun-
tries — especially in the early phases — there was a marked tendency
to increase the rate of investment with all the consequences which such
a policy must have for the utilization of resources and the pattern of
development. For a prolonged period, priority in development was
given to such sectors as energy, basic metals, machinery, construction
and transport, as the main sectors which would contribute to the
further growth of investment. Naturally, other industrial sectors, such
as those producing consumer goods, were also being developed ac-
cording to the given possibilities; similarly, within the scale of priori-
ties already established, special attention was given to the develop-
ment of agriculture. But it is a fact that the sectors first mentioned
enjoyed a high priority and were basic to subsequent structural
changes in the economies of these countries.

90. In the course of development, as the level of output has risen,
the structure of these economies has been transformed. At the higher
level of output, since relatively high rates of saving and investment
have already been achieved, the process of further growth has re-
quired a different pattern of dynamic structural change. As a rule, con-
tinued growth has demanded greater diversification of the economy
and greater integration of the various sectors. Such a situation has
been associated with changes in the scale of priorities.

91. In these conditions, the relations and proportions in the dis-
tribution of social product and available resources have been gradually
changing. Increasingly, the relation between investment and consump-
tion has been stabilized; at the same time, the changes in the structure
of investment, as well as the growth of consumers’ incomes, has been
reflected in the accelerated growth of consumer goods industries; in
addition, these have contribued to agricultural production, to devel-
opment of the service sector and to construction of housing and other
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overhead facilities. Thus, while the general goals of economic policy,
and in particular the aim of rapid growth in productive forces, have
remained unchanged, the criteria and priorities in development have
been gradually modified in accordance with the stage of development,
with the structural changes that have already been realized and with
the greater inter-sectoral integration achieved. In recent years, these
criteria and priorities have also been increasingly influenced by the
general expansion of foreign trade and the growing co-operation and
co-ordination of plans among the centrally planned economies; greater
attention has been paid to the advantages of international specializa-
tion in the selection of priorities.

92. It is evident that this process, either in its specific content or in
its timing, has not been uniform in all the centrally planned economies.
Differences in economic level at the outset as well as in economic
structures have given rise to specific features in individual countries.
Moreover, such a process could hardly occur without the possible
emergence of temporary difficulties arising from the particular scale
of priorities embodied in the plan or by unforeseen events or short-
comings in the process of implementation. But this is easily under-
standable, especially when account is taken of the fact that, in cen-
trally planned economies, major changes have been condensed into,
and realized within, a relatively short period of time; such changes,
in different conditions, have usually been spread over a longer histori-
cal period.

2. BASIC PLANNING METHODS

93. The preparation of plans in centrally planned economies has
been a many-sided operation, involving the participation at different
stages of the considerable apparatus of the central planning organs,
the planning services of ministries, regional organs, enterprises, scien-
tific research institutes, and other bodies. The participation of such
a wide range of organizations and personnel has been essential to
ensure that account is taken as accurately as possible of local condi-
tions for development, the resources available for such development
and the objective factors on which it depends. With this approach to
the organization of planning work, it has obviously been impossible
to draw up the whole national economic plan in one stage; rather it
has been necessary to revert many times to previously calculated indi-
cators and to amend these indicators. It is also obvious that, in these
circumstances, it has not been possible to design a system of co-
ordinated indicators by following a specific sequence in the prepara-
tion of plans, particularly as, in practice, these indicators are all inter-
dependent. Accordingly, planning work has proceeded concurrently on
both sectoral and aggregate indicators, both at the centre and in all
other units of the economic organization. Thus, the method of draw-
ing up plans in centrally planned economies may be described as one
of successive approximations, carried out in several stages, until a
consistent plan is achieved which reflects a relatively optimum solu-
tion,
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(a) The elaboration of general directives

94. All these operations, which are conducted by a large number
of bodies, must, of course, be directed from the outset towards the
gradual co-ordination of the plan as a whole. To this end, the central
planning organ prepares a quantitative framework of the plan consist-
ing of “ control ” figures. These figures include (a) tentative output
targets which, at this initial stage, serve rather as guide-lines than as
directives, and (») more strictly defined limits of the amounts of
equipment, labour, raw materials and other inputs which will be made
available to the enterprises within the plan period. In this preparatory
work, the central planning organ relies on analyses of the period pre-
ceding the current plan and provisional economic models which ex-
press the broad relationships between the aggregate indicators; these
models are subsequently elaborated and verified on the basis of more
detailed calculations of sectoral, branch and other indicators. These
operational methods are briefly described in the paragraphs below.

95. From the analysis of development in the preceding period are
derived first, the initial indicators for the current plan period, and
secondly, information on major trends and factors which may either
accelerate or restrain development. Considerable attention must be
paid to the restraining factors, since the general rate of development
in the plan period depends on solution to the problems which they
represent. The information derived from analysis of past trends is, at
the same time, of great importance in the identification of industries
whose growth is considered crucial for the over-all expansion of the
economy. These are often called the * leading links ” of the plan, since
their incidence to some extent determines the whole system of inter-
relationships among the plan indicators. Of course, these leading links,
as well as the restraining factors, vary according to the specific con-
ditions prevailing in the period under analysis.

96. Taking into account the level of development at the outset of
the plan period and the structural trends and factors disclosed by the
analysis, a general over-all model is worked out for planned develop-
ment during the period. The system of indicators in the national
accounts, known as the balance of the national economy, is used as
such a general model. The usual method of calculating these indicators
at the first stage has been extrapolation — though not merely linear,
of course — corrected by the application of new coefficients based on
the analysis of changes in the interrelations observed in the preceding
plan period.

97. These calculations have been based on extrapolations of pro-
duction trends, employment and labour productivity, capital-output
ratios, investment and consumption, such extrapolations often being
made at the same time and their results compared. An example of
these calculations is that based on the balance of labour resources.
This is established from demographic data and indicates the total
populations of working age, active population and the distribution of
labour by sector. From this is derived the estimated increase in the
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total number of workers; the estimates are prepared separately for
the productive sectors on the one hand, which comprise industry,
agriculture and transport, and for the non-productive or service sec-
tors on the other. The number of workers in the productive sector,
in combination with the estimated increase in the productivity of
labour, serves to determine the general increase in the volume of the
social product. The volume and growth of fixed capital and total in-
vestment required for the estimated increase are then determined on
the basis of an analysis of trends in investment per unit of increase
in the social product. The growth of current material expenditure is
thereafter estimated on the basis of earlier trends. The basic elements
in the balance of social product and national income are thus deter-
mined. This provides a basis for consideration of the potential growth
of consumption and finally, for mutual adjustment of all the elements
in the balance. (It should be noted that, in these countries, the social
product is equal to the sum of the gross values of production of all
goods and productive services.)

98. The general balance thus obtained has to be further verified
and adjusted on the basis of an analysis of certain important inter-
sectoral relations which might have a decisive influence on further
development and which, during the preceding period, may have been
limiting the growth potential of the economy. For example, such a role
may have been played at different periods by various sectors such as
agriculture or the steel industry and, in countiries whose national
economy is closely bound up with foreign trade, by the volume of
exports and imports. The latter are determined by an analysis of
import coefficients and of trends in the proportion of export to
output. By means of such calculations and analyses, the general
balance of the social product and the national income is rendered
more precise and a deeper insight into their internal structure is
obtained.

99. This summary type of planning and analysis at the initial
stages of plan formulation undertaken by the central planning body
represents one of the starting points for the higher party organs and
the government in the preparation of their general politico-economic
directives for the plan. The elaboration of these directives starts from
the over-all analysis of the aims and needs of the development of the
society; account is taken, not only of economic, but also of cultural
and social requirements as well as of those relating to international
political relations. However, the real material possibilities for the
realizations of these goals or for the fulfilment of requirements is
revealed by the initial analysis undertaken by the central planning
organ. Thus the elaborations of the general directives for the prepara-
tion of the plan is undertaken at an early stage concurrently with the
preparation of the initial quantitative framework of the plan, and the
establishment of prerequisites and directives is in many ways con-
nected, though not identical, with this planning work.

100. It may be noted in passing that considerable attention is at
present being paid to analysis of the prerequisites and possibilities
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for the use of input-output techniques in preliminary work. Initial
experiments have been conducted in a number of countries; but since
this technique has not yet been used for a sufficiently long period to
allow study of past developments in the national economy and since
there are consequently insufficient grounds for projecting changes in
technical coefficients, it has not been possible to apply the method
with the necessary confidence and, accordingly, to put it into wide-
spread use. It is quite clear, however, that as and when the prerequi-
sites are met, this technique for assessing inter-sectoral balance will
be widely used as a connecting link between the planning of economic
aggregates and of separate branches of the economy. In fact, studies
are in progress to investigate the possibilities and requirements for
its use not only at the initial stage of planning operations, when such
a task is based on data expressing existing relationships, but also at
subsequent stages when it serves as a check on the mutual consistency
of targets set for different industries.

(b) The role of specific balances

101. The first stage of planning operations and the adoption of
the above-mentioned directives serve as a point of departure for draw-
ing up detailed plans for individual production sectors, capital invest-
ment, labour and wages, production costs, levels of living, foreign
trade and other economic elements.

102. With a view to maintaining a continuous link between the
separate factors of economic development, a number of balance
calculations are used in preparing the plan. They play a decisive part
in determining the interrelations between sectors of production as
well as the relationships between production and consumption of
finished goods. The internal content of the whole system of balance
depends on detailed technical and economic estimates of the require-
ment of materials and energy and the utilization of equipment, land,
and other resources. These estimates are derived from both the direct
operational experience of enterprises and the results of scientific
research. The most widely used is the system of material balances,
which deals with output and requirements of intermediate and
final goods.

103. A most important tool in the formulation of production plans
is the balance of productive capacity in major sectors and branches;
this balance includes physical indicators of the existing capacity at
the beginning of the period, capacity entering into and going out of
commission, estimated capacity at the end of the period and the aver-
age capacity in use throughout the period. In practice, the results of
calculations of productive capacity have been primarily used for sub-
stantiation of the draft plan of industrial output, for planning capital
investment and for compiling balances and plans for the distribution
of machinery and equipment.
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104. The planning and construction of new enterprises and the
expansion of existing enterprises call for creation of the correspond-
ing raw material base. Plans for this sector are prepared with the aid
of balances of minerals. These balances are calculated on the basis
of data on the planned capacity of enterprises, the volume of the pros-
pected reserves, the level of extraction of mineral raw materials at
the beginning and at the end of the planning period, and import
possibilities.

105. Another important balance of resources, used in planning the
development of agriculture, is the balance of land. This indicates the
area under crops, and gives a general picture of the utilization of all
land in the country. On the basis of an analysis of this balance, con-
clusions are reached on the possibility of further improving land utili-
zation and of bringing unoccupied land, virgin soil and temporary
marshland into agricultural use.

106. In addition to such balances dealing with capacity, labour
and material resources, preparation of the plan is also based on the
system of balances of money flows. Among these is the balance of
money income and expenditure of the population. This balance is con-
cerned with the fixing of targets designed to ensure an improvement
in the level of living of the population, and is used as a means of
equating the purchasing fund of the population with supplies of goods
and services. Information derived from this balance is supplemented
with indicators of the income elasticity of demand which are derived
from family budget surveys undertaken among various social groups
of the population. Taken together, these calculations provide a basis
for the formulation of measures relating to levels of living such as
levels of money wages and of retail prices and the network of free
services.

107. With regard to the planning of levels of living, attention
should be drawn to a methodological difference of approach between
annual and medium-term plans on the one hand and long-term plans
on the other. In the latter case, consumption estimates are prepared,
in the light of the given total resources, primarily on the basis of con-
siderations of the most rational structure and volume of consumption
— taking account of nutritional standards and results of other re-
search in this area — and on determination of the most economic ways
of meeting those needs either through sales of consumption goods or
services to the population, or through free services. This is possible
because all the factors affecting the choice of this structure, such as
incomes and prices, are also determined by the plan and may be
changed considerably over such a long period. On the other hand, in
five-year plans and to a greater extent in annual plans, the actual cur-
rent structure of incomes and prices and the associated elasticities of
demand have to be taken into account, since those factors cannot be
substantially modified during such periods.

108. An important part in the system of national economic plan-
ning has also been played by financial planning, taking the form of a
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summary financial balance prepared by the central planning organs;
this comprises the state budget prepared by the Ministry of Finance,
cash and credit plans prepared by the state banks and the financial
plans of enterprises. Since the physical proportions of planned
development have already been determined on the basis of specific
calculations in the national economic plan itself and since the provi-
sion of materials for the volume and structure of final and inter-
mediate consumption is a primary and determining consideration of
planning in centrally planned economies, the main purpose of finan-
cial plans is to ensure that the flow of financial resources in the
national economy is in close conformity with the physical plan. Ac-
cordingly, financial plans play an essentially derivative role in national
economic planning. This is further underlined by the fact that, under
the system of preponderant state ownership and of centrally fixed
prices, there is virtually no special problem of financing for, say,
capital investment, as distinct from the problem of the physical pro-
vision of such investment. However, since they express flows of goods
and services in monetary terms, these plans are used as a means of
verifying the over-all consistency of the national economic plan.

109. The role of financial plans is, nevertheless, of considerable
importance in the process of implementing over-all plans; the planned
flow of monetary resources supports the planned movement of goods
or directly influences their movement wherever this has not been
determined in the framework of the plan. Such tools of financial plan-
ning as taxation, the granting of credits, and the system of “ economic
accounting” of enterprises have had a substantial effect in encouraging
enterprises to realize the plan targets for production and exchange
of goods.

110. The methods outlined above broadly illustrate the approach
to preparing a plan in the centrally planned economies, though they
do not, by any means, cover all the work on a plan. As a result of this
work as a whole, detailed plans are elaborated for all branches and
main types of activity. Since the balance method is used directly in
the work on specific plan targets, and since the general control figures
are defined at the outset of the whole operation on the basis of aggre-
gate calculations and analyses, all the specific plan targets should
theoretically be interconnected in a balanced system. In practice, how-
ever, such a perfectly consistent result cannot usually be achieved at
this stage for two reasons. First, the general control figures derived
from the initial aggregate model cannot take account of detailed struc-
tural interrelations, and the detailed plans prepared have therefore
not usually fitted exactly within their framework. Secondly, when
detailed plans are prepared, it is usually impossible to take all the
relationships into account, since the system of such interdependent
relationships is extremely complicated. For these two reasons, after
specific plans have been prepared, it is necessary to recheck and
amend them in order to ensure that they are fully consistent with one
another.
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(c) The role of aver-all balances

111. The specific balances described above relate to particular
sectors, to resources and to financial flows, These balances are inte-
grated into a system of national accounts called the balance of the
national economy. The balance of the national economy is used both
for ensuring consistency among the partial plans and for ascertaining
whether the structural changes implicit in these plans conform to
over-all aims. These accounts include:

(i) The balance of production and utilization of the social pro-
duct, which reflects — in a generalized form — the changes in the
volume and structure of the social product and is, therefore, compiled
in constant prices. It is subdivided into more detailed balances — the
means of production on the one hand and final consumption goods on
the other; these are further subdivided into the output of industry,
construction and agriculture. In some countries where the industrial
structure is more complex, the plan balance of industrial production
is worked out by branches in accordance with their subordination to
particular ministries concerned with industry; in the event of a
general imbalance becoming apparent, this facilitates identification of
the source of the imbalance.

(ii) The balance of production, distribution and final utilization
of national income, which reflects — again in generalized form — the
movement of incomes and is therefore compiled in current prices.
This balance reflects the interrelations in the distribution of incomes
between the production sector, the services sector and the population;
these interrelations are determined by the state budget and the credit
balance, the financial balance of enterprises and institutions and the
balance of money income and expenditure of the population. As a re-
sult of all these processes of distribution and redistribution, the net
receipts of the productive and non-productive sectors and the popula-
tion are established. They are then matched with the planned alloca-
tion of the pet national product, calculated on the basis of detailed
plans for such components as retail trade, capital investment and
material consumption of the non-productive sector.

(iii) The balance of labour resources, which has already been
mentioned at the beginning of this section.

(iv) The balance of fixed capital, which reflects changes between
the beginning and the end of the period in the stock of capital and
thus creates the conditions for analysis of such factors as changes in
the rate of increase in fixed capital, its rate of depreciation as com-
pared with the volume of investments, and changes in the volume of
uncompleted construction.

112, The compilation of these balances makes it possible to verify
the general consistency of the plan. In addition, analysis of the inter-
connexion of their indicators shows the trend of labour intensity and
capital intensity and other structural prerequisites and movements
embodied in the partial plans. These balances therefore provide a
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basis for conclusions regarding the lines along which the partial plans
need to be adjusted. The actual adjustments and improvements can-
not, however, be effected only on the basis of the system of balance
tables of the national economy, because the indicators they contain
are too generalized. The whole system of balances of natural re-
sources, productive capacity and, in particular, balances of materials
and energy, needs to be used for this purpose.

113. In this connexion, as noted earlier, the possibility of using
intput-output techniques is also being discussed in centrally planned
economies, with particular reference to the system of material bal-
ances. Work on material balances is particularly cumbersome, and the
listing of only selected materials and products, upon which the pre-
paration of the balances is based, is inadequate for the full and con-
sistent reflection of changes in one balance on all the remaining
balances. However, certain difficulties are encountered in the use of
input-output techniques in this field. Mention has already been made,
in connexion with aggregate models, of the problem of the variability
of technical coefficients in a plan covering a more or less protracted
period. In addition, however, owing to the inevitably large scope of
such a table in a centrally planned economy, a very large quantity of
basic data is required, and the data must be compiled with a high
degree of accuracy, since inaccuracies in one part of a table affect the
reliability of the indicators of the whole table. The balances at present
available to the central planning agency do not contain data classified
in sufficient detail for use in an input-output table. As used for opera-
tional purposes, these balances frequently classify users not by the spe-
cific products which they manufacture, but by broader industrial com-
plexes producing ranges of products; in addition, balances list sepa-
rately the requirements only of the more important users and contain
no more than broad estimates of the requirements of smaller users
taken as a group. Moreover, the users listed separately are not the same
in each balance. Therefore, the input-output tables so far compiled in
centrally planned economies have been used for rough calculations
in the initial stages of the plan or for the approximate determination
of adjustments in it. They cannot yet replace the system of balances
for the distribution of materials and products.

114. By means of all these tools, a co-ordinated national economic
plan is ultimately obtained and the corresponding list of basic indi-
cators is derived from it. After ratification of the plan by the govern-
ment and parliament, these indicators are transmitted to the direct
executors of the plan, namely, enterprises and other organizations. It
will be understood that the consistency of the plan cannot be absolute.
This is not only due to the relative imperfection of the methods
hitherto used for preparing the plan and to the impossibility of anti-
cipating in the plan all specific conditions in which plan assignments
will be carried out. It is also because the central plan does not deter-
mine the whole economic life of the country down to the minutest
detail; its indicators are more or less global and accordingly leave
room for the independent solution of detailed problems by managers
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in order to safeguard production and meet consumers’ requirements.
Consequently, the plan must allow for some manoeuvrability; the
possibility of such manoeuvrability is created in the plan by the
formation of certain reserves of essential commodities to cope with
unforeseen contingencies.

(d) Efficiency criteria in investment planning

115. An increasingly important role in the preparation of invest-
ment plans and of the balance of fixed capital mentioned earlier is
being played by calculations of the economic efficiency of capital in-
vestment, particularly investments iniroducing new technology or the
mechanization and automation of production processes. These calcula-
tions, which are made at all stages of projecting and planning, make
it possible to determine the most effective lines for the development
of production techniques, to establish the priority of operations and
to determine the effect of those operations on indicators of the national
economic plan. The calculations are not used to determine the allocation
of investment by sectors but rather to decide between projects which
differ in degree of capital intensity. In order to reach such decisions,
a criterion has been applied which favours the choice of more capital-
intensive projects only under certain conditions. Stated in simple
terms, the choice between a more and a less capital-intensive project
producing the same output is decided in favour of the former only if
the additional capital required for its realization can be recouped
through savings on current cost over a period which is equal to, or
shorter than, the normative recoupment period fixed by the authori-
ties. In evaluating the efficiency of each project, account is taken not
only of direct capital outlays but also of related investment in asso-
ciated branches of production as well as of the length of the construc-
tion period and the life span of the projects. In practice, if not in
theory, the role played by the normative recoupment period— or,
more correctly, its reciprocal, known as the coefficient of efficiency —
is in a certain sense similar to that of an imputed rate of interest.
Thus, if savings on current expenditure are regarded as the return on
additional capital, the more capital-intensive project is chosen only if
the rate of return exceeds the imputed rate of interest.

116. In the Soviet Union, different normative recoupment periods
or, to use the reciprocal, different “normative coefficients of effi-
ciency ” have been established for each branch of production. In some
other countries, however, a uniform coefficient has been applied to
all sectors. Decisions on the normative coefficient have been taken on
the basis of a survey of the prospects which exist for reducing current
expenditure by replacement of existing means of production with
equipment embodying the newest methods of increasing labour pro-
ductivity or of achieving economies in materials.

117. In connexion with the problem of the economic efficiency of
capital investments, the centrally planned economies have also been
discussing the question of the prices used in these calculations. Since
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the basic purpose here is an increase in over-all productivity, the need
has been for prices which would most accurately reflect the relative
use of resources in the production of different commodities. In actual
fact, however, prices have deviated from these relative levels. The
establishment of a system of conventional accounting prices to serve
the purpose of calculating economic efficiency is therefore being
studied.

3. PLANNING PROCEDURES

118. The preparation of a plan for the national economy as a
whole requires co-ordinated work among all units of the planning
system. The participation of planning units at all levels ensures that
the final version of the plan is well grounded in accurate information
both as regards the needs of the economy and as regards supplies of
labour, material, financial and other resources required to meet these
needs.

119. As has already been stated, work on preparing the plans pro-
ceeds almost simultaneously in all parts of the planning system.
Medium-term plans have been formulated in the perspective of long-
term plans, and targets in these plans have been distributed by years,
individual branches, economic regions, enterprises and building orga-
nizations. Current annual plans have been drawn up on the basis of
the targets set for each year in the medium-term plan, corrected ac-
cording to the progress made in carrying out the medium-term plan
and according to changes in the needs of the economy and in eco-
nomic relations.

120. The procedure and time limits for the preparation of the
national economic plan are decided upon beforehand by the directing
organs. Work on the plan can be subdivided into the following stages:
preparation of the forms of tables, indicators and instructions for
their use; assessment of results and analysis of the fulfilment of the
plan for the preceding period; working out directives or control
figures for preparing the plan; preparation and confirmation of the
plan; and transmission of the targets under the state plan as directives
to enterprises and other units directly involved in carrying out the
plan. In practice, however, it is often difficult to separate one stage
from another. For example, analysis of the execution of the plan,
which is begun before the end of the preceding plan period, is accom-
panied by the preliminary setting of indicators for the subsequent
plan; on the other hand, work on the preparation of the new plan is
associated with the continuous revision and correction of data on the
anticipated fulfilment of the preceding plan.

121. The purpose in working out the forms of tables, indicators
and instructions for applying them is to ensure uniform preparation
of the plan throughout the system of planning organs. Uniform tables,
indicators and methods of calculation are a means of ensuring that
plans are comparable, and that the data relating to specific branches
of the economy and to individual regions can be added together.
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122. Since work proceeds on the new plan before the preceding
planning period has ended, it becomes essential to determine the anti-
cipated level of fulfilment of the plan. Reported data are used for the
period which has already passed, but for the remaining part of the
period, the anticipated fulfilment of the old plan has to be estimated.

123, The actual preparation of the new national economic plan
begins with the elaboration of control figures for the planning period.
These indicate the development targets for the various branches of
the economy, establish the main divisions for which the targets for
the planning period are set and prescribe the most important meas-
ures for ensuring their fulfilment, The draft control figures are pre-
pared by the central planning bodies with the help of the ministries
and departments, and, in the Soviet Union, the planning boards of
Union Republics, the National Economic Council of the USSR or other
bodies. Already, at this stage, a system of economic balances is exten-
sively employed to ensure that all sections and indicators of the plan
are properly co-ordinated. The control figures confirmed by the
country’s governing organs provides the basis on which the whole
plan is drafted.

124. The number and kind of the main indicators expressed in
the control figures vary considerably from one centrally planned eco-
nomy to another. In all countries, however, limits on the means avail-
able for further development are set and confirmed at this stage of
plan formulation. These are the limits obtaining in such resources as
supplies of essential materials, capital investment and labour; and
enterprises have to keep within these limits in making their own
plans. Other indicators relating to the volume of production and sales
included in the control figures are conceived at this stage as guides
rather than as directives.

125. The work of the enterprises on their own plans is based on
the control figures transmitted to them. In preparing its plan, each
enterprise consults its suppliers and consumers, so that the plan is
already co-ordinated in principle with the plans of other related enter-
prises. Such co-ordination among enterprises does not, of course,
cover all the requirements in respect of material supplies, imports and
other resources.

126. Throughout the work on the plan, the relevant problems and
targets are discussed in consultation with the workers of enterprises
and other organizations, with trade union bodies, and, if the plans
concern the economic development of particular regions, with the
local population. The importance of this is that the more people
understand the contents of the plans and the more they consider them
their own responsibility, the more actively are they likely to set about
carring them out and the greater is likely to be their initiative during
the planning period itself.

127. The plans of enterprises are checked and corrected in the
ministries, and the consolidated plans for the various branches of the
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economy are then submitted to the central planning authority, which
at the same time also receives the financial indicators, draft plans for
regional units, and other relevant information. The role of the plan-
ning authority at this stage is to put the partial plans together and to
ensure that the requirements of the national economic plan as a whole
are met. Deficiencies are usually detected at this stage: they are ana-
lysed and corrected in co-operation with the ministries and, if the
particular problem so requires, with the enterprises themselves. After
being balanced and checked, the national economic plan is then sub-
mitted by the central planning authority to the government; after
approval by the government and parliament, it becomes obligatory.
The five-year and long-term plans, or the directives concerning them,
are, as a rule, considered by the Central Committee of the Party.

128. Work on the preparation of long-term plans has usually been
organized somewhat differently from that on annual and medium-
term plans. Annual and medium-term plans, whose planning proce-
dures have just been described, provide the basis for direct control
of the development of the economy. By contrast, a long-term plan for
a period of fifteen to twenty years is not an instrument for controlling
the economy but a basis for the preparation of medium-term and
annual plans. Scientific research and surveys of resources are vital
components in the preparation of long-term plans; work on these
plans has therefore been organized in rather the same way as large-
scale scientific research, use being made of the services of a wide
range of leading specialists and scientists. This work has been done
only at the centre, through co-operation between the central planning
authority and the ministries, and the relevant indicators have not
been transmitted to enterprises.

129. In the centrally planned economies during recent years, there
has been much discussion and study of the problem of continuity in
planning. In this connexion, various ideas have been advanced — and,
in some cases applied —concerning moving five-year plans or extended
annual plans. For example, in some countries, such as Czechoslovakia,
when annual plans based on the five-year plan are worked out, the
planning directives for the following year are laid down at the same
time. This gives enterprises, particularly in branches with a long pro-
duction cycle, a clearer view of the prospects.

130. Solution of the problem of continuity of planning is of great
importance from the point of view of ensuring a more harmonious
economic development process. The improvement of medium-term
plans resulting from the intensification of long-term planning and
from constantly taking into account the results of current develop-
ments is one step towards solving this problem. At the same time,
a tendency to extend the planning period has been revealed in the
operational plans themselves, which are still on an annual basis. The
experience of the next few years should show what method of dealing
with this problem is best.
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(a) International co-ordination of plans

131. In recent years, considerable efforts have been made through
the Council of Mutual Economic Assistance (CMEA) to achieve closer
co-ordination of national plans among the centrally planned econo-
mies. Currently, the process of co-ordination of the development plans
of the CMEA countries is as follows: after preparation of draft na-
tional plans, the member countries of CMEA hold multilateral consula-
tions. Total resources and requirements are taken into consideration
and adjustments are made in the draft plans. Recommendations are
drawn up by the CMEA organs on matters requiring joint considera-
tion. These recommendations, submitted by specialized standing com-
mittees, are adopted at the sessions of the Executive Committee and
at annual sessions of the CMEA. To facilitate the process of inter-
national co-ordination, solutions to a number of problems have been
sought: important among these have been the problems of standardi-
zation, methods of price formation, the establishment of methods for
international comparison of relative costs, and the elaboration of
improved methods for evaluating the effectiveness of investment.

4, FORMULATION OF PLANS IN YUGOSLAVIA

132. Yugoslavia is the only socialized economy which has devel-
oped entirely distinctive methods of planning and management. In the
early post-war years, the system of organization and management of
the economy in Yugoslavia was similar to that in other centrally
planned economies. However, in the course of the nineteen fifties, this
system underwent a series of changes. The main basis of these changes
was the transfer throughout the economy of the management of enter-
prises to workers’ councils; and this was accompanied by a far-reaching
decentralization in the management of economic, social and adminis-
trative activities. Broad autonomy was granted not only to enter-
prises, but also to regional political bodies (communes, districts,
republics) and to social services, similarly based on principles of self-
management. National plans have accordingly assumed a more aggre-
gative character, with the aim being to establish global proportions
in the rate of growth of various sectors, the distribution of income,
the structure of capital investment, foreign trade and the balance of
payments. These proportions embrace a whole series of other implied
relations, which are designed to solve the most essential of the dy-
namic and structural problems of economic development. As such,
they constitute a group of consistent, mutually harmonious elements.
With such characteristics, plans no longer specify detailed targets for
individual enterprises.

133. Plan policy, which is designed to realize dynamic goals with
respect to the production pattern, the distribution of income, the
volume and structure of investment and consumption, and the bal-
ance of payments, has been effected mainly through the fixing of
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general legal norms regulating the distribution of enterprise incomes,
through fiscal measures, through long-term credit policy influencing
the dynamics and structure of investment, and through short-term
credit, price and foreign trade policies. The general regulations, set by
law or specific decrees of government, have been designed to induce
the enterprises to operate at a certain level of profitability and to
strive towards increases in over-all productivity.

134. In the process of plan formulation, macro-economic and
sectoral analyses of development possibilities have been made with
the use of a set of balance sheets and of aggregate models; these cover
the main dynamic and structural factors in production, investment,
consumption, employment, productivity, income and price elasticities.
This analysis, even when carried out in detail, has served to determine
only the global proportions of economic development, the role of
various economic factors, and goals and targets of a general nature.

135. Procedures in plan formulation in Yugoslavia have also been
adapted to the existence of self-management in economic activities
and social services and to the autonomous nature of regional autho-
rities. As socially-owned enterprises are autonomous units, there are
no direct administrative links between enterprises and government
bodies in the process of formulation of plans. But there is consider-
able consultation of enterprises through the regional planning boards,
industrial chambers and associations, and other bodies. In the pre-
paration of plans, the federal planning authorities co-operate closely
with republican and lower territorial planning boards, also consulting
such bodies as industrial chambers, trade unions, banks, associations
of enterprises and research institutes. In the first phase of plan ela-
boration, a global framework containing alternative choices with
regard to targets and policies is worked out and submitted for discus-
sion to political and professional bodies at various levels. After a cer-
tain position has been adopted and the choice of alternative basic
solutions has been made, the process of formulating the plan in more
concrete terms is initiated. In this process, professional and political
organs and bodies are repeatedly consulted. When a final draft of the
plan has been worked out and approved by the Government, this is
submitted to the Parliament for final decision.



CHAPTER 2

THE IMPLEMENTATION OF PLANS

Private enterprise and mixed economies

136. The approach to plan implementation has necessarily been
much influenced by the social and institutional setting. The level of
development already attained and the nature of the planning procedure
itself have created a variety of situations. Among the more developed
of the private enterprise and mixed economies, planning often began
immediately after the Second World War when the overriding tasks
were recovery and reconstruction of the economy. In such circum-
stances, the objectives were usually expressed in the form of priority
allocation of resources for key sectors; and governments sought to
realize such objectives by the use of methods which, at least in prin-
ciple, were not unlike those employed in war-time economies. In later
years, some of these countries began to plan for balanced growth of
all sectors of production and of public services, using a co-operative
method of planning; representatives of all the groups among which
the power of economic decision is shared have actually taken part
in the formulation of plans. In such cases, there has been a fairly
strong built-in incentive for individual decisions to be oriented to-
wards the targets which have been collectively defined, and plans have
had the character both of a common programme of action and of a
global market survey. Aside from budgeting their own capital outlay
in accordance with the plan, the authorities have also usually exerted
some measure of control over private investment through the use of
more specific incentives. In Some countries, attention has been fo-
cused mainly on short-term economic planning, the emphasis being on
the use of available policy instruments to avoid or correct distur-
bances which might impede the growth rate. In other countries, both
developed and under-developed, plans have contained specific, longer-
range targets, their preparation being largely the work of a group of
specialists responsible to government. Implementation has generally
rested on broad guide-lines and policy measures; but these have often
been rather loosely co-ordinated with plan objectives and with one
another in view of the need to allow scope for free choice by the
private sector within the framework of plan targets. Policies to in-
fluence the private sector accordingly have generally taken the form
of providing basic facilities and of modifying the system of incentives
and disincentives. The one area of economic activity where the link
between plan targets and measures for their implementation has been
direct and close is the public sector. To a considerable degree, the

46
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problem of implementing public sector programmes in these coun-
tries has been one of co-ordinating them with the budget and of
providing effective administration for project execution.

1. IMPLEMENTATION OF SAVING AND FOREIGN EXCHANGE TARGETS

137. The development plans of the under-developed countries
have set comparatively high target rates of growth for national in-
come. In order to attain these high rates of economic expansion,
marked increases in capital formation have been planned. The achieve-
ment of large increases in investment has, in turn, implied a paral-
lel expansion of saving if targets are to be reached without the emer-
gence of domestic inflation or severe balance-of-payments difficulties.
Consequently, very considerable increases have been projected for
both domestic and external saving.

(a) Domestic saving

138. Development plans have invariably supposed that the re-
quired increase in domestic saving would take place partly through the
growth in both voluntary private and public saving that is generally
associated with higher incomes. Much reliance has also been placed on
government policies designed to increase the proportion of current
saving out of total income. In fact, government policy has been viewed
as the indispensable means of bringing about the required increases
in total saving.

139. Increases in public saving have been a key element in most
development plans. The wide-spread emphasis on a larger government
contribution to total saving may be partly a belated recognition of the
inadequate levels of public saving in recent years. During the nineteen
fifties, for example, the ratio of public saving to national product in
most under-developed countries increased either very slightly or not
at all. In large measure, this resulted from the rapid increases in
government consumption generated by the process of economic and
social change.

140. In the plans of most countries, increases in public saving
have been sought both through attempts to limit the growth of govern-
ment consumption and through policies to increase public revenue.
However, in view of the accumulated need for a wide range of public
services and pressure for expanded government consumption, it is
not surprising that in many countries the enlargement of government
surpluses envisaged in development plans has depended heavily on
substantial increases in public revenue. There is wide-spread recogni-
tion today that reform of the tax structure is essential to the imple-
mentation of development plans. Governments in the under-developed
countries have traditionally relied heavily on indirect texation, par-
ticularly taxes levied on foreign trade, as a means of raising public
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revenue. Taxes on imported consumer goods have been widely used,
since they offer the advantages that they are easily administered, yield
substantial revenue and, at the same time, discourage unessential or
competitive imports. In some countries, export taxes have made an
important contribution to public revenue; these receipts have come
from a number of sources, including export duties, government trade
monopolies and marketing boards. Profits from the operation of mul-
tiple exchange rate systems have also been an important source of
government revenue in a few instances. Internal taxation of com-
modities and services has generally increased in importance, reflect-
ing the fact that many countries have recently raised the rates on
luxury items and broadened the range of commodities covered by
internal taxes.

141. Though greater reliance has generally been placed on indirect
taxes, most under-developed countries have made appreciable use of
direct taxes, particularly on personal and business incomes. Taxes on
capital, while very common, have generally contributed relatively
small amounts to government revenue. Frequently, the possibility of
raising public revenue from the agricultural sector has not been fully
utilized. It must be recognized, however, that the taxable capacity of
large segments of agriculture is low because of low levels of income
and productivity. At the same time, land values have been generally
inadequately assessed for tax purposes and, while a number of coun-
tries have taken some steps to introduce realistic agricultural taxes,
there has been a wide-spread need for comprehensive reform of agri-
cultural taxes. Among the objectives of such reforms has been a re-
form of the tax structure so as to provide adequate exemptions for
smaller farm enterprises and graduated taxes bearing more heavily on
higher agricultural incomes.

142. With the pressing need for greater public saving, many coun-
tries have taken steps to increase tax yields by changing both tax bases
and tax rates. Tax reforms have included the upward adjustment of
personal income taxes and the introduction of taxes on capital gains,
wealth, personal expenditures and gifts. In recent years, most coun-
tries have also made efforts to close legal loopholes, to tighten the
administration of tax laws and to reduce the extent of tax evasion.

143. While governments have, in general, sought fo increase tax
yields from private income, they have often made slower progress in
expanding revenue derived from public enterprises. Owing to the low
prices sometimes set for publicly produced goods or services, many
of these enterprises have not only failed to operate at a profit but
have often operated at a loss. It should, however, be borne in mind
that public enterprises must frequently be undertaken where heavy
costs have to be incurred and often have long periods of gestation
before the stage of profitable operations is reached.

144. In the scheme for financing their plans, some countries have
assigned an important place to deficit financing. In general, where
the deficits are thus planned, the saving required to meet investment
objectives is expected to come from increases in private domestic
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saving or from the transfer of foreign resources. Over a period the
aim generally is to undertake deficit financing within safe and “ non-
inflationary ” limits, having due regard to the expansion of money
supply required by a growing economy. However, despite efforts to
raise levels of public saving, pressures to expand expenditure combined
with the difficulties of raising tax revenue had led a number of coun-
tries to resort to what might be considered excessive and unplanned
deficit financing. Bank borrowing has frequently been used to finance
such deficits; in many instances, the extent of such borrowing in
relation to the resources available in the economy has resulted in the
emergence of high rates of inflation.

145. In framing tax policies to increase public saving, governments
have had to take into account the effect of such measures on personal
and corporate saving. It has been a matter of concern that in some
instances taxes may reduce private saving and thus, in the end, fail
to raise aggregate domestic saving to the required degree. The impor-
tance attached to increases in private saving has been directly re-
flected in government measures designed specifically to increase the
volume of business and personal saving. The immediate impact of
public policy on private saving is, of course, limited by the fact that
such saving is, to an important degree, determined by factors which
government policy can influence only indirectly. Nevertheless, govern-
ment policies can have an appreciable influence on private savings as
well as in channelling such savings into desired investments.

146. Among the measures which governments have employed to
increase business saving is the temporary exemption from taxation of
profits earned by new enterprises. A number of countries have granted
exemption from taxation of reinvested earnings, while some have
sought to increase business saving through a policy of liberal allow-
ances for depreciation. In some countries, special efforts have been
made to promote saving by small enterprises through the granting of
favourable tax treatment. Personal saving has been encouraged through
allowance of tax deductions for such forms of saving as life insurance
premiums, and the exemption from taxation of income derived from
interest on government bonds. Saving in the form of investment in
equities has been encouraged in some countries by granting tax
exemption to income in the form of dividends. Others have levied
taxes on consumption expenditure to encourage saving. In addition
to tax measures, several countries have employed other policies to
promote personal saving. Among these measures are programmes to
induce purchases of government bonds and assistance in introducing
new or expanded saving facilities in the form of local saving institu-
tions, postal saving plans, provident funds and co-operative societies.
These measures, in combination with others designed to enlarge in-
stitutional facilities and encourage the development of capital mar-
kets, seek to expand and mobilize savings, as well as to direct such
savings into productive channels.
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(b) Foreign saving and foreign exchange

147. In the past, virtually all under-developed countries have re-
lied, in varying degree, on foreign funds to finance part of their invest-
ment expenditure. This pattern is also reflected in recent development
plans, which have generally been based on the assumption that foreign
as well as domestic saving would be available for the financing of
investment programmes in order to accelerate their economic develop-
ment. The expected contribution of foreign saving has varied widely,
but in the majority of countries it has amounted to one-fifth or more
of total investment outlays. The availability of needed foreign ex-
change is of special importance to the financing of plans of the under-
developed countries. Thus, even where over-all saving may be ade-
quate, a lack of foreign exchange for the purchase of essential specific
capital goods and industrial raw materials may prevent or impede the
implementation of plans in certain crucial sectors of the economy.
Success in plan implementation requires not only an appropriate rate
of growth of saving, but also of the supply of foreign exchange.

148. In view of the close interrelationship between the internal
and external balance and because of the importance of foreign ex-
change supplies, the planning of foreign trade as an integral part of
the over-all plan is of particular significance, especially in the under-
developed countries. In practice, only a small number of the under-
developed countries have prepared detailed export and import pro-
grammes as a part of their development plans. The reasons for the
apparent neglect of foreign trade planning in many countries can be
readily understood. The planning of exports is necessarily subject to
a wide margin of error in view of frequent and unforeseeable varia-
tions in world demands for primary products. Besides the adverse
trend in the terms of trade of the under-developed countries which
has persisted over recent years, their export prices have been subject
to considerable fluctuations arising from cyclical disturbances in the
developed private enterprise countries, as well as from the vagaries
of weather which have unpredictable effects on supplies of agri-
cultural products for export and domestic consumption. Together,
these uncertainties accentuate the difficulty of planning the foreign
trade sector. Moreover, inadequate statistical information and a short-
age of trained staff have frequently hampered efforts to prepare com-
prehensive programmes for the external sector. For these reasons,
governments, in preparing development plans, have often confined
themselves to a statement of global export goals and to rough esti-
mates of import requirements. Although such goals and estimates
have had to meet the requirement of consistency with the planned
import balance, they have frequently not been adequately tested for
consistency with planned expenditure and production flows.

149. While export promotion policy has frequently been based
simply on the assumption that planned increases in agricultural pro-
duction would yield additional supplies for exports, some govern-
ments have taken more direct action. A number of countries have
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established production targets for individual export commodities, and
national plans have included projects for the development of new
export products. Countries have sometimes also attempted to combine
plans for industrial development with programmes for export promo-
tion by establishing industries with potential export markets. Export
sales have also been encouraged by such measures as the granting of
export bonuses, rebates of export taxes, the elimination of restrictions
on exports, the establishment of special financing facilities for export
industries and the conclusion of barter or other bilateral trade agree-
ments. Exchange control policies and, especially, multiple exchange
rate systems have also been used to provide incentives to exporters.

150. While export promotion policies have not always been ade-
quate, the failure to meet export goals has frequently also been due
to circumstances beyond the control of the under-developed couniries.
Among the most prominent of these circumstances have been a num-
ber of economic factors influencing primary-commodity exports and,
in addition, the commercial policies of the developed private enter-
prise countries. Thus, primary-product export receipts have suffered
from the high degree of instability which characterizes these markets.
Moreover, the possibilities of expanding exports have been limited by
the slow rate of growth of demand for many foodstuffs, and by such
technological changes as economies in the use of industrial raw
materials and the development of synthetics. Although many of the
developed private enterprise countries have taken steps to liberalize
commercial policies, quota restrictions on imports of foodstuffs and
some minerals and metals, protective tariffs and restriction on imports
of textiles and certain other manufactures produced by the under-
developed countries have, by and large, remained in force, and have
seriously hampered the expansion of exports from the under-developed
countries. The unfavourable prospects for exports, and especially for
exports of manufactures to the industrially advanced countries, have
led a number of countries to look to markets within their own regions
as alternative outlets.

151. The import policies of the under-developed countries have
reflected the high priority assigned to the task of increasing the do-
mestic output of substitutes for imports. Import substitution has had
the twofold purpose of reducing imports of those commodities which
could be economically produced within the country and of increasing
the proportion of total foreign exchange receipts available for the
purchase of capital goods. Programmes for import substitution have
included the expansion of domestic food production, the development
of manufacturing industries producing articles of mass consumption,
and the establishment of at least some producer-goods industries.
Most plans have included more than one of these programmes, the
emphasis depending on the existing supply pattern, the availability of
resources, the size of the market and the stage of development.

152. In order to facilitate the attainment of import objectives,
various foreign trade and payments measures have been adopted.
Apart from a relatively small number of countries which have main-
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tained free convertibility, the under-developed countries have im-
posed restrictions of varying degrees of severity on foreign exchange
transactions. In many instances such restrictions have been combined
with systems of import licensing and import quotas. Foreign exchange
control has usually involved the allocation of exchange to importers
on the basis of priorities established by the government. Some coun-
tries have also combined exchange contro! with the use of multiple
exchange rates.

153. In the course of plan implementation many countries have
found that their export goals had been set too high, or that imports
have tended to exceed plan estimates. As there has generally been
relatively little scope for accelerating the expansion of exports, coun-
tries have been faced with the alternatives of reducing imports or
increasing foreign borrowing. Since additional foreign financing has
often not been available, reductions in imports have usually been
necessary. Although there has been frequent resort to a tightening of
import restrictions on less-essential consumer goods, in many cases
imports of capital goods and of industrial raw materials have also
been affected. This, in turn, has entailed cutbacks in investment pro-
grammes or in under-utilization of available productive capacity; in
either case, progress towards the achievement of plan targets has
been impeded.

154. The inability to finance development plans solely through
domestic saving and foreign trade has resulted in concerted efforts to
accelerate the inflow of foreign funds. While governments have gen-
erally given preference to foreign official funds over private capital as
a source of external finance, a change in attitude towards foreign
private investment has recently occurred in some countries. One im-
portant factor in this change has been the need to obtain not only
capital but also the services of foreign technicians and managerial
staff. Policies to attract private capital have included a general easing
of restrictions on capital movements, the extension of guarantees for
the repatriation of foreign capital and investment income, and liberali-
zation of legislation restricting foreign participation in certain do-
mestic enterprises. Selected new foreign enterprises have frequently
also been granted special tax benefits. However, despite efforts to
attract foreign capital into activities singled out for expansion, the
bulk of private capital has continued to flow into export industries
and public utilities, while investment in manufacturing has remained
relatively small and has been largely concentrated in a few of the
more industrialized of the under-developed countries.

155. A few countries have been able to obtain foreign finance
through issues of securities on the capital markets of the developed
private enterprise countries, but such transactions have accounted for
a very small proportion of the total flow of foreign capital to the
under-developed countries. Much larger amounts of foreign private
capital have been obtained in the form of export credits extended by
banks or suppliers in these developed countries. Such credits have,
however, usually involved repayment within a relatively short period
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and their servicing has at times constituted a substantial burden on
the balance of payments.

156. The under-developed countries have relied heavily on official
bilateral and multilateral agencies for assistance in the financing of
their development plans. While most under-developed countries have
sought assistance from both national and international agencies, many
have indicated a preference for multilateral sources of finance. How-
ever, although the number of multilateral agencies providing assis-
tance has been increased in recent years, and their operations ex-
panded, their total resources have continued to be small in compari-
son with the funds available under bilateral aid programmes.

2. IMPLEMENTATION OF PUBLIC INVESTMENT PROGRAMMES

157. The preceding section has described government policies
aimed at achieving an increased level of public saving. The need for
such higher saving levels has resulted from the setting of targets
calling for the expansion of investment, particularly in the public
sector. The emphasis on public investment to achieve plan objectives
has been of central importance in the development plans of the under-
developed countries, but it has also played an important role in the
economic policies of the industrial countries.

158. In the developed private enterprise economies, the share of
public in total investment has been partly determined by the fact that
the private sector accounts for the bulk of economic activity. A second
factor which has placed a limit on the extent of public investment in
these countries stems from prevailing views with respect to its role,
views frequently very different from those influencing public capital
formation in the developing countries. This is not to say, however,
that the various developed private enterprise countries have a uniform
view, or that the views have remained unchanged over time in those
countries, regarding the extent of the responsibilities which could be
assumed by the public sector. These views have differed from
country to country, and from time to time within countries. Such
differences help to explain the considerable inter-country variation in
the size of public investment ratios.

159. In the developed private enterprise countries, it is often
believed — though this belief, too, has been subject to change over
time — that public spending should be confined to supplying services
of a social nature, such as health and education, and certain essential
economic services, including those which fall under the heading of
“ national monopolies ”, such as public utilities. The provision of even
these services, however, has involved a substantial level of investment.
Moreover, over the short term, the level of public spending has been
considerably influenced by considerations of economic stability.

160. Where the share of public investment has been relatively
high, this has reflected the belief that it is the proper function of the
State to operate a comparatively wide range of traditional public
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services or even to engage in such key economic activities as mining
and other branches of heavy industry. In several countries, moreover,
governmental control over, or operation of, certain industries has been
motivated at least in part by a determination to go beyond the pro-
vision of the customary range of public services in order to bring
about desired structural changes or to promote economic expansion.

161. In their efforts to shape the future course of the economy,
the present plans and policies of the developed private enterprise
countries have given considerable weight to the need for expanded
public services, and in many countries a more rapid expansion has
been envisaged for public investment than for private investment.
However, the greatest emphasis has continued to be laid in these
countries on the key role of private enterprise in the economy.

162. While these developed countries thus look upon private
enterprise as the main source of economic growth and many of them
regard the principal tasks of the government as ensuring economic
stability and providing a favourable economic climate for the private
sector, the under-developed countries have generally viewed the
public sector as the key instrument for securing economic develop-
ment. The development plans of the under-developed countries have
emphasized the need to introduce significant structural changes and
to raise rates of capital formation. In view of the unacceptably slow
pace at which private saving increases and the need to provide a wide
range of facilities to which private enterprise is not attracted, the
public sector has been charged with a dynamic role in fostering de-
velopment. Public investment, in particular, has been viewed as laying
the foundation for growth, mainly through supplying basic social and
economic services presently lacking, but also, in many instances,
through undertaking the production of essential commodities.

163. Although virtually all under-developed countries have as-
signed a central place to public investment in assuring the success of
development plans, the share of public in total investment has exhi-
bited wide variation from country to country. In general, its share has
been smaller in cases, such as many Latin American countries, where
considerable progress had previously been made in supplying basic
infrastructure facilities. Its share has been especially high in a num-
ber of African and Asian countries. The importance attached to
public investment in all regions is evident in the large increases which
have taken place in the share of public to total investment over the
past decade. With a few exceptions, moreover, the present develop-
ment plans of the under-developed countries provide for a continua-
tion of the past trend towards an increased share of public in total
investment. As in earlier years, the share of planned public invest-
ment often tends to be highest in countries where private investment
is low and where the development of infrastructure facilities has
previously lagged.

164. The nature of the role assigned to public investment may be
viewed, not only from the standpoint of its size in relation to total
investment, but also in terms of its distribution among various



CHAPTER 2. THE IMPLEMENTATION OF PLANS 55

economic sectors. The sectoral pattern of public investment has
varied considerably among the under-developed countries. This diver-
sity has reflected a number of factors, including the development
paths which have been chosen and the priorities assigned to various
sectors, the nature of existing bottlenecks in public services or in the
supply of key commodities, and the differences in the capital costs
of providing various commodities and services. A majority of under-
developed countries have devoted the largest part of public investment
expenditure to transport and communication. Electric power, too, has
claimed an important part of this expenditure. The provision of such
basic facilities has been regarded as a necessary preliminary to the
development of more directly productive sectors. In a number of
countries, general administration, health and education have claimed
important, though smaller, shares of public funds. Particularly in Asia,
investment in agriculture, especially in irrigation and the develop-
ment of new lands, has been given substantial emphasis in public
investment programmes. In many of these countries, the expansion
of agriculture has been looked upon as central to the process of eco-
nomic development by virtue of its role in supplying much of the saving
and foreign exchange and many of the material inputs required for
growth. To a considerable degree, high levels of investment in agri-
culture have also reflected a concern with the problem of ensuring
an adequate supply of food to rapidly growing populations and
mitigating the pressures on scarce supplies of foreign exchange.
Public investment in industry has reached levels of moderate signi-
ficance. Examples are investments in key products such as fertilizers,
cement, steel and fuel. In such countries, either private enterprise has
failed to meet development needs, or the investments have been part
of deliberate programmes to enlarge public participation in industrial
production.

165. While there have been wide-spread increases in public in-
vestment, the realization of public investment programmes has often
fallen short of plan targets. One reason has been the inadequacy of
budget allocations to cover the financing requirements of public sector
programmes. In some cases, this has stemmed from shortfalls in
available resources on account of unforeseen adverse changes in eco-
nomic conditions. Frequently, both internal and external costs are
found to be greater than the initial estimates at the time of the
formulation of a plan may indicate. In the face of foreign-exchange
shortage, the under-estimation of external costs particularly creates
difficulties. Such experience has emphasized the need for flexibility
in planning; a number of countries have sought to accomplish this
through the institution of annual plans and implementation pro-
grammes within the framework of medium-term or long-term plans.
These annual plans serve as a means for reviewing the scope of pro-
jects in the medium-term or long-term plans in the light of later
information and for taking advantage of new possibilities of develop-
ment which may come to light as implementation proceeds.
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166. A second reason is to be found in insufficient preparation and
phasing of proposed projects as well as in under-estimation of actual
costs. Inadequate costing of projects has often taken the form not
only of under-estimation of the capital cost of investment projects, but
also of a failure to provide for operation and maintenance require-
ments which arise once the facility has been completed.

167. Because of these difficulties, budgetary requests for such
projects are often not formulated realistically or with sufficient pre-
cision. Sometimes, while outlining the development aims to be real-
ized, plans fail to translate them into the concrete measures to be
taken or to provide clear enough guidance as to the further steps for
more detailed programming which should follow. Co-ordination
among related programmes and projects has been difficult to achieve
where the tasks to be carried out by individual agencies and their
relative sequence and priority are not set out in the plans. These
factors largely account for inconsistencies which may arise in the
course of implementation between the operations of different de-
partments.

168. Again, a common source of difficulty in linking the fiscal
budget to development plans has stemmed from inadequacies in the
traditional form of preparing budgets which has tended to focus on
the item purchased rather than on the function or purpose of the
expenditure in the context of government programmes. To deal with
this problem, a number of the under-developed countries have recently
adopted the programme budgeting concept, which follows a system
of classification based on economic and functional lines. Besides
efforts to co-ordinate the planning and budgetary processes at the
technical level, some countries have also attempted to forge a closer
link through the greater participation of planning authorities in the
preparation of the budget. Thus, in one case, difficulties encountered
in relating expenditures to plans during the first five-year plan led to
the introduction of working parties in which representatives from the
planning commission and the finance ministry, together with other
interested authorities, jointly take decisions on expenditures. In
another instance, the planning authority participates in the entire
budgetary process, from the first budget proposals to the supervision
and control of budget implementation.

169. Many governments have also experienced difficulties in en-
suring that public expenditures result in the creation of physical
assets and public services in the intended proportions. Among the
reasons for these difficulties is the absence of an adequate technical
organization to establish physical performance targets, wherever
feasible, and to oversee their implementation. In order to establish
such targets, a number of countries have adopted the performance
budget concept, in which both the physical and financial sides of
government operations are linked through setting forth the budgeted
cost of end-products expressed in physical terms. Several Latin Ame-
rican countries have introduced programme and performance budgets
to facilitate plan implementation, while a large number of countries
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both in Asia and Latin America have introduced the technique on a
limited basis in the case of specific programmes.

170. Further, implementation of public investment programmes
has often been made difficult by factors such as inadequate co-ordi-
nation among executive departments and the need to obtain parlia-
mentary approval of expenditures on an annual basis. The execution
of public sector programmes has also been hampered by shortages of
experienced staff. Newly installed capacity in public enterprises has
sometimes not been fully utilized because of a lack of qualified
personnel. Entrepreneurial and managerial skills are scarce in the
under-developed countries, and recruitment for public enterprises has
presented serious difficulties. Further, administrative shortcomings
have often resulted in delays in the placing of contracts and the
issuing of the authorizations required before work is undertaken.

3. IMPLEMENTATION OF SOCIAL PROGRAMMES

171. Among the under-developed countries in recent years, so-
cial programmes have been increasingly implemented as part of
over-all economic development plans. A number of such programmes
are considered essential for the implementation of over-all plans.
These include education, technical training, eradication of disease and
general improvement of living conditions.

172. Although each of these social programmes presents its own
special tasks, their implementation has brought forth certain common
problems. First, the demand for these services is being constantly
stimulated by the growth in population, urbanization and industriali-
zation as well as by the growth of popular expectations. At the same
time changes in technology are making constant demands upon the
adaptability of the labour force. However, the resources provided for
in the plans and in fact available are invariably inadequate in relation
even to urgent and high priority needs. Secondly, implementation of
social programmes continues to suffer from want of trained person-
nel, especially teachers, doctors, nurses and social workers. Thirdly,
responsibility for implementing social programmes falls to a large
extent within the province of local authorities both in the towns and in
rural areas. These authorities have frequently only meagre resources
of their own; they lack personnel with the necessary experience
and calibre and are weak in organization. Fourthly, a large part of the
training system for “intermediate” personnel, such as skilled workers
and lower management personnel, is undertaken by private insti-
tutions which need to be encouraged. Finally, all social programmes
call for leadership, initiative, increasing awareness and co-operative
effort within each local community. These take time to develop.
In fact, the formulation and execution of social programmes, relating
them to the means available, co-ordinating them with economic de-
velopment plans and ensuring that their benefits reach out to the
bulk of the population are complex tasks for which there must be



58 PLANNING FOR ECONOMIC DEVELOPMENT

adequate organization and machinery for evaluation at the national as
well as regional and local levels. Equally essential are planning units
within the various ministries or states and local authorities which can
elaborate programmes falling within their respective areas and under-
take continuing analysis and appraisal of the specific programimes in
relation to over-all plans.

4. IMPLEMENTATION OF AGRICULTURAL PLANS

173. In most developed private-enterprise or mixed economies,
agricultural plans have been directed towards a complex of targets.
On the one hand, they have aimed at increasing the contribution of
agriculture to national output through a more efficient use of factors;
but on the other hand, they have pursued specific goals with respect
to the standard of life of the agricultural population. In most cases
some sort of parity has been sought between the growth of the
average per capital incomes of agricultural and non-agricultural work-
ers. This has often implied the opening up of employment opportu-
nities in industry or in the services for some of the agricultural
manpower in accordance with the planned targets for these two
sectors. It has almost always required a change in the existing trends
of expansion of the various crops in order to foster the development
of those most likely to find outlets at home or abroad at prices high
enough to have the desired income effect.

174. Given such targets, which can sometimes be mutually con-
flicting, implementation procedures have usually included some or
all of the following elements:

(a) Various market support prices, such as selective price sup-
ports through government purchases, export subsidies, stockpiling,
quantitative restrictions on certain crops, or sometimes the direct
control of marketing;

(b) An investment programme designed to supply equipment re-
quired for achieving the planned level of output and to improve
rural amenities;

(c) Government financial and technical help, wherever needed, for
the consolidation of holdings in order to increase their average size;

(d) Government financial and technical help to co-operatives of
various kinds.

175. In most under-developed countries, a large part of agricul-
ture is generally organized along traditional lines, being restricted to
serving the elemental needs of peasant households. Levels of produc-
tivity are very low and production is largely insensitive to changes in
the market economy which, in any case, are transmitted very imper-
fectly, if at all, to farm producers. This situation is most marked in the
case of basic food crops and traditional live-stock rearing. For raw-
material crops destined for local industries or for export, the market-
ing channel is usually better organized, and farm production is con-
ducted on more commercial lines. The improvement of productivity
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in the food sector and, in particular, the expansion of marketed sup-
plies have been a key problem engaging the attention of governments
of newly developing countries. Greater efficiency in export production
has also been an important aim in many countries.

176. The impediments to agricultural expansion which govern-
ments in the under-developed countries have sought to remove are
broadly of three main types: one is lack of the material resources and
services comprising the economic inputs essential for agricultural
growth; a second is an institutional and economic environment which
deprives agricultural producers of incentive to expand output; a third,
and related, obstacle is the inadequate development of organizations
and institutions which reach out to the procedure in the villages and
disseminate technical knowledge.

1717. The need to provide specific agricultural inputs arises out of
the fundamental problem of the low levels of productivity prevalent
in the under-developed countries. Most agricultural development plans
have recognized that in order to increase productivity it is necessary
to introduce improved forms of agricultural technology. Governments
have been confronted with the task of choosing the best possible
combination of inputs and techniques to bring about increased agri-
cultural output through technological innovation. The actual choice
has reflected a number of factors, including the amount and nature
of resources available, the degree to which agriculture is regarded as
a priority sector, and the nature of agricultural needs in the par-
ticular country. Experience in many countries suggests that there has
been a tendency to underestimate the requirements for the develop-
ment of this sector. However, the disappointing rate of over-all
economic growth, due in part to inadequate expansion of agricultural
output, has led many governments to raise the share of public in-
vestment devoted to agriculture in their most receat plans.

178. Except for those countries where the share of public expen-
diture devoted to agriculture is very small, governments have recently
sought to implement development plans by providing a number of
agricultural requisites. These include various combinations of the
following: irrigation facilities; multi-purpose projects combining
power, water supply and flood control; subsidized fertilizer and seed;
agricultural credit; the development of new agricultural land; agri-
cultural machinery and equipment, improved transport facilities,
especially the provision of feeder roads; processing, marketing and
storage facilities; extension of co-operative services; and training
programmes.

179. The provision of irrigation facilities for providing security to
crops against the threat of poor rainfall and for increasing produc-
tivity has occupied an important place in the implementation of
agricultural plans of many countries. It has been given particular
emphasis in the plans of Middle Eastern countries where water short-
ages often represent a major impediment to growth in farm output.
In some countries, irrigation is to be provided, along with other ser-
vices, through large-scale multi-purpose water resource projects. Other
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countries, however, have undertaken to provide both multi-purpose
schemes and medium- or small-scale irrigation works in implementing
their most recent plans. Each of these types of project meets a dif-
ferent set of needs; multi-purpose projects provide a broad range of
services and agricultural inputs, while small-scale projects meet re-
quirements for water in a rapid and flexible manner adapted to local
needs and conditions. Since large irrigation works have a long gesta-
tion period, the simultaneous undertaking of small and medium works
also helps to ensure a more orderly flow of benefits. In the under-
developed countries where the need for irrigation facilities is great,
small works constructed by cultivators through their own efforts
have an important role to play both in establishing links with large
reservoirs and in themselves.

180. Many governments have stressed the need to increase the
supply and utilization of fertilizers and improved seeds or plants as
important ingredients of plans to achieve agricultural targets through
higher yields. The use of these inputs has often been encouraged
through agricultural loans or by means of liberal subsidies. This
technique has also been used with considerable success in a number
of the developed private enterprise industrial countries. In order to
increase the supply of these materials, a number of governments have
established or helped to finance the establishment of seed farms and
fertilizer factories.

181. The lack of credit on reasonable terms, especially for the
small cultivators, has been a serious deterrent to the expansion of
agricultural investment and output. Although many under-developed
countries do have rural credit societies or agricultural loan associa-
tions, their financial resources have often been meagre. In dealing
with this problem, governments have increasingly supplied financial
resources in the form of institutional agricultural credit through
agricultural development banks and co-operative associations of farm-
ers. In some instances, important links have been forged between
the central bank and the institutions specializing in the organization
of agricultural credit. In order to increase the accessibility of credit
to small producers, short-term loans have often been provided on the
security of the crop instead of property, a loan requirement that many
agricultural producers are unable to satisfy. Although the volume of
institutional agricultural credit remains relatively small in compa-
rison with private credits, over the last decade it has grown very
rapidly in many countries. The need for government measures to
expand the supply of medium-term and long-term credit to farmers
for investment purposes is becoming increasingly recognized.

182. To increase the effectiveness of institutional agricultural
credit as a means of implementing development plans, such credit has
sometimes been provided in kind; an example is the provision of
fertilizers rather than cash. In addition, it has frequently been closely
tied to marketing of farm products, especially through co-operative
credit and marketing societies, which facilitates the repayment of
loans. Less frequently, the provision of credit has been linked through



CHAPTER 2. THE IMPLEMENTATION OF PLANS 61

agricultural extension services to the planning of improved farm ope-
rations, under various forms of supervised credit. This type of co-
ordinated approach has been employed for many years with great
success in Japan and has recently been adopted elsewhere in Asia as
well as in Latin America.

183. A measure of basic importance for dealing with a number of
problems faced by peasants has been the development of co-operatives.
While co-operatives have to some extent been employed as a basis for
organizing production, their use has more frequently been confined
to improving the distribution of supplies and credit, to providing
storage and marketing facilities, and to the channelling of extension
services. In some countries, membership in a co-operative association
has been required of new landholders benefiting from land redistri-
bution measures. By and large, however, co-operatives have not yet
become a firm tradition in the under-developed countries.

184. The utilization by producers of the material inputs and ser-
vices described above is essential for the transformation of agricul-
tural technology required in the under-developed countries. However,
the extent to which agricultural producers are induced to adopt
superior methods has been severely limited in many countries by an
institutional and economic environment which deprives them of the
incentive to expand output. Discouraging features of the environment
include prevalence of insecure tenancy at high rentals, wide fluctua-
tions in prices, poor communications, and unorganized marketing
systems for farm products and farm supplies, as well as chronic
indebtedness. Since indebtedness is mostly to landlords and traders
in many newly developing countries, the economic bargaining power
of the small farmers is often very weak. In dealing with these prob-
lems, government measures have been focused to a considerable
extent on land reform, on providing remunerative prices for crops and
on improving agricultural marketing machinery.

185. One of the principal reasons for the lack of incentives to
expand investment and output has been the prevailing land tenure
systems. In most under-developed countries, measures have been put
into effect, or are under consideration, to eliminate such conditions as
extreme disparities in the size of holdings, prohibitive land rentals,
and inequitable tenancy arrangements. In many Latin American and
Asian countries, a common characteristic has been the marked un-
evenness in the distribution of landholdings, whereby the bulk of the
producers farm only a small part of the total cultivable area. In many
countries of North Africa and the Middle East, many holdings are too
fragmented to be efficiently farmed, while at the same time rents are
often very high. Remedial measures have included the expropriation
of landholdings, generally with compensation to landlords in the form
of long-term bonds, the redistribution of the acquired land to peasants
for operation either as individual farms or on some kind of collective
basis, the statutory reduction of rents, the protection of tenancy
rights, and the progressive consolidation of plots.
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186. The implementation of land reform has often been a slow
and difficult process, partly because of political difficulties but also
because of the complexities involved in the administration of reform
measures, and the need to build up institutions to provide services,
such as credit, formerly rendered by landlords. Another closely re-
lated problem has been the need to link land reform with improve-
ments in agricultural efficiency, which entails technical advisory
services for the new owners, training in management on co-operative
farms, and the wider distribution of improved farm supplies. In order
to achieve a more efficient use of land, some countries have intro-
duced penalties for under-utilization of land on large holdings; others
have undertaken the consolidation of peasant farms of uneconomically
small size. Not only the under-developed countries but also a number
of the developed private enterprise countries have recently taken
steps to achieve a more economical size of farm. Thus, in countries
of the European Economic Community, the consolidation of small
farms has been encouraged as a means of promoting more efficiency
in agriculture.

187. In addition to their extensive efforts to encourage agricul-
tural expansion through reforms in landholdings and land use, gov-
ernments have also sought to implement agricultural plans by means
of price policies aimed at guaranteeing a satisfactory financial return.
In some countries, to be sure, the wide-spread approach of earlier
years — involving control of basic foodstuff prices through a variety
of measures aimed at protecting consumers and counteracting in-
flationary tendencies — has continued. With the increased emphasis
on agricultural expansion, however, price policies in many countries
have been reoriented towards providing positive incentives to pro-
ducers to undertake greater investment. These policies have often
taken the form of government guarantees to purchase selected crops
at favourable prices. In some instances, such price-support policies
have been integrated into domestic price-stabilization schemes in-
volving buffer stock operations. The successful implementation of
guaranteed price policies calls for a network of official buying sta-
tions within easy reach of producers, adequate storage facilities and
an effective grading system. In general, deficiencies in the marketing
system have tended to limit the effectiveness of producer price poli-
cies, especially for basic foods.

188. With regard to the inadequacy of institutions to provide
services to agriculturists, reference has already been made to the
efforts of governments to establish co-operatives, credit and market-
ing services and price guarantees. Equally important is the establish-
ment of a wide-spread network of extension services for increasing
productivity levels through enlisting the co-operation of the farm
households in the achievement of the goals of the agricultural plans.
Unlike industrial workers, farm producers in the newly developing
countries remain strongly exposed to the influences of the traditional
community, so that an educational and advisory approach is an es-
sential element in the implementation of agricultural plans. This is
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being increasingly recognized by governments, which are intensifying
agricultural extension services, and strengthening research efforts on
which extension services must be based. Greater use is being made in
many countries of demonstrations on the farmers’ own fields as the
most potent way of promoting the wider adoption of improved prac-
tices, such as the use of fertilizers, better seed and pest and disease
control measures. The shortage of trained extension and research
workers is being remedied steadily by agricultural education and
training programmes at all levels. Two powerful agents in opening
up the rural areas to the flow of new ideas are the improvement of
transport facilities — especially feeder roads to the villages —and
rural electrification.

189. In the under-developed countries, disguised unemployment
or under-employment of rural labour is usually too great to be elimi-
nated by the prospective increases in aggregate demand. This problem,
however, presents both a special challenge and an opportunity. In the
implementation of plans for the agricultural sector, an important part
can be played by the utilization of under-employed rural labour to
create physical assets for the development of the rural economy. In
particular, the productivity of the land in many areas can be raised by
projects executed through the use of unskilled labour, such as drain-
age and irrigation channels, soil conservation terraces, bunding, and
afforestation. A number of governments, especially in Asia, are de-
veloping methods of organization and compensation appropriate for
employing idle manpower on productive projects. Other approaches
to the fuller utilization of rural manpower which are receiving the
attention of many governments include diversification of the farm
production pattern, especially through double cropping and expansion
of animal husbandry; and the promotion of openings for non-agricultu-
ral employment in rural areas for members of farm households. Rural
electrifications and the establishment of small industries to process
farm products or manufacture articles required by farm families are
important aspects of the implementation of some agricultural plans.
The ultimate solution to rural under-employment, however, lies in the
permanent migration out of agriculture of workers who cease to be
required for farm production, as agricultural productivity rises. In
this sense, the progress of the agricultural sector is dependent upon
the development of the economy as a whole.

190. The price incentive policies of many countries have empha-
sized the promotion of agricultural exports. A number of countries
have undertaken to stimulate farm exports through the elimination
of unfavourable multiple exchange rates or through the reduction of
export duties that previously restrained the growth of agricultural
exports. To achieve a degree of stability in the return to producers of
export commodities and thereby to remove a major disincentive to
production, several types of measures have been employed. In several
African countries, stabilization funds have been utilized. In many
Latin American countries, variable export taxes have been among the
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devices used to insulate producers partially from world price fluc-
tuations.

191. Experience has clearly shown the importance of adopting
a comprehensive range of measures to promote agricultural develop-
ment. A common reason for failure to achieve objectives has been the
emphasis on removal of one or two limiting factors while other de-
ficiencies have been neglected. A too restricted approach has reflected
partly a lack of necessary machinery and organization and partly a
lack of the necessary resources. In a number of recent instances,
however, comprehensive programmes have been undertaken on a
regional basis or in the development of new agricultural land. The
opening up of previously unused public lands has often also been an
important aspect of land reform policy; such land has frequently
been used in resettlement programmes to aid landless farm workers.
Extensive land settlement programmes have been undertaken in many
countries. Under these programmes, government institutions have pro-
vided assistance of various types, including road construction, water
resource development, technical guidance, machinery, credit and
marketing facilities.

192. Comprehensive measures on these lines, frequently referred
to as the community development approach, have been adopted in
a number of countries. This has helped to make available several basic
services and facilities over large areas, brought about greater aware-
ness among the rural population and stimulated local effort. How-
ever, they have frequently failed to provide resources and personnel
on a large enough scale to permit intensive agricultural development,
especially in areas which have a high potential for achieving rapid
increase in agricultural production. This limitation, inherent in gen-
eral community development programmes, is sought to be overcome
in such countries as India, Indonesia and Pakistan by undertaking to
provide a broad range of resources in particular districts selected as
focal points or project areas for intensive agricultural development.
Thus, in India, to begin with, one district in each state has been taken
up under the Intensive Agricultural District Programme. In addition,
selected areas have also been taken up for more intensive effort to
increase the production of such crops as rice, cotton and oil-seeds.
With the entire countryside being now equipped with the minimum
extension and community development services, the intensive area
approach is being increasingly adopted. In selected districts of West
Pakistan, the concentrated application of resources has also been
adopted as a means of raising output. Agricultural development cor-
porations have been set up in each area as an instrument for making
available material inputs, extension services and supervised agri-
cultural credit. Eventually these functions will be taken over by co-
operatives at the village level.

193. Implementation of all programmes of agricultural develop-
ment presents complex problems of organization and resource mobili-
zation. For the possible benefits to be realized fully, there has to be
efective co-ordination and dovetailing of operations as between
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different agencies as well as in relation to local communities and
individual farmers. Extension methods and techniques must be con-
stantly adapted to the needs and conditions of different areas and
improved steadily in the light of actual experience. Such changes are
facilitated through current evaluation on a continuing basis of dif-
ferent aspects of agricultural and rural development. In India, for
instance, significant modifications in rural development programimes
and policies have resulted from the objective and independent ap-
praisals undertaken over the past decade by the field staff of the
Programme Evaluation Organization of the Planning Commission.

5. IMPLEMENTATION OF INDUSTRIALIZATION PLANS

194, In the industrially developed private enterprise countries
where economic planning has been increasingly adopted as a means
of stimulating growth, the targets which have been established for the
public sector refer not only to education, infrastructure or health
services, but also to the publicly controlled industries. In addition,
goals have been set for private industry as a whole as well as for a
number of industrial branches. Considerable attention has also been
devoted in this connexion to the location or the regional development
of industries. The industrial goals for private industry are derived
from careful studies of the available resources and of the expected
levels of internal and external demand for goods and services. They
are not compulsory but derive their value from their indicative cha-
racter resulting from their mutual consistency, the quality of the
analysis in general and the process of consultation with entrepreneu-
rial organizations and trade unions on which the plans are based. In
addition to this, governments often supplement the establishment of
industrial targets with appropriate policy measures, such as taxation
and subsidies, designed to assist in attaining the aims of the plans.

195. In many under-developed countries industrialization has been
an important policy objective over a number of years and, in fact,
measures to foster the establishment of industrial enterprises have
often been put into effect prior to the adoption of comprehensive
plans. In countries in which programmes of industrialization form
part of over-all development plans, as is now more common, experi-
ence has borne out the importance of implementing industrial pro-
grammes in the closest possible co-ordination with programmes in
such related sectors as transport, power and manpower planning. The
interdependence of different sectors of the economy and the need for
rapid expansion in agriculture and social services, at the same time
as industrialization programmes are undertaken, have also been
emphasized.

196. The means by which governments have endeavoured to im-
plement plans for industrial growth have taken two main forms. One
is the assumption of direct responsibility for the execution and opera-
tion of industrial projects; these activities have been mentioned above
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in the discussion of public investment policies. The other type of
measure consists of assistance to the private sector in the form of
providing scarce resources and of incentives to stimulate industrial
investment. In practice, governments have frequently sought to im-
plement industrial plans along both lines. Apart from a few countries
where public ownership of certain industries has been advocated as
a matter of principle, the establishment of some public or semi-public
industrial enterprises has been provided for in the plans of almost all
under-developed countries in order to assure the production of certain
key commodities. On the other hand, even those countries which have
favoured public ownership on grounds of national policy have left
certain branches of industry for development by the private sector.

197. In contrast to public sector programmes for industry which,
in most cases, have been built around fairly specific investment and
output targets, the development goals set for private industry differ
a great deal in comprehensiveness and in detail, from country to coun-
try and from sector to sector, even among the industrially developed
countries. In many of the latter, governments have relied primarily
on the response of the private sector to such indirect measures as
monetary and fiscal policy. Financial control over capital outlay, and
financial assistance in the form of official credits or subsidies have
at times played an important role, especially in the modernization of
high-cost industries or in the expansion of industries considered to
be in the national interest.

198. In the under-developed countries, governments have limited
the use of direct controls over the private sector to the application of
certain licensing provisions. Their principal reliance has been placed
on measures aimed at providing incentives to investors, creating con-
ditions conducive to the expansion of domestic industries, providing
needed resources, and eliminating obstacles in the way of the execu-
tion of desirable projects. Government action has taken the form
chiefly of foreign trade and exchange policies designed to foster the
expansion of domestic industry, financial assistance to investors and
the granting of fiscal benefits. In addition, some countries have given
special attention to the development of small-scale industries and to
training of managerial personnel.

199. Governments have generally resorted to a combination of
these measures, the emphasis depending on the stage of development,
institutional factors and the nature of obstacles to industrial growth.
In general, allocations of foreign exchange and financial assistance
have proved the most effective policy instruments. Except in the indus-
trially more advanced under-developed countries, fiscal measures,
such as incentive rates of taxation and accelerated depreciation
allowances, have of necessity been limited in their scope, since their
effectiveness presupposes that entrepreneurs have sufficient resources
for investment and that market prospects are sufficiently favourable
to induce them to reinvest their profits within the industrial sector.

200. Industrialization programmes have in general sought to pro-
mote industries producing substitutes for imports and those utilizing
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domestic materials. To achieve this objective, foreign exchange and
trade policies have been used to provide a protected market for do-
mestic industries and to conserve scarce supplies of foreign exchange
required for the financing of capital-goods imports. Most under-
developed countries have exercised some control over the use of
foreign exchange. The measures employed include quantitative import
restrictions, exchange control, and multiple exchange rates. Usually
more than one of these measures have been resorted to, although the
use of multiple exchange rates has become less prevalent in recent
years. Tariff protection, the traditional instrument for sheltering do-
mestic industries from foreign competition, has frequently also been
applied, but in most countries it has played a secondary role in view
of the wide-spread use of direct controls on trade and payments.

201. While such measures have generally been influential in fos-
tering production for the domestic market, it should be noted that
the scope for import substitution tends to narrow as domestic output
expands. At an early stage of industrialization the progressive elimina-
tion of competing imports of basic consumer manufactures provides
a strong impetus to the expansion of domestic manufacturing indus-
tries. In the industrially more advanced of the under-developed
countries, however, domestic industry has already been expanded to
the point where it is able to supply the bulk of the market for basic
consumer manufactures. In these circumstances, the impact of import
restrictions on the expansion of domestic consumer industries has
tended progressively to weaken; continuation in the growth of con-
sumer industries has depended instead upon increases in domestic
demand. At the same time, the increasing diversification of the eco-
nomy has given rise to the need for expanding capital goods indus-
tries.

202. Since resources for financing private investment are gener-
ally inadequate in the under-developed countries, most governments
have undertaken to supply public funds to assist in the financing of
industrial investment. In providing public loans, governments have
often created specialized credit institutions, such as development
corporations and industrial banks. Some of these institutions have not
only served as channels for the disbursement of government funds,
but have also been authorized to raise additional funds from the bank-
ing system or other financial institutions, or in some cases through
public bond issues. In a number of instances, such specialized institu-
tions have also been instrumental in obtaining and disbursing foreign
credits for specified purposes. The interest rates charged by these
institutions have been significantly lower than the market rates. Most
of them have also participated in the establishment and operation of
individual enterprises, supplying technical expertise and managerial
skills as well as capital. In the case of high-priority projects requiring
large capital outlays, some countries have established mixed public-
private enterprises with direct financial participation by the national
government. In countries restricting foreign ownership of domestic
enterprises, participation by governments in foreign investment pro-
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jects either directly or through specialized institutions has become
increasingly common.

203. In some under-developed countries in which the development
of domestic industries producing capital goods and durable consumer
goods has taken place, a problem of financing the sale of these goods
has arisen. At an earlier stage of domestic development, where such
industrial equipment is imported, the necessary medium-term credits
to finance its purchase are provided through foreign sources. Since the
failure to find local financing for the purchase of domestically pro-
duced capital goods may inhibit the development of capital-goods
industries, it is important that policies aimed at implementing devel-
opment plans include provision for adequate financing facilities and
institutions.

204. A relatively new form of government assistance, recommend-
ed in the recent plans of several countries, is the government guarantee
of private credits to industry. Often as a matter of monetary tradition,
and sometimes because of a lack of familiarity with industrial opera-
tions and because of the relatively high risks involved in the establish-
ment of industrial enterprises, commercial banks have confined their
loan activities to short-term commercial credits. In these circum-
stances, government guarantees can serve to lower the cost of borrow-
ing by reducing the risk factor, and they can be of assistance in
overcoming the reluctance of banks to tie up funds in long-term in-
dustrial loans.

205. Financial assistance has sometimes also taken the form of
subsidies for the purchase of industrial equipment. Such subsidies
have, for example, been granted in connexion with regional develop-
ment plans, as an incentive to entrepreneurs to locate industries in
backward areas. Small and medium-sized enterprises have often been
favoured in the allocation of such subsidies, especially where their
establishment is encouraged in connexion with programmes for the
absorption of unemployed workers in depressed areas.

206. Although public financial assistance has provided an impor-
tant stimulus to industrial development, the allocation of such assis-
tance has often proved less effective than hoped for. As has already
been stated in chapter 1, the fact that the prevailing prices of the
factors of production do not reflect their relative scarcities may lead
to a choice of industries for development which are uneconomical
from the national point of view. This danger becomes even larger
when factors are made available at prices well below the prevailing
ones. Hence the availability of cheap credit may lead and in fact has
led to the introduction of too capital-intensive techniques. This remark
does not refer to the cost of capital only; it pertains to all cases where
prices differ from their “ shadow > levels. It is particularly true for
the price at which foreign exchange is made available. Here, too, be-
cause of the various policy devices, the actual price to the user of
foreign exchange is below the market rate, which itself may be far
below the price reflecting the scarcity of foreign currency. It also
needs to be pointed out that these factors have occasionally fostered
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the expansion of capacity beyond the point where it could be effec-
tively utilized, owing to insufficient demand or lack of qualified staff
to operate it.

207. The third main type of government action to assist private
industry has taken the form of various fiscal benefits. Tax concessions
have served to attract private funds into the industries to which they
apply and to increase the resources available to enterpreneurs for
investment purposes. Tax incentives have been widely used as a policy
instrument in the industrially advanced private enterprise economies.
Although of less practical importance, such incentives have also been
widely employed in the under-developed countries. A common form
of incentive taxation which has been generally applied in these coun-
tries is the partial or complete exemption from taxes of certain types
of new investment for a limited period. Some countries have allowed
new enterprises to average profits over a number of years for the
purpose of tax assessment. Provisions for accelerated depreciation,
which have been widely used as an incentive to investment in the
industrially advanced countries, have recently also been introduced or
proposed in some under-developed countries. In a few cases, govern-
ments have proposed to provide high priority projects with guaran-
tees of tax stability for a limited period.

208. The impact of fiscal measures should not be over-emphasized.
Tax rates in the under-developed countries have not been so high as
to discourage profitable investments, while the effect of tax conces-
sions on profit margins has been insufficient to attract capital into
essential projects yielding only moderate returns before this. The
effectiveness of tax concessions as a stimulus to industrial investment
has depended only partly on the suitability of the particular type of
means chosen. It has also been determined to an important degree by
the success of governments in developing new investment patterns
and by the strength of the enterprise sector. To the extent that indus-
trial investment has failed to become a self-perpetuating process,
fiscal benefits granted to industrial enterprises have often simply sub-
sidized entrepreneurs, while contributing little to the purpose for
which they were intended. Moreover, where proper safeguards have
not been applied, they have tended to encourage inefficiency.

209. Special tax benefits have sometimes been offered to foreign
investors in selected industries. In combination with appropriate
foreign-exchange policies, they have, in a few cases, been utilized in
securing the participation of foreign enterprise in the process of indus-
trial development and diversification. It must be emphasized, how-
ever, that in spite of increased efforts on the part of governments in
some capital exporting and importing countries, private capital has
tended to concentrate upon export-oriented industries rather than
manufacturing industries producing for the domestic market.

210. A number of countries have given an important place in their
plans to the development of small-scale industries in view of their
contribution to employment, the diffusion of industry and a more
balanced rural economy. By virtue of the advantages arising from
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specialization, they can provide a much needed complement to larger
industrial organizations; they can provide a wide variety of components
and services which may be produced with equal or greater advantage
by separate specialized firms than in completely integrated complexes.
But small firms operate under peculiarly heavy disadvantages in the
under-developed economies. They frequently cannot afford to supply
their own power, transport and other facilities; they do not have as
ready access to credit, to foreign exchange, and to licensing and autho-
rizing agencies of government as larger firms; they can seldom do their
own training, maintenance, and repair; and they need a wide variety of
advisory services not normally available in the under-developed coun-
tries. To overcome these disadvantages a number of devices have been
used, including special government bureaux to advise and assist small-
scale enterprises, special credit and training institutions, suitable pur-
chase policies, supply of equipment and raw materials, and in some
countries the formation of industrial estates. These last are areas set
aside for small-scale production where government supplies such facili-
ties as plant, transport, and power, as well as technical and marketing
advice, credit and other assistance.

211. In a number of countries at the early stages of development,
one of the serious limitations on the rate of industrialization has been
shortages of trained and experienced managers, administrators and
technicians for both public and private enterprises. In the developed
private enterprise countries, there has been increasing recognition in
recent years that both pre-career and mid-career management train-
ing can greatly improve the capacity of managers to apply rational
and logical analysis to their own managerial problems. Management
training facilities are being established in a number of the under-
developed countries to relieve this critical shortage.

Centrally planned economies

212, In the centrally planned economies, the problem of imple-
menting national economic plans differs in many important respects
from that in the private enterprise countries or in countries with a
mixed economy. In these economies, state organs, which have most
economic activities under their direct management, play a key role in
organizing the execution of plans. The plan targets, brought down to
the level of individual enterprises, specify in detail not only the aims
set for each economic unit but also the means required for achieve-
ment of these aims. These aims, expressed in the form of directives,
usually give the planned figures for output, material input, invest-
ment, labour force, wage bill, average wage rates by industry and other
important indicators. It should be noted that national plans contain
only broad targets for sectors and industrial branches; they do not
specify the tasks assigned to each individual enterprise. These broad
indicators are split into enterprise targets by ministries and economic
administrations. The degree of detail or comprehensiveness of the
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indicators contained in national plans is not the same in all centrally
planned countries; in some countries, for instance, the list of items
produced and materials supplied is restricted to a few hundred com-
prehensive groups, while in other countries a much more detailed list
is prepared. This is true of other indicators too, which may be more
or less comprehensive in character. On the basis of these indicators,
enterprises draw up their own detailed plans containing targets, for
example, for output, material inputs, employment, output per man,
wages, cost reductions, sales, profits and their distribution, and invest-
ment and its financing.

1. BASIC METHODS AND INSTRUMENTS OF PLAN IMPLEMENTATION

213. Since the plans of enterprises and other economic units have
an obligatory character, the direct supervision of enterprises by the
higher administrative authorities plays a basic role in the implemen-
tation of over-all plans. Principal among the important instruments
in the implementation of plans are the negotiation of inter-enterprise
agreements — which, once concluded, become obligatory — the use of
material incentives, credit and bank policy, and price policy. The
functioning of these instruments is rendered possible by the fact that
each enterprise exists as a separate legal entity working on the basis
of economic accounting. This means that each enterprise, being pro-
vided by the State with fixed assets and working capital, has to cover
its current expenditure out of its revenue and to earn profits. Within
the limits of the plan, enterprises are, to some degree, free to exercise
their discretion on operational matters.

214. The plan targets assigned to enterprises presuppose mutual
links between them with regard to output and supplies; these links
are established either directly between them or through supply and
purchase organizations. On this basis and in the light of their own
more detailed plans, enterprises conclude contracts with one another
to ensure that all output is produced and marketed in accordance
with the proportions fixed in national plans. The entire plan thus
becomes a system of mutual obligations which have legal force. Ful-
filment of these inter-enterprise contracts is ensured by detailed
provisions, which may include penalties; there is also a court of arbi-
tration for the settlement of disputes.

215. Another important instrument in the fulfilment of plans is
the application of the principle of material incentives. In fact, despite
the directive character of plans, enterprises do not merely execute
orders relating to the tasks included in their plans. The degree to
which enterprises fulfil their targets for output, cost reductions,
savings on materials, innovations and even modernization of equip-
ment depends to a large extent on the initiative of their managements
and staffs. The obligation to fulfil the plans and the administrative
directives of the supervising authorities are therefore supplemented
by systems of incentives designed to encourage the fulfilment or
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over-fulfilment of plans. The role of these incentives is important even
at the stage of plan formulation because the planning authorities have,
to rely to a large extent on the information and requests of enter-
prise managements which may be influenced by the incentive system.

216. The principle of material incentives, which plays an impor-
tant part in the implementation of the plans, is used in the centrally
planned economies in various forms. Apart from wages and salaries
which are related to the productive performance of their recipients
and which constitute the main form of remuneration in the centrally
planned economies, there exist supplementary incentives in the form
of bonuses granted to managing, engineering and technical personnel
for raising output in conformity with, or in excess of, the planned
quotas, for improving the quality of the products, for reduction of
unit costs and so on. In addition, bonuses may be paid to the whole
staff of an enterprise which lightens work or releases labour resources.
In most cases, such bonuses are awarded only if the productmix
of enterprises is in accordance with plans, if the targets set for
a rise in output per man have been reached and if enterprises have
fulfilled their obligations with respect to the delivery of specific goods
to other enterprises. One of the incentives used to encourage efficient
work by each enterprise is the establishment and use of a factory
fund designed to raise the standard of living of the workers and to
improve output. These funds are accumulated as and when the plan
is fulfilled or overfulfilled with respect to the volume and range of
output, cost reductions, or profits.

217. Funds for the payment of bonuses are formed in different
ways in different countries; they are either fixed directly by the im-
mediately superior organization, or are dependent on the quality of the
work of the enterprise, measured, for example, by the growth of
profits. The rules for the distribution of these funds are also laid
down by the immediately superior organ, so that only a certain part
of the bonus funds remains at the disposal of the director of an
enterprise.

218. Along with the rewards for the fulfilment or over-fulfilment
of plans, there are also various penalties for non-fulfilment of plans
and commitments, for breaches of credit regulations or of economic
arrangements between enterprises or organizations, and for produc-
tion of poor-quality goods. For instance, a penalty is imposed for the
non-observance of contractual obligations or for not meeting the ne-
cessary quality requirements. Moreover, when credit conditions are
not observed, the state banks usually apply to the supervising organi-
zation for guarantees, which result in stricter control and the adoption
of appropriate measures by the supervising organization with respect
to the enterprise concerned.

219. The actual way in which bonus systems are arranged or en-
terprise funds utilized differs from country to country. Moreover, it
is being modified and improved in the course of developments within
each country. This process of improvement is directed towards find-
ing methods of stimulating the initiative of enterprises as far as
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possible and of directing this initiative towards the general state of
interest as expressed in national economic plans.

220. As a rule, the basic form of incentive has been the amount of
profits left at the disposal of enterprises. As the prices of inputs and
outputs of enterprises are fixed, and their profits are planned, actual
profits normally reflect the internal efficiency of enterprises. They
are not, however, perfect indicators of the fulfilment of production
plans since they reflect not only changes in output but also in costs.
A profit plan may accordingly be exceeded without the fulfilment of
production plans. It has therefore been stipulated that enterprises
are entitled to retain a certain proportion of profits as bonuses for
workers and management or for reinvestment and other funds only
if they have fulfilled their plans for total output and its main compo-
nents as well as for cost reductions and profits. In some countries,
the share of profits retained by enterprises has been smaller for
planned profits and greater for profits in excess of this amount. In
others, this system has been rejected on the grounds that it induces
enterprises to understate their potential outputs in the process of plan
formulation in order to obtain greater benefit from over-fulfilment of
plans. Various schemes have therefore been worked out which, on
the one hand, relate the share of profits left at the disposal of enter-
prises with the increase in profits over the preceding year, and, on
the other hand, give enterprises a share of the profits which is larger
for planned profits ‘and smaller for profits in excess of the planned
levels. This gives enterprises an incentive to make their capacity fully
known at the stage of plan preparation, and consequently creates the
necessary conditions for more rational development during the plan-
ning period.

221. An important factor influencing the process of attaining plan
targets is the system of prices, which are fixed centrally by state
organs. The general price system includes wholesale prices and trans-
port charges which are applicable to transactions between enterprises,
state purchase prices for agricultural products, and retail prices. In
the centrally planned countries, a turnover tax is usually levied, in the
main, on consumer goods. In most cases, this tax represents the
difference — after allowance for a standard trade change — between
wholesale and retail prices, each of which is separately fixed by the
state. The tax is not generally imposed as a fixed rate on the whole-
sale price. Wholesale prices are fixed, as a rule, on the basis of the
costs of production plus a small profit margin, while retail prices are
fixed so as to equilibrate the supply and demand of consumer goods.

222. Settlements of accounts between enterprises are based on
the planned price system. The price at which an enterprise markets
its output (the wholesale price of the enterprise) covers the planned
cost of the product and guarantees a fixed profit to each enterprise
operating under normal conditions. Wholesale prices are identical for
a given product manufactured by different enterprises. However, the
price is not fixed merely on the basis of average conditions, but in
such a way as to stimulate improvement of production, while at the
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same time avoiding as far as possible unprofitable operations by
enterprises. In individual cases, when differences in the production
conditions of enterprises in a given sector cannot be rapidly elimi-
nated (for example, in the extractive industry and in some branches
of heavy industry), differentiated prices are established for individual
producing enterprises, but a single price for enterprises consuming
the product concerned; the difference is usually equalized in the
marketing organization of the sector.

223. Prices are actively used to regulate the range of output pro-
duced or consumed as well as to improve its quality. Prices of scarce
materials are fixed so as to encourage the producer in increasing the
output of such materials while at the same time limiting their con-
sumption. Prices of interchangeable types of output are designed to
stimulate the consumption of the more economical type. In order to
encourage improvements in quality, high-quality products are sold at
higher prices. Of special importance are the prices for new high-
quality products. Prices for new products are normally established,
after adjustment for quality differences, at the same level as those of
similar existing products. Systematic measures are also being taken to
change wholesale prices so as to ensure that they bear a closer rela-
tion to present production and trading conditions for individual com-
modities and to the goals which have been set for improving the
material and technical base of industry.

224, In addition to fixing prices of products, other and related
norms are also laid down centrally, establishing the conditions under
which enterprises or other economic units should attain the targets
of national economiic plans. One of the most important of these norms
is the classification of occupations and wage rates which relates
payments to labour with the degree of skill and working conditions
as well as with the importance attached to particular sectors in na-
tional plans. This has the result both of stimulating workers to im-
prove their skills and of facilitating the allocation of manpower into
the most important sectors from the standpoint of planned devel-
opment.

2. DIRECT ADMINISTRATIVE CONTROL OF PLAN FULFILMENT

225. The measures adopted by state authorities impose certain
conditions on the economic units in the process of fulfilling the plan.
However, these elements do not automatically lead to the fulfilment
of plans. Also, the conditions with regard to fulfilment of plans in one
enterprise are dependent in many respects on the work of other
enterprises. Furthermore, the conditions with regard to fulfilment of
a given plan may change in relation to those assured in the plan
itself. It is essential therefore that the administrative bodies at all
levels undertake a careful and comprehensive verification of the
progress in fulfilling the plan in order to ensure continuous mainten-
ance or restoration of balance in the economy and the achievement
of the general objectives of the plan.
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226. This verification of plan fulfilment is organized on a compre-
hensive basis for all plan indicators and is carried out periodically by
all bodies responsible for the fulfilment of plans, that is, by all levels
of the administration in respect of the economic activities for which
they are responsible. The frequency of this verification generally dif-
fers from one branch to another, depending on the variability of the
conditions of work and on the importance of the particular branch to
the whole economy. General analyses of the fulfilment process are
usually made on an approximate basis once a month and in greater
detail every quarter. The analyses are based on data regarding the
degree of plan fulfilment, collected by the statistical and accounting
system, and on data from the state banks (whose functions are
described below).

227. The chief aim of the verification is to disclose factors imped-
ing the successful fulfilment of plans or the need for additional
resources, that is, over and above those taken into consideration ori-
ginally. On the basis of an analysis of these factors and resources,
appropriate steps are taken in the fields of financing, credit, imports
and exports and material and technical supplies, in order to maintain
balanced development.

228. An important factor in ensuring the ability of the central
organs to manoeuvre in the process of plan fulfilment is the establish-
ment of material and currency reserves in accordance with plans.
These reserves are established centrally and are separate from the
current production reserves of enterprises. Material reserves are of
two types. First, there are the so-called state reserves of important
raw and other materials which can be utilized only upon specific
decisions of the government in case of necessity. Secondly, centralized
plans for the distribution of raw and other materials provide for the
so-called government operational reserve, which is distributed for
current needs as required by progress in the fulfilment of the plan.

3. THE BANKING SYSTEM AND FULFILMENT OF PLAN TARGETS

229, The banking system in the centrally planned economies pro-
vides a flexible apparatus for preventive controls over enterprises,
based on the flow of funds through banks. In view of their special
functions, the banks are able to keep a continuous check on the
activity of enterprises; and through their control over the finances
of enterprises, they are able to forestall unauthorized deviations from
plan targets. This is made possible by the fact that all money flows
among enterprises, the state and its various institutions have to be
transacted through the state banks. The enterprises, moreover, are
required to keep virtually all their funds in bank deposits. In these
conditions, the analysis of the bank accounts of enterprises enables
the banking authorities to estimate the degree of fulfilment of various
planned targets before the final data become available to the adminis-
trative authorities. On the one hand, prices, the rate of planned
profits and their allocation to the central budget are predetermined;
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and on the other hand, profits have to be transferred to the budgetary
accounts of the banks on a pay-as-you-earn basis. Thus, changes in the
flow of funds between enterprises and the banking system necessarily
reflect changes in the output, material costs or wage bills of enter-
prises. Further, no enterprise is allowed to transfer its funds to the
accounts of other enterprises without presenting the documentation
to justify such transfers; if necessary, these transfers can be blocked
to prevent enterprises from using funds in ways that do not corres-
pond with the provisions of their economic and financial plans. Simi-
larly, no withdrawal of cash for payment of wages is authorized
without presentation to the banking authorities of evidence justifying
these outlays. Thus, the administrative authorities can be immediately
notified of deviations from plan stipulations.

230. No less important as a way of supervising the implementation
of plans is the control exercised by banks over investment in fixed and
working capital. The bulk of investment in fixed capital is financed
by budgetary grants, which are handled by the banks. As the transfer
of these funds is phased in accordance with the actual performance of
the investing organizations or enterprises, the banks are continuously
aware of the degree of fulfilment of plans and of new requirements
arising in the process of implementation.

231. Bank credits, which are used almost exclusively for short-
term working capital, are allocated by the banks in accordance with
national plans. The credits bear an interest charge designed to en-
courage the effective use of funds by enterprises. If the performance
of individual enterprises falls short of, or exceeds, plan targets, the
amount of credits is correspondingly adjusted. As credits are made
available for specified purposes and can be used only for settling
accounts when documentary proof of the transfer of goods or services
is submitted, the banks are able to control the flow of goods between
enterprises and to prevent the unauthorized redistribution of mate-
rials and financial resources.

232, In addition to short-term credits, credits in some countries
are granted for a term of two to three years, in respect of outlays for
mechanization, modernization and progress in production technology,
and for periods of up to one year for outlays needed to organize and
expand the production and improve the quality of consumer goods.
The basic requirement for the grant of a credit is that the action to
be undertaken must be effective, and must ensure the repayment of
the credit within the prescribed time limit out of the additional accu-
mulation achieved. Long-term credits are also granted to assist enter-
prises in investments financed out of their own resources.

4, IMPLEMENTATION OF AGRICULTURAL PLANS

233, In principle, the methods of plan implementation are the
same in all sectors of production where state enterprises predominate.
In agriculture, however, the problems of plan implementation differ
considerably from those encountered in other sectors. These differ-
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ences arise partly because output is subject to the vagaries of climate
and partly because agricultural enterprises are predominantly collec-
tive or private forms, and not state enterprises. As a consequence,
plans for agricultural output are treated as forecasts rather than as
directives to be distributed among individual enterprises. The state
farms do receive directives from their supervising authorities relating
to output of specific commodities and other aspects of their activities.
But the collective farms are free to determine their output, utilization
of manpower, volume of investment, and procedure and terms for
the remuneration of labour. Apart from the payment of taxes and the
statutory formation of depreciation and investment funds, their only
obligation is the fulfilment of sales quotas for specific commodities
assigned to them by the state; these quotas are either reached by
agreement between the agricultural producing units and the state
purchasing organizations in accordance with plans or are assigned to
the former by the state. The sale of commodities is influenced by price
movements. Through price and tax policy, the state influences the
amount of revenue received by farms from the sale of various com-
modities and, thereby, the pattern of output and sales.

234. The purchase plans, as well as price and taxation policies,
are supplemented by other measures for the implementation of agri-
cultural plans. The state plans the development of production and
supply of tractors, agricultural machinery, transport, chemical and
mineral fertilizers and pest control preparations to agriculture, under-
takes irrigation and land reclamation schemes, brings virgin and
fallow land under cultivation, organizes the production of high-grade
seeds and the breeding of high-productivity live-stock and their sale to
collective farms, lays out a network of stock-breeding and veterinary
institution, and carries out plans for the training and retraining of
specialists and for the dissemination of advances in knowledge.

235. Unlike state enterprises, the collective farms do not receive
any direct instructions with respect to current inputs or investment.
In consequence, investment plans for the non-state sector of agricul-
ture are based, on the one hand, on the evaluation of investment
demand of non-state farms and, on the other, on the assessment of
accumulation funds of the collective farms and of credits earmarked
for this purpose by the government. The basic tools for controlling
investment in the non-state sector of agriculture are thus the credit
allocations and prices fixed by the government for agricultural invest-
ment goods, and also the plans for the delivery of equipment and
other resources. Through these, the central authorities can regulate
the volume of agricultural investment in accordance with the require-
ments of government policy.

5. IMPLEMENTATION OF FOREIGN TRADE PLANS

236. The implementation of plans for foreign trade, which is a
state monopoly, is achieved by the use of methods similar to those
applied in most other sectors. The over-all foreign trade plans are



78 PLANNING FOR ECONOMIC DEVELOPMENT

translated into directives issued to state import and export agencies.
They are also integrated with the purchase and allocation plans of
various supply organizations and, frequently, with the production and
sales plans of the enterprises producing for export. The fulfilment of
these plans is safeguarded by the existence of the state monopoly of
foreign trade and by the long-term trade agreements with other cen-
trally planned economies. These safeguards, however, are not com-
pletely effective since trade with the private enterprise and mixed eco-
nomies of the world is subject to fluctuations in external demand and
prices, and this may influence the implementation of trade and other
plans. On the other hand, the monopoly of foreign trade ensures that
the differences between domestic prices and the prices on the foreign
market are evened out and that, consequently, price fluctuations on
the world market do not have a direct effect on production enter-
prises. Furthermore, the fluctuations in the sales and purchases of
goods in the world market can also be offset by the reserves of the
state foreign trade organizations and government currency and ma-
terial reserves.

237. Although the state monopoly of foreign trade and long-term
bilateral agreements are powerful tools in the implementation of
foreign trade plans, their effectiveness depends on the ability to im-
plement production plans. In view of the monopoly of foreign trade,
the failure to fulfil production plans need not always affect the im-
plementation of plans for foreign trade. But, more often than not,
the implementation of foreign trade plans is, in fact, considerably
affected by the deviations of output from the planned quotas. This is
obviously most pronounced in cases when a large proportion of a
given output is earmarked for exports. Since such departures from the
planned volume and composition of imports and exports are under
governmental control, they have not necessarily resulted in any signifi-
cant deviations from the planned balance of payments. As the bilateral
agreements provide for only limited swing credits, the failure to
fulfil export plans has generally been accompanied by reductions in
import targets unless additional long-term credits could be secured.

6. IMPLEMENTATION OF OVER-ALL PLANS

238. Since the over-all targets of plans, such as the growth rates
of total and sectoral output, the distribution of national income
between accumulation and consumption, and the sectoral allocation of
investment are obligatory, it is obvious that the implementation of
the production and financial plans of individual enterprises and in-
stitutions is broadly synonymous with the fulfilment of over-all plans.
In consequence, implementation policies are basically concentrated
on the direction and supervision of the activities of enterprises
through the application of the measures already described. As a rule,
few additional measures of global character are required for the
implementation of plans. They are, in fact, necessary only in areas
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not directly covered by the plans of enterprises and institutions. In
other words, they deal mainly with the problem of the disposable
income of the population and its uses. Even here, however, the need
for special measures is very limited so long as the financial and pro-
duction plans of enterprises are closely adhered to.

239. In view of the absence of private profits and the general
provision by the state of social insurance and old-age pensions, savings
out of private incomes represent only a relatively small fraction of
total saving. This reduces considerably the need for additional meas-
ures to mobilize resources for investment from sources other than
enterprises. It also accounts for the fact that personal consumption
approximates disposable income. The volume of retail sales is planned
in accordance with consumer demand, which is determined by the
planned wage bill, the incomes received by the population out of the
state budget, and the money incomes of the rural population. Domes-
tic market equilibrium, both as a whole and for individual commo-
dities, is achieved with the aid of planned retail prices. If need arises,
the material and financial reserves provided for in national plans can
be drawn upon.

7. IMPLEMENTATION OF PLANS IN YUGOSLAVIA

240. As indicated in the preceding chapter, changes in the planning
system in Yugoslavia have radically altered the methods of plan im-
plementation. Self-management in enterprises and social services, as
well as broad autonomy of regional authorities, has been associated
with a large decentralization of financial resources. As the aim of
planning in Yugoslavia is the establishment of over-all targets and
proportions in the structure of economic development, reliance has
ceased to be placed on the issuance of detailed directives to individual
enterprises. These targets and proportions are realized through a
system of general conditions and rules for economic activity of enter-
prises, supplemented by policy measures. The system of these con-
ditions and measures may be so adapted as to display a higher or
lower degree of differentiation in the treatment of various sectors or
various phenomena of economic development.

241. A major element in this system is the set of regulations cover-
ing the distribution of income of enterprises. Enterprises are obliged
to place at the disposal of the community a portion of their earnings
in the form of dues, contributions and taxes which represent the main
source of revenue for budgets, investment and other funds of the
Federal Government and its agencies, the republics and the com-
munes. An important part is played by interest on capital paid by the
enterprises and taxes on value added in industrial enterprises accord-
ing to fixed scales and criteria. The rest of the income is left at the
free disposal of enterprises, to be distributed among such items as
their wages and salaries fund, their investment funds and their reserve
funds. Enterprises are permitted to increase the remuneration of their
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staff in accordance with the increase in labour productivity and the
improvement of their general business success. In calculating their
wage-bills, enterprises use certain recommended indicators, such as
the realized increases of value added per worker and per unit of
capital. Thus, the system exercises considerable influence on the dis-
tribution of income between investments (the investment funds of
various bodies and enterprises), social expenditure (finance set aside
for government budgets, social insurance and similar purposes) and
personal consumption (wages and salaries). Through this system the
question of the centralization or decentralization of the funds placed
at the disposal of various bodies is also regulated. It would be a
mistake, however, to think that the impact of the system is predomi-
nantly fiscal. A number of instruments not only have the purpose of
influencing the distribution of income, but they also serve as economic
incentives or economic criteria for evaluating and influencing the
decisions taken by the self-governing bodies.

242. In addition to the general regulations affecting income distri-
bution and legal norms defining the status of enterprises and the
framework for rights of self-managing organs, there are in Yugoslav
planning practice specific features of long-term and short-term poli-
cies relating to credit, prices, foreign trade and exchange which are
used as active instruments for the realization of planned targets. For
instance, the largest part of investment funds for long-term credits is
allocated by the banks according to certain rules and regulations. The
centralized investment resources are allocated to sectors according to
plan provisions. The allocation within the sectors is made by the
banks on the basis of competitive bids between a number of projects.
However, in practice, there are cases where decisions on the alioca-
tion of investment credits for large projects (railway and highway
projects or large land reclamation projects), or projects requiring
considerable foreign financing, are taken by the Government. The
national plan also includes special provisions for the volume and
structure of investment allocations from the central fund for the
under-developed regions of the country over and above their own
resources. These take the form of grants to appropriate regional or
territorial organs. In addition to long-term credits for the expansion
of productive facilities, short-term credits are employed as a means
of maintaining desired levels of production in various branches and
in trade, being used in a highly selective manner. Mention should also
be made of price measures which include the imposition of ceiling
prices for some basic intermediary products, of guaranteed prices for
most important agricultural commodities, and of price controls over
certain important consumer goods if market conditions justify them.
However, for a larger part of production, prices are formed freely
on the market, though the turnover tax is used to influence the level
of prices for finished goods. In contrast, administrative regulations
with regard to foreign trade and foreign exchange are still significant,
as the balance-of-payments position has not so far permitted greater
flexibility.
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243. Unlike those in other centrally planned economies, individual
enterprises in Yugoslavia are autonomous units which are not bound
by any individually specified obligations to the authorities with
regard to their productive activities. Each enterprise is free to decide
its own output, sales, prices and investment policy. It is assumed that
the self-interest of managements and workers’ councils will lead them
to adjust their activities to the requirements of the economy as re-
flected in the market situation. The national authorities, however,
can bring considerable influence to bear on the decisions of enter-
prises through the manipulation of fiscal, credit and price policies.
While the general aim has been to avoid the use of selective measures
and to limit state intervention to the application of general measures,
both general and selective measures have, in practice, been employed.
Different policies, in other words, have been applied to the various
industrial branches or to specific products in order to bring the
activities of enterprises into conformity with national plans. Indirect
taxes imposed on specific products have, for instance, been varied to
modify demand and induce enterprises to adjust their output. Simi-
larly, the rate of taxation applied to specific industries has been
varied. Also, short-term credit policy has been manipulated on a
selective as well as on a general basis to stimulate or restrain the
current activity of enterprises. Until recently, another important in-
strument was the system of multiple exchange rates for imports and
exports.

244. While main reliance has been placed on these indirect meas-
ures to bring the activities of enterprises into conformity with the
national plans, regional and other economic organizations have also
played some part in affecting the decisions of enterprises. Though the
governments of the communes and republics have no legal power
over the enterprises located within their territories, their views can-
not be entirely neglected by the enterprises, particularly since they
exercise control over the allocation of credit supplies out of their
own funds, as well as over certain taxes. The communes and republics,
moreover, are obliged to conform their economic plans and policies
to national plans; and they are therefore an additional link through
which the activities of enterprises can be brought into relation with
national plans.

245. In contrast to the extensive decentralization of decisions af-
fecting the current activities of enterprises, governmental authorities
have, to a very large degree, continued to determine the level and
distribution of investment throughout the economy. It is true that the
authorities have been in a position to influence the investment de-
cisions of existing enterprises only in the event that the latter have
required loans to carry out their plans. However, it is an important
feature of the system that existing enterprises have largely confined
their investment decisions to the modernization and expansion of
existing facilities. In practice, new projects have been generally ini-
tiated by the regional authorities, particularly the communes. These
governmental bodies have a financial interest in the creation of new
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enterprises within their territories, since this, in time, augments their
revenue. But more important, the creation of new enterprises forms
an important part of their general responsibilities; and since these
bodies are guided by the same general political and economic consid-
erations as those of the national authorities, they tend to conform
their investment activities to national plans. Investment plans have,
in fact, contained targets for each of the basic sectors of the economy,
though not detailed targets for specific investment projects or for
regions.

246. Savings have been mobilized mainly by the federal, republi-
can and local authorities. In recent years, for example, about a third
of total investment has been financed by the federal investment funds
and another third by the investment funds of the republics and com-
munes; only the remaining third has been financed from the funds
left at the disposal of enterprises. The revenue of the federal, re-
publican and communal investment funds has been derived mainly
from taxes levied on enterprises.

247. Again it is true that the proportion of retained income which
enterprises save is not decided by governmental authorities but is
autonomously determined by the workers’ councils. The councils de-
termine the allocation of profits between remuneration of employees
and funds earmarked for investment or collective consumption, ob-
serving the general regulation that the increase of wages and salaries
should be in accordance with the increase of productivity and revenue
of enterprises. In practice, however, since remuneration depends on
net revenue, both staff and management have an interest in increas-
ing the efficiency of their enterprises, through modernization or reno-
vation of plant and equipment. Their decisions are, moreover, also
affected by fiscal and credit policies. Apart from other taxes, the
amounts earmarked for enterprise investment funds and for wage
funds are also subject to differential rates of taxation, and variations
in these tax rates may influence the allocation decisions of enter-
prises.

248. The task of implementing plans for the allocation of invest-
ment has fallen mainly on the banks which administer the investment
funds of the federal, republican and communal authorities. In con-
trast to enterprises in the other centrally planned economies, those in
Yugoslavia do not receive capital grants from the state budget, but
have to finance their investments from their own funds or with
loans from the investment funds. In order to induce enterprises to
economize on capital outlays, loans have carried an interest charge.

249. The policy of the banks in allocating loans among sectors or
industries has been largely guided by the investment plans of their
respective regional administrations, and these have, in turn, been
prepared in conformity with national plans. In the process of imple-
mentation, the federal investment fund is able, by an appropriate
reallocation of its credits, to compensate for sectoral deviations from
a given national plan arising from the autonomous decisions of the
regional investment funds. Similarly, the republican and local invest-
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ment funds, in shaping their credit policy, take into account the
investment decisions of the enterprises located in their territories.

250. The federal authorities, however, have also been able to
exercise more direct control over the sectoral allocation of investment
by means of the federal investment fund. While this centralized fund
accounts for only one-third of the total financial resources available
for investment, the initiation of new projects has, more often than
not, been dependent on the ability to borrow some of the finance
from the federal fund; in fact, the general pattern of about three-
quarters of productive investment has been adapted to the national
plans in this way. The investment bank administering the federal
fund has stipulated that economic organizations seeking to borrow
from the federal fund should be able to finance a certain proportion
of the investment requirements from their local sources. The partici-
pation required of the borrower has ranged from 5 to 80 per cent of
the cost of the project in accordance with the priority attached in the
national plan to investment in the different sectors of production.
The manipulation of these participation requirements has been an
important tool utilized by the central authorities to mobilize decen-
tralized funds for the achievement of national investment targets.
This method of implementation has not been watertight, and invest-
ments financed exclusively from decentralized resources have some-
times deviated from plan objectives. However, the magnitude of these
deviations, while occasionally giving rise to temporary imbalance, has
not been such as to impair significantly the implementation of na-
tional plans.

251. Recent developments in the investment system of Yugoslavia
show a further decentralization of investment resources, as well as
an increased role of banking funds and funds of enterprises. This
evolution is a part of the tendency for further relaxation of state
control of economic management and of the process of investment
which is emphasized in the new constitution of Yugoslavia.



CHAPTER 3
ORGANIZATION AND MANAGEMENT OF PLANNING

252. The main elements of the planning process comsist in the
evaluation of possibilities and objectives, the formulation of plans
and policies for their realization, the preparation of specific pro-
grammes of action, the execution of plans and their periodic review
and adjustment. The nature of the machinery established to perform
these planning functions varies considerably from country to country,
reflecting such factors as the importance of the role assigned to
planning, the stage of development, the nature of the political and
economic system and the existing structure of government.

Private enterprise and mixed economies

253. In some of the private enterprise and mixed economies, re-
sponsibility for performance of the various planning functions has
been given to existing government entities, while in others it has been
assigned to newly created bodies. The functions of plan preparation
and policy recommendation have generally been performed by the
national planning agency and its governing council. Responsibility for
implementing policies designed to carry out the plan has generally
fallen on the various ministries or autonomous agencies of govern-
ment. The task of co-ordinating policy has been undertaken by indi-
vidual ministries within their own spheres and, where the policies are
interrelated or bear on one another, by the planning agency itself,
acting under the general authority and direction of the cabinet or the
council of ministers. Similarly, appraisal of progress has been under-
taken by individual ministries in their appropriate fields and, on a
more general plane, by the planning agency. Within the planning
agency, the main responsibility for appraisal has necessarily been
undertaken by the technical secretariat.

1. MACHINERY FOR FORMULATION OF PLANS

254. The planning agency in private enterprise and mixed eco-
nomies has usually consisted of a high-level board and a technical
secretariat. The board is the senior advisory organ of the agency. It
has usually been concerned with the preparation of draft plans and
the formulation of policies for recommendation to, and approval by,
the highest political authorities. In some countries, the planning
agency has two boards concerned with policy recommendations, a
higher council concerned with the delineation of broad targets and

84
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major policies and a larger subsidiary council concerned with more
specific issues.

255. The technical work involved in plan preparation has usually
been divided between the secretariat of the planning agency and the
various ministries; the former has been primarily concerned with the
elaboration of the plan as a whole, the latter with its specific compo-
nents. This work consists of the various economic, statistical, engi-
neering and other analyses which are required for formulation of the
development plan. The technical secretariat, working within the frame-
work of objectives set forth by the government or parliament, not
only formulates the draft plan, but also frequently analyses the vari-
ous policy alternatives for its implementation so as to facilitate the
decisions and recommendations of its governing council.

256. As mentioned earlier, an important aspect of plan formula-
tion is the machinery for consultation with various groups outside the
national planning agency; their co-operation is needed in order to
obtain their specialized advice with respect to the soundness of pro-
posed plans and policy instruments. This consultation has been
accomplished through the national legislature, through advisory
bodies representing various private economic interests, or through
non-government entities, such as various technical and research insti-
tutes. Some planning agencies have also established panels of experts
to offer advice in particular fields. Among countries where regional
development or planning agencies exist, such agencies have, in some
cases, been an integral part of the national planning machinery and
have thus participated directly in the formulation of national plans.
In others, such agencies have been autonomous bodies. In some such
instances, the effective organizational link between the national and
regional planning agencies has been provided through a separate unit
of the governing council of the national agency. But the problem of
achieving the permanent co-ordination of the activities of regional
and national agencies has not yet been satisfactorily solved every-
where.

2. ADMINISTRATIVE ARRANGEMENTS FOR IMPLEMENTATION AND APPRAISAL

257. In countries undertaking development plans, public respon-
sibility for their implementation has invariably been shared among
the various ministries. Co-ordination of their activities, both with
each other and with the planning agency, has usually been sought
through inter-departmental committees; in some countries, separate
planning units have been established within each of the ministries in
order to improve co-ordination with the central planning agency.
Ultimately, however, the extent to which the ministries have directed
their activities in accordance with the national plan has depended on
the emphasis given to implementation of the plan at the highest
political level. It may also be noted that reforms in public administra-
tion, particularly in regard to budgetary procedures and practices,
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have often proved to be necessary for the effective implementation
of plans.

258. While practice has varied from country to country, responsi-
bility for implementation of plans has generally belonged, at the
highest level, to the council of ministers. Under the direction of the
council, individual ministries have had responsibility for executing
their own plans. In countries which also have regional or state
governments and administrations, these have been responsible for
carrying out their own plans. The task of co-ordinating implemen-
tation in its wider aspects and on a continuing basis has generally
been undertaken by a designated authority under the council of min-
isters. This may be the ministry of finance, equipped with a special
unit for planning, or it may be the planning agency itself. Often the
over-all targets for saving and investment have been proposed by the
planning agency and the ministry of finance in consultation with each
other and submitted for approval to the council of ministers.

259, The ministry of finance, whether or not directly responsible
for planning, has usually played an extremely important role in the
implementation of the plan. This has included responsibility for spe-
cific measures and policies for realizing saving and investment targets
and for safeguarding the external balance. Besides being directly
responsible for fiscal policy, the ministry has usually co-operated
closely with the central bank in the determination of monetary policy;
either the central bank has, by convention, consulted with the min-
istry in framing policy or it has, by law, taken its instructions from
the ministry.

260. The ministry of finance, through its traditional role as cus-
todian of the national treasury, has frequently exercised control
over public investment programmes, whose implementation is the
direct responsibility of other ministries. Further, in countries with
foreign exchange control, final authority for the allocation of foreign
exchange has often been vested in this ministry, though the executing
agency has usually been the central bank.

261. Most of the other ministries in governments have had re-
sponsibility for the implementation of plans within specific sectors
of production, such as industry, agriculture or transport and commu-
nications. In some countries, the responsibilities of these ministries
have been mainly confined to the execution within their own sectors
of public investment programmes or current expenditure programmes
of a developmental nature. In most under-developed countries, how-
ever, where investment or current productive activity in the private
sector has been subject to licensing of one kind or another, these
ministries have usually administered the issue of licences. In a num-
ber of countries, for example, construction of a new industrial project
has been conditional upon the approval of the ministry of industry.
Some countries have even established committees of representatives
of industry and other interested groups to review projects prior to
their submission for approval to the ministry. Such a licence, approv-
ing initiation of a project, has had to accompany applications to obtain
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licences for the purchase of rationed domestic materials, such as
cement, or to secure a permit for imports of machinery. Further, the
development banks have entertained requests for loans only on con-
dition that the project has been approved by the ministry; likewise,
without such approval, it has not been possible to issue securities on
the domestic capital market.

262. The effective supervision, co-ordination and evaluation of
plan implementation have required the continuous review of progress
both towards the realization of over-all targets and towards the com-
pletion of new projects or specific tasks. To meet the need for
over-all review, some countries have found it useful to undertake
broad plan appraisals both at yearly intervals and on completion of
the plan. These appraisals have usually been carried out either by the
national planning agency or by special ad hoc commissions. An im-
portant aspect of the yearly appraisals is the opportunity which they
offer to put forward revisions in plan targets or in the scale of pri-
orities assigned to the various parts of the current plan.

263. The supervision and evaluation of progress towards the com-
pletion of specific projects or tasks have, in the first instance, neces-
sarily been the responsibility of the ministries or other bodies
entrusted with the implementation of programmes. They have also
frequently been required to submit progress reports to the planning
agency on the state of the projects assigned to them.

264. In addition, periodic inspections of project execution have
been undertaken, either by project supervision units of the planning
agency or by independent bodies, external to the agency, which have
been specially constituted to examine the progress of particular pro-
jects. Among the essential elements in such appraisals are checks on
progress in relation to completion schedules, on actual expenditures
in relation to cost estimates, and on estimates of economic and fi-
nancial returns in cases where projects have been completed. The
transmission to the national planning agency of both the periodic
progress reports and the evaluations of projects under way has
enabled the agerncy to identify particular problems and to ascertain
the relative stage of completion of the various parts of the plan so as
to permit its synchronized progress. It is important that such infor-
mation be complete, accurate and timely if corrective action is to be
taken so as to prevent the occurrence of bottlenecks and delays in the
implementation of plans. If available financial resources fall short of
expectations, for example, the most appropriate adjustments can be
more easily perceived if planners possess a comprehensive and cur-
rent view of the state of progress of the various parts of the plan.

265, In addition to following up the progress of projects and
undertaking periodic appraisals of the working of the plan, it has
been found necessary in some countries to institute special arrange-
ments within the government or the planning agency to obtain reports
and information at short intervals, such as a month or a fortnight, on
critical aspects of important projects. These may include movement
of raw materials and finished products, supply of power, availability
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of scarce materials, and utilization of allotments of foreign exchange.
The object of such arrangements is to assist in anticipating difficul-
ties and bottlenecks or in taking or suggesting timely action as soon
as such problems come to light. More generally, it can be said that as
planning develops and the operations of the economy become more
complex, plan management itself calls for a wider range of such
techniques and institutional arrangements.

3. ADMINISTRATIVE LOCATION OF THE PLANNING AGENCY

266. While the planning agency is invariably an advisory body, its
location in the hierarchy of government and the extent to which its
activities are effectively co-ordinated with other governmental and
private entities have considerable influence of plan formulation and
implementation. The establishment of the agency with sufficient
status and its general acceptance as an important instrument of
government have been necessary conditions for the development of
effective planning activity.

267. In some countries, the planning agency has been placed
within a particular ministry, such as the ministry of finance or of
economic affairs. The rationale for locating the agency in the finance
ministry is that this department is often charged with mobilizing the
financial resources required for public-sector investment, as well as
with the execution of monetary and fiscal policies which influence
investment decisions in the private sector. In other countries, special
ministries or boards for development planning have been established.
It has frequently been observed that satisfactory results are obtained
when the planning agency is incorporated in the office of the prime
minister. Execution of plans has often been impaired where the in-
stitutional structure of the government has hindered implementation
of the plan. It is important to ensure that changes in the plan pro-
posed by different ministries are in line with the plan objectives and
with the financial resources available for its realization.

268. In many countries, the provision of adequate authority and
of effective administrative links with other government agencies has
been accomplished through establishment of the national planning
agency within the office of the chief executive or with the chief exe-
cutive at its head. In this way, the planning agency has had access to
the executive ministries through existing administrative channels.
Often, in fact, the executive council of the planning agency has drawn
some of its members from, or has been a subcommittee of, the na-
tional cabinet, This facilitates the co-ordination of sectoral plans.
Co-ordination may also be furthered by establishing consultative links
between the technical staffs of the several ministries and the staff of
the planning agency. In many instances, and especially in Latin
America, the important policy-making and advisory roles of the cen-
tral bank have been recognized by nomination of the chief officer of
the bank as a member of the executive council.
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269. In view of the need for adequate statistics for plan formu-
lation and progress appraisal, special efforts have been made in many
countries to link existing statistical services with the planning agency.
In a number of countries where dissatisfaction has arisen because of
the divergence between the services provided by the central statistical
office and the needs of the planning agency, the statistical office has
been brought administratively into the planning agency. In other
countries, both the statistical office and the planning agency have
been placed within the same ministry in order to ensure close con-
sultation and co-ordination. In some countries, maintenance of the
statistical office as a separate entity has been preferred on the
grounds that this office, in its role as a reporting unit, should be
independent of other bodies concerned with policy-making.

Centrally planned economies

270. In the centrally planned economies, where the basic means
of production belong to society in the form of state and co-operative
property, the management of economic activities and the over-all
development of the economy are integrated to a far greater degree
then elsewhere. While differences in planning machinery do exist
among these countries, they are generally far outweighed by the
similarities. Yugoslavia, however, presents one notable exception; as
will be observed later, the planning machinery introduced there in
the nineteen fifties differs substantially from that in other centrally
planned economies.

1. SYSTEM OF PLANNING AGENCIES

271. The highest state organs which decide and organize planning,
subject to the approval of the parliaments, are the councils of min-
isters. The jurisdiction of the parliaments embraces the approval of
the national economic plan and state budget, the periodic review
of the progress of the plan, the establishment of legislative norms
regulating the economic life of the country, the designation of the
structure of administrative and planning agencies, and the adoption
of principles for the management of enterprises as well as of the
monetary and credit system.

272. The councils of ministers have responsibility for the execu-
tion and fulfilment of national economic plans and for their modifi-
cation from time to time in accordance with changed circumstances.
The councils examine the state economic plans and the state budgets
and submit these for approval to the parliaments; they organize the
supervision of their implementation; they adopt measures to
strengthen the credit and monetary system; and, in general, they
render decisions on important matters concerning the development
of the economy.
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273. The central planning agency has invariably been responsible
to the council of ministers. The over-all directives of the council of
ministers have provided the guide-lines for the preparation of plans,
although, in practice, such decisions have taken into account sugges-
tions of the planning agencies as well as those of various committees
of the council. This interchange of views, which is a continuous
process throughout the preparation and implementation of plans,
has been greatly facilitated by the direct participation of members of
the government in the work of the planning bodies. The machinery
for planning, in fact, has extended far beyond the central planning
agencies. Each economic administration, including not only the cen-
tral government but also the industrial ministries, central industrial
boards, regional and local administrations and the individual enter-
prises, has had its own planning unit.

274. The planning agencies at each level are, in principle, con-
ceived as advisory bodies subordinated to their respective adminis-
trations. All the members of the ministerial, regional and local
planning boards are nominated by their administrative bodies; these
bodies direct their work and approve their plans before submission
to the higher administrative authorities. The planning organs at the
lower levels are thus not formally linked to the planning boards at
the higher levels; they are not legally responsible.to the planning
boards at higher levels and are not a part of a single integrated
system of planning units. In practice, however, the lower planning
boards have worked in close and direct co-operation with the planning
agencies of the higher administrative bodies. As all specific plans have
to be integrated into a single plan for each region and industry, and
finally, into a national plan, direct co-operation and consultation
between the planning agencies at various levels have been established.

2. FUNCTIONS OF THE PLANNING AGENCIES

275. The basic functions of the planning agencies are the prepa-
ration of plans, the control of their execution, the reporting on their
fulfilment, and the provision of advice to the executive bodies on
policy questions arising in the process of formulation and implemen-
tation. The implementation of plans and the management of the
economy are functions of the central governments, ministries, and
subsidiary industrial boards as well as of regional and local adminis-
trations. The central planning organs have not, as a rule, had execu-
tive powers. They have, however, received from the government the
authority to introduce secondary changes in the plan or to reallocate
material reserves in the process of implementation of the plan. As
a rule, this has related only to decisions which do not alter the basic
lines of the national plan.

276. In the Soviet Union, the organization and the function of the
planning agencies have been considerably influenced by the size of
the country and the fact that it is composed of several republics. The
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distinctive characteristics of the system of planning and implemen-
tation in the Soviet Union have been considerably accentuated by
changes which have been taking place in the last few years. Accord-
ingly, in the following paragraphs, the systems in the Soviet Union
and in the other centrally planned economies are described separately.

277. The system of planning organs in the Soviet Union com-
prises:
~ (a) The general planning organs of the central, republican and
local authorities which deal with over-all planning in their respective
territories;

(b) The planning organs of ministries and departments which
deal with economic activities under their supervision;

(c¢) The planning organs of sovnarkhozy and those of agricultural
production boards which are responsible respectively for industrial
and agricultural production in their territories;

(d) Planning units of the enterprises. .

278. Since 1957, important changes have taken place in the func-
tions of the various bodies dealing with over-all planning. The most
significant has been a substantial increase in the responsibilities of
the republican planning commissions, known as the Union Republic
Gosplans. Whereas these Gosplans previously planned mainly for that
part of industry in the republics which produces consumer goods,
building materials and timber, they now prepare plans covering the
development of all industrial branches. Thus, conditions have been
established for planning the integrated development of the economy
and the fullest possible utilization of each republic’s natural and
labour resources.

279. Concurrently with these changes, new bodies concerned with
the administration and planning of industry have been set up at the
level of the economic administration areas. These are the territorial
Economic Councils or sovnarkhozy. In regions where industry is not
sufficiently highly developed, sovnarkhozy have not been established.
The sovnarkhozy operate exclusively within the framework of the
state plans evolved by the republican and central planning organs. The
supervision of construction activities was also initially assigned to the
sovnarkhozy, but this task was later transferred to the republican
state construction committees which are responsible to the state con-
struction committee of the USSR.

280. The plans for the sovnarkhozy and union republics are
drawn up in the light of the tasks for the country as a whole as de-
fined in the unified economic development plan approved by the
USSR Government. The Union Republic Gosplans work in close con-
tact with the sovunarkhozy, the republican ministries and departments
and the lower regional and local planning organs.

281. An important role is also played by the planning units at-
tached to the governing bodies at each level in the hierarchy of admin-
istrative areas within the union republics. The co-operation of these
planning units is enlisted by the republican Gosplans for work on
matters of general economic interest, such as the preparation of the
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power balance for the entire region or territory, the formulation of
draft plans for production of all industrial enterprises in the region
or territory, and the establishment of the manpower balance.

282. The plans for those general areas of economic activity, such
as finance, foreign trade or transportation, which are not exclusively
or directly the responsibility of the union republics, are prepared by
the ministries of the USSR and other central bodies. With the assis-
tance of their planning divisions, the ministries prepare such draft
plans for submission to the USSR Gosplan.

283. The financial and credit organs play an active part in eco-
nomic planning. Every year, in conformity with the targets set in the
annual national economic plan, the Ministry of Finance of the USSR
prepares and submits to the Government a draft state budget of the
USSR. The State Bank of the USSR likewise prepares draft credit and
cash plans. The Ministry of Foreign Trade draws up a draft annual
report and import plan and a draft foreign currency plan for foreign
trade transactions. These plans are reviewed by the USSR Gosplan
from the point of view of their co-ordination with the annual national
plan, and its comments thereon are submitted to the Government.
While the financial plans are originally based on national economic
plans, their analysis may indicate the need for certain alterations in
the latter.

284. In 1962 and 1963 the administrative structure of the manage-
ment of the national economy underwent a further change affecting
the organization of the planning agencies. A newly created Higher
National Economic Council, directly responsible to the Council of
Ministers, is now in charge of the management of industry and con-
struction and of over-all planning. Management of agriculture rests
with a separate committee, which is also directly responsible to the
Council of Ministers. The Higher National Economic Council has
under its supervision the State Planning Committee, the National
Economic Council of the USSR responsible for the management of
industry, the State Construction Committee of the USSR, the State
Committee of Co-ordination of Scientific Research and state produc-
tion committees dealing with a limited number of selected industries.

285. The main purpose of the Higher National Economic Council
is to co-ordinate the work of these bodies. It has the right to adopt
binding decisions with respect to the execution of plans. The National
Economic Council of the USSR is in charge of the implementation of
national economic plans other than those relating to agriculture and
construction. It pursues its activities through the republican and
inter-republican economic councils which in turn direct the activities
of the territorial sovnarkhozy wherever several such units exist in
a republic. The Council also pursues its activities directed towards
the implementation of the economic plans through the ministries and
departments of the USSR. At the same time, it performs certain plan-
ning functions, largely in the field of supply allocation, within the
framework of annual plans. The State Construction Committee of the
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Council of Ministers of the USSR is responsible for the administration
of capital construction. The state production committees, most of
which are directly subordinated to the Higher National Economic
Council, deal with the management of enterprises in a few specific
industries placed under direct supervision of the Higher National
Economic Council.

286. The Gosplan of the USSR and the National Economic Coun-
cil of the USSR work in close co-operation with the state industrial
committees, the chairmen of which are members of their governing
bodies. The basic functions of the state industrial committees are to
elaborate projects for the development of a unified technical policy
and to prepare plans for scientific research and experimental work.
They bear full responsibility for seeing that new machinery and
technology are promptly introduced into production.

287. The Gosplans, National Economic Councils and state con-
struction committees of the union republics work under dual control;
they are responsible both to their counterparts at the level of the
Central Government and to the governments of the republics. The
Gosplan of the USSR is responsible for the preparation of long-term
and medium-term plans and for their division into annual plans; it is
also responsible for correcting annual plans in the light of experience
and of the proposals put forward by the Gosplans of the union re-
publics.

288. In other centrally planned economies, although the organiza-
tional links between the various planning bodies have been very
similar to those of the Soviet Union, their planning machinery has
differed in many respects. These differences have been due largely to
dissimilarities in the organization of management. While in the Soviet
Union the management of the economy through central ministries was
replaced by management through territorial units, in other centrally
planned economies the central ministries have as a rule continued to
direct the activities of the enterprises. In consequence, the planning
agencies next in rank to the central planning boards are ministerial
planning organs dealing with specific industrial branches; these are
followed in descending order by planning units of enterprise associa-
tions and of individual enterprises.

289. Plans of the enterprises under the jurisdiction of central
ministries have been prepared under the supervision of ministerial
planning agencies. In the Soviet Union, all enterprises located in a
given territory are under the jurisdiction of territorial units; in the
other countries, regional and local planning boards deal mainly with
the planning of activities of local interest such as housing, public uti-
lities and production to meet local requirements. In some countries,
however, the prerogatives of the local and regional boards are some-
what greater. This separation of functions is not, however, absolute.
As the enterprises under ministerial jurisdiction sell part of their
output locally, use locally produced materials and recruit local labour,
their activities are never entirely independent from the plans and
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policies of the local authorities. Consequently, the regional and local
planning units have not simply incorporated into their plans the tasks
fixed by the ministries for the enterprises under their jurisdiction,
but have prepared regional or local plans in direct co-operation with
individual ministries and with the central planning agency.

3. INTERNAL STRUCTURE OF PLANNING AGENCIES

290. The internal structure of the central planning agency has
been basically the same in all the centrally planned economies. The
agency has been invariably composed of a commission and its secre-
tariat. In some countries, its daily work has been directed by a presi-
dium composed of the chairman and vice-chairman of the commission;
in others, as in the Soviet Union, heads of agency departments have
also been members of the directing body. The secretariat has been
divided into two main groups of departments: branch departments
which deal with the preparation of plans for specific sectors and indus-
tries; and functional departments which are responsible for the co-
ordination of branch plans and their integration into global plans. The
number of branch departments has varied with the degree of aggrega-
tion in centrally determined targets as well as with the importance
attached to specific industries.

291. Planning activities in the centrally planned economies, how-
ever, have not been confined to the work of the planning agencies.
They have also embraced a considerable number of research institutes
which engage in economic analysis, studies of methodological prob-
lems and technical studies of industries. Some of these institutes
have been directly subordinate to the planning agencies. But the
planning organizations are also authorized to request assistance from
autonomous institutions such as the research institutes of the Aca-
demy of Sciences, of the universities, and the institutes attached to
ministries or to large enterprises. The all-embracing character of
planning and the subordination of all research institutions to the state
authorities facilitate the mobilization of all available expertise for
the solution of technical and economic problems encountered by the
planning boards.

4. PLANNING MACHINERY IN YUGOSLAVIA

292. In Yugoslavia, the organizational framework of planning has
differed substantially from that of the other centrally planned eco-
nomies. This has been directly related to the specific methods of
planning and management in Yugoslavia which were described earlier.
The most immediate consequence of this method of planning has been
the absence of strong administrative and hierarchic links between the
planning agencies and the productive enterprises. However, there is
considerable consultation and co-operation between planning agencies
at various levels, as well as between enterprises — either singly or
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collectively — and also between trade unions on the one hand and
planning agencies on the other.

293. The highest planning body in Yugoslavia is the Federal Plan-
ning Office. This has been responsible for the preparation of the federal
plan submitted to the Government and to the legislative assemblies.
The Office is entirely without any executive powers and acts only as
an expert and advisory body. In addition to preparing long-term and
annual plans, the Office has analysed the development of the economy
and its future potentialities, prepared policy recommendations for the
implementation of plans, and elaborated planning methods. Territorial
planning agencies exist in the republics, the districts and the local
administrative units known as communes. The less developed com-
munes, however, do not possess separate planning agencies and their
planning has been performed by planning sections of the economic
administration. The planning agencies of the republics have prepared
the plans for their territory in a way similar to that of the Federal
Office, submitting them for approval to the republican authorities.

294, The planning agencies of the republics closely co-operate
with the Federal Planning Office in the process of formulation of plans.
At the same time, consultations on planning policy proceed at the
political level, that is, in the Federal Government where republics have
permanent representatives. In this manner, although republics are not
under any legal obligation to submit their plans for approval by the
higher authorities or planning agencies, their plans are elaborated on
the same policy basis as the federal plan. Similar procedures for co-
operation exist between communal and republican planning agencies,
as well as between communes and enterprises. Thus, at various stages
of elaboration of the plans, government bodies are consulted about
the general concepts, main targets and instruments of development
policy. Such co-operation ensures that, in the process of formulation of
plans, mutual agreement is achieved on the most important problems
and goals of economic development, as well as on the aims and in-
struments of economic policy. Once the general line of economic
policy has been fixed by the federal plan and approved by the Parlia-
ment, it becomes a framework for plans of all lower bodies.



CHAPTER 4
NATIONAL PLANS AND INTERNATIONAL POLICIES

295. The intensification of interest in planning is doubtless a re-
flection of the universal desire for rapid economic growth, for im-
proved standards of living, for diversified economic structures and
higher levels of productivity. In the under-developed countries, plan-
ning has been undertaken and has in fact emerged as a principal means
for harnessing all available resources for economic development, for
reconstructing economic and social institutions and for meeting the
deep-rooted challenge presented by wide-spread poverty. The precise
patterns of growth which countries have delineated for themselves are
inevitably influenced by their individual circumstances, needs and
aspirations. With the adoption of planning by a growing number of
countries — under-developed as well as developed and countries with
market as well as non-market economies — there is greater recogni-
tion of interdependence of nations and of the need to devise ways and
institutions by which such interdependence will be expressed more
concretely and definitely to the advantage of all nations. The keen
awareness of the role and possibilities of international economic co-
operation has found expression in all world forums and at regional
levels. The expanding range of activities of the United Nations and
its specialized agencies in numerous fields and other recent develop-
ments unmistakably attest to this.

296. In seeking to eradicate poverty and to reconstruct their eco-
nomic and social structures, the under-developed countries have en-
tered upon a long-drawn-out, uphill undertaking. Although the nature
of the task ahead differs according to the nature of conditions in each
country — in particular, its size, population, natural and human re-
sources, institutional structure and the stage of development — certain
problems are common to most under-developed countries. These in-
clude, for instance, the urgent need for new skills and knowledge, for
capital equipment, and for markets for primary and other products.
As they endeavour to implement their plans — plans which are in fact
modest in relation to needs — the under-developed countries find
themselves under increasing compulsion to accelerate their economic
growth and to meet rising demands in all directions, demands fre-
quently exceeding their present capacity to save. Their need for for-
eign exchange resources is both pressing and of crucial importance and,
in addition, from time to time they may be confronted by short-run
balance-of-payments problems. Moreover, under the prevailing condi-
tions of world trade, the demand for their primary products on the
part of the developed nations fluctuates widely in price and volume
and such manufactures as they are able to produce and make avail-
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able for export prove difficult to sell. The effect of all this is to in-
crease the uncertainties of foreign trade for the under-developed
countries, to reduce their own ability to earn foreign exchange and,
by placing them in a situation of greater dependence, to make it more
difficult for them to fulfil their plans of development. In other words,
for the national plans of the under-developed countries to succeed in
their objectives and for the process of development and reconstruc-
tion to be speeded up to the utmost extent possible, national plans
need to be supported by a series of enlightened policies and measures
at the international level and on the part of all nations. Successive
economic surveys by the United Nations and other studies have re-
vealed the world-wide dimensions of the problem of poverty. Economic
developments of the past decade suggest a widening of disparities
between the rich and poor nations, such as can only serve to intensify
and prolong the struggle in which the under-developed nations are
engaged. To reverse this trend and to create the social, economic and
other conditions for rapid development in the under-developed coun-
tries has therefore been rightly viewed as a foremost aim of the
United Nations Development Decade and a common goal for all na-
tions.

1. TRENDS AND INSTABILITY IN FOREIGN TRADE

297. The incorporation of foreign trade into national plans and
the implementation of plans in the light of developments in foreign
trade have been among the most difficult and important tasks of
planning in the private enterprise and mixed economies. Fundamen-
tally, this is because trends in foreign trade are difficult to anticipate,
being dependent, not solely on domestic circumstances, but also on
economic conditions and developments in other countries. In the cen-
trally planned countries, foreign trade plans have been an integral
part of national plans and, more recently, growing economic co-opera-
tion between these countries themselves, as well as between these and
the under-developed countries, has exerted greater influence on the
size and pattern of foreign trade and on corresponding plans.

298. It may be noted in this connexion that medium-term trade
agreements have been an important feature of the economic relations
between the centrally planned countries and mixed or private enter-
prise economies, particularly the under-developed countries. On the
one hand, such agreements have permitted the centrally planned eco-
nomies to integrate their trade with other countries more closely into
their medium-term plans; on the other hand, these agreements have,
in many respects, yiclded benefits also to the under-developed coun-
tries both in terms of the stability of their trade and in terms of the
implementation of their development plans.

299. In almost all countries, foreign trade absorbs a significant
proportion of domestic output and is similarly an important source
of domestic supplies; accordingly, despite the difficulties, national
planning cannot be realistically pursued without careful account being
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taken of foreign trade. If this is true of the developed private enter-
prise economies, it applies with even greater force to the under-
developed countries. It is not only that, in many of these countries,
the level of external demand conditions the rate of domestic economic
growth by virtue of the large size of the export sector. Of more gen-
eral importance is the fact that in most under-developed countries,
at their present stage of development, by far the greater part of invest-
ment goods is not produced domestically but is purchased from the
advanced countries. Some progress has undoubtedly been made in a
number of countries towards increasing the domestic production of
investment goods, but the requirements of these countries have also
been rising rapidly. In general, the relative dependence on imported
goods for capital formation has not diminished; in many instances,
it has even increased. The need for foreign exchange has also been
mounting in order to meet some of the essential current requirements;
for example, full utilization of available capacity has often been con-
tingent upon the supply of some imported raw materials or replace-
ment parts for machinery. Thus, irrespective of whether the share of
exports in total economic activity is large or small, the supply of
foreign exchange has been a principal constraint on the rate of planned
economic development in the under-developed countries.

300. It is in recognition of this constraint that a number of the
under-developed countries have placed the prospective trends in
supplies of foreign exchange in the foreground of their economic
planning. Substantial weight has been given in the preparation of
plans to the aim of releasing an expanding supply of foreign exchange
for development uses, such as imports of investment goods and essen-
tial raw materials. Investment programmes have given priority to new
import-substituting or export-promoting industries. While these poli-
cies have been effective to an extent, the unfavourable trends in their
export trade have remained a matter of serious concern to the under-
developed countries. Over the past decades, the structure of world
demand for their export products has undergone a profound change.
The demand for most foodstuffs has a rather low income elasticity
and its growth has therefore been considerably less rapid than the
rise in incomes in the advanced countries. At the same time, techno-
logical changes have resulted in a more economical use of industrial
raw materials and have also led to the creation of synthetic substitutes.
Under the combined influence of these forces, the demand for tradi-
tional exports from the under-developed countries has proved to be
sluggish. On the other hand, production capacities for many of these
commodities were greatly expanded as a result of shortages in earlier
years. This in turn has contributed to increasing the gap between the
movements of the world prices of primary products and the prices of
manufactured goods. The declines in terms of trade, by reducing the
capacity to import, have thus compounded the difficulties encoun-
tered by the under-developed countries. Some of the industrially more
advanced of the under-developed countries, on the other hand, have
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been giving increasing attention to the need for expanding the exports
of manufactures to compensate for these unfavourable trends.

301. Over and above the sluggish long-term growth in foreign
demand for their traditional exports, the under-developed countries
have been confronted with a marked short-term instability in their
export earnings, which has placed a further heavy burden on their
ability to adapt plans to rapidly changing circumstances. Some coun-
tries have sought to lessen the impact of external instability on the
domestic economy by channelling exports through marketing boards,
others by means of variable export levies. Where exchange control has
been applied, the use of foreign exchange budgets, which are subject
to revision every few months in the light of current balance-of-pay-
ments situation, has also helped to ensure that supplies are adjusted
to requirements in an orderly manner. Through several national poli-
cies, attempts have been made to mitigate the harmful effects of such
instability, but there are serious limitations to what can be accom-
plished through the individual actions of the under-developed countries.
Successful instances can be observed where an under-developed coun-
try has been able to reach a long-term contract with its most im-
portant customer country for the sale of a fixed quantity of a major
export product at a guaranteed price. But such instances are few. It
is in recognition of this fact that a number of international commo-
dity agreements, involving multilateral contracts for purchase and
sale, export quotas and buffer stocks, have been concluded in the
post-war years and that forums for international discussions and con-
sultations have been provided in commodity councils and study
groups. But, at an operational level, progress has been rather slow,
and there is also the question whether an individual commodity ap-
proach is adequate, in itself, to meet the requirements of comprehen-
sive economic development. In this connexion, the new arrangements
introduced by the International Monetary Fund for providing assis-
tance to member countries encountering temporary shortfalls in
their exports has been noted with satisfaction by the Economic and
Social Council along with the fact that the whole subject of compen-
satory financing would be on the agenda of the forthcoming United
Nations Conference on Trade and Development.

302. It is not only as regards its level and stability that foreign
trade has presented vparticularly difficult problems in the under-
developed countries. As discussed in an earlier chapter, the integra-
tion of foreign trade into national plans has also required decisions
about the particular kinds of export-promoting or import-substituting
industries which it would be most advantageous to develop. During
the earlier stages of development, plans have tended to concentrate
upon balanced growth within the confines of domestic markets,
largely because of the limited possibilities for international special-
ization. There are, of course, exceptions, such as countries which, by
virtue of their special resource endowments, are able to produce
intermediate industrial goods at a scale far surpassing their current
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domestic requirements. In the long run, however, the process of
economic development is bound to bring about shifts and modifica-
tions in the traditional structure of foreign trade. As countries reach
higher stages of development, it becomes increasingly desirable and
even economically necessary to give attention to the possibilities of
accelerating growth through specialization in new fields of produc-
tion. This is all the more important because, as already noted, many
under-developed countries have experienced difficulty in expanding
their raw-material exports in the face of limitations of foreign demand.
In some cases, moreover, under the impact of economic development
and rising domestic incomes, the exportable surpluses of raw mate-
rials have been reduced by the growing domestic demand for these
products. Changes in the structure of foreign trade do not, however,
come about without certain problems and difficulties during the
period of transition. Considerable difficulties have to be overcome
before an under-developed country is able to compete in the world
markets for manufactured products. In recent years, the search for
markets in the advanced countries has risen for some of the manu-
factured goods which some under-developed countries have become
increasingly able to export; this has emphasized the need for more
liberal policies on the part of the advanced countries in easing access
to their markets. Opinion has also been voiced in favour of delib-
erate reservation of markets in the advanced countries for the manu-
factured goods which the under-developed countries are able to pro-
duce efficiently.

2. THE NEED FOR FOREIGN CAPITAL

303. It is apparent that, among the under-developed countries,
even the most intensive efforts to expand supplies of foreign exchange
through export-promotion and import-substitution have not béen
sufficient in themselves to yield supplies required by plans. Plans
have, in fact, generally been predicated on the assumption that the
supplies of foreign exchange earned through exports or released
through import-substitution would be augmented by an expanding flow
of foreign capital, both private and public. Such foreign capital,
moreover, is often accompanied by an important flow of technical
skill and knowledge, which, too, are scarce in the under-developed
countries.

304. Given the need for foreign funds, the under-developed coun-
tries have generally adopted a wide range of measures to obtain an
enlarged flow of these funds. They have sought the collaboration of
foreign private capital with private as well as public enterprises. The
tendency of foreign private capital in some cases to limit participation
to the private sector has tended to diminish its role in the implemen-
tation of development plans of the under-developed countries. As a
maitter of general policy on the part of international agencies and the
capital exporting countries, a broader approach in line with the
national plans is therefore to be hoped for. In order to attract for-
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eign private capital, most countries have provided assurances with
regard to property rights as well as to the remittance of profits and
the repatriation of capital; in addition, various kinds of tax incentives
have been offered to foreign investors. Despite these measures, foreign
investors are often deterred by the political risks they fear to be
connected with projects which otherwise may look attractive. Various
proposals have been made to overcome these difficulties. Possibilities
of a multilateral insurance scheme covering the risks involved have
been investigated. However, because these risks are very hard to
estimate, there are great practical difficulties in implementing such
a scheme. One other possibility which seems to offer better prospects
might be the setting up of a widely acceptable code for international
investments, stipulating rules for the mutual relations between the
public authorities of a country and the foreign investors. These rules
would outline the general conditions governing foreign private capital
and would refer to the same type of assurances presently given by
many countries on a bilateral basis. They would, moreover, stipulate
the conditions to which investors ought to subject themselves — for
example, the conditions with respect to publicity and auditing pro-
cedures. Rules might even cover joint ventures of foreign private
capital with domestic capital of private or public origin of the type
referred to above. The institutional framework for the reconciliation
and arbitration of disputes arising between public authorities and
foreign private investors would have to be agreed upon. Although the
code would not be binding on the negotiating partners, its existence
is likely to facilitate negotiations and to reduce the uncertainties
which at present often impede positive results.

305. It must be recognized, however, that even the most efficient
regulations for the international flow of private capital will not pre-
vent an uneven distribution of this flow. Private capital has been and
will mainly be attracted to those countries endowed with resources
for which world demand is buoyant. Several countries are even suf-
fering from the fact that their national private savings are leaking
away. An efficient foreign-exchange control might not always be suf-
ficient to check this movement. These characteristics have led some
observers to suggest that the governments of the capital-exporting
countries themselves should actively formulate measures to encourage
a large flow of private capital which could be tailored to suit the plan
requirements of the under-developed countries. The International Fi-
nance Corporation might further expand its efforts as a sponsor to
stimulate substantial flows of private capital and relate these efforts
to a greater extent to the development plans of individual countries.
Suggestions have also been put forward to the need for encouraging
floatations of loans in the capital markets of the advanced countries
by appropriate financial institutions in the under-developed countries.
These suggestions need to be given more concrete form through the
efforts of international agencies and the developed countries, and an
early and substantial beginning should be made to facilitate access
to the major capital markets by governments and institutions of the
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under-developed countries engaged in the planned development of
their economies.

306. In the face of uneven dlstrlbutlon and uncertain flows of
private capital, however, official economic assistance has played a
growing role in speeding economic growth in the under-developed
countries. This includes assistance from international agencies as well
as assistance made available on a bilateral basis both by the developed
private enterprise countries and the centrally planned economies.
Official grants and loans have, as a rule, tended to offset the marked
concentration of private capital flows. Indeed, without official assis-
tance, plans of many countries which have received little or no part
of the international flow of private capital in recent years would have
greatly suffered. On the other hand, as the pace of development in-
creases through more extensive efforts on the part of the under-
developed countries and through greater external assistance from
other governments and from international agencies, flows of private
capital may also be stimulated.

307. Bilateral external assistance from the developed private
enterprise countries has played a large role in assisting the develop-
ment of many countries and may continue to do so for several years
to come. That such assistance has considerable value and is needed
on a still larger scale is widely recognized. On the other hand, in
recent years certain limitations inherent in the present methods of
an approach to bilateral economic assistance have become more ap-
parent, and there is now wide-spread expression of a strong preference
for a growing proportion of economic assistance to be given on a
multilateral and international basis. Assistance from one country to
another has tended increasingly to limit purchases to the donor
country; this has, on the whole, tended to raise the costs of develop-
ment. The balance-of-payments problems of individual donor countries
have been frequently reflected in the terms and conditions on which
their credits have become available for the under-developed countries.
Through the limiting of aid almost exclusively to specific projects in
need of capital equipment, there has been a certain degree of rigidity
in the use of foreign-exchange resources, and the current balance-of-
payments situation in many recipient countries has thereby become
more difficult. It may even be said that excessive emphasis on bilat-
eral assistance may have tended to delay a co-ordinated approach to
the balance-of-payments problems on the part of the developed coun-
tries; this has been a disadvantage to the under-developed countries.
Moreover, it cannot be gainsaid that bilateral assistance can lend
itself readily to the influence of non-economic considerations and
policies.

308. In the circumstances, efforts made by the International Bank
for Reconstruction and Development to assist donor countries to co-
ordinate their economic assistance through consortiums and consul-
tative groups for a multilateral approach to aid for the under-de-
veloped countries and to broaden the scope of its own loans and those
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granted on easier terms through the International Development Asso-
ciation are to be welcomed and are deserving of greater support from
member countries. Also, the United Nations Special Fund constitutes
an important beginning for a wider scheme of international economic
assistance through the United Nations such as has been urged for
many years by and on behalf of the under-developed countries. While
certain adjustments will be needed in this field for a period, there is
little doubt that the extension of multilateral and international ar-
rangements for economic assistance to the under-developed countries
is calculated to enhance the effectiveness of aid and to speed the de-
velopment of these countries and even to assist in the solution of
important problems as between the developed countries themselves.
Moreover, without a considerable degree of international action in
relation to economic assistance, the terms and conditions of aid to
the under-developed countries may remain excessively burdensome
and it may be difficult to develop an integrated and sustained ap-
proach to individual national plans as a whole.

309. The growing economic potential of some centrally planned
economies during recent years has also allowed them to grant an
increasing amount of investment credits to a number of the under-
developed countries. A characteristic of such credits has so far been
that they have almost always been linked to the delivery of equipment
from the creditor country; arrangements for repayment of such
credits have usually been in the form of deliveries of commodities
from the recipient country. Up till now, the rate of interest on such
credits has been considerably lower than the prevailing rates on
capital markets. The period for which these credits are provided is
not uniform. In broad terms, it is longer than the duration of loans
from commercial lending institutions but shorter than the duration of
loans provided by certain international financial organizations.

310. The importance of terms and conditions of economic assis-
tance being so determined as to facilitate development to the greatest
extent possible is now being increasingly recognized and has been
especially stressed in the organs of the United Nations itself as well
as in its specialized agencies, particularly the International Bank for
Reconstruction and Development. The main considerations urged are,
first, that in “ tying ” credits to specific projects, plan priorities may
sometimes be distorted, and the current needs of an economy for
components and raw materials, more especially for securing the
fullest utilization of existing capacities, may be neglected. Secondly,
opinion in the under-developed countries is unanimous that achieve-
ment of their planned targets of investment and output would be
greatly facilitated if external assistance were assured to them as far as
possible for their plan periods and sufficiently in advance rather than
from year to year and with considerable delays as has been the situation
so far. In recent years, the mounting burden of service payments on
foreign loans has given rise to a strong need for a larger flow of
grants as well as of loans on developmental terms as regards both
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interest rates and amortization periods. In each successive plan, under
present conditions, the burden of repayments of capital and interest
becomes larger and leaves less free foreign exchange for development.
In this background, the replenishment of the resources of the Inter-
national Development Association now being considered is an essen-
tial step forward in the balanced economic growth of the under-
developed countries. In connexion with the long-term development of
the under-developed countries, the role of food surpluses of some
countries has been already significant and further bilateral and
international efforts outlined under the World Food Programme could
make a contribution of great value to the intensification of develop-
ment, especially in relation to agriculture, social programmes and the
further utilization of manpower resources.

311. Heavily dependent as the economic development plans of the
under-developed countries are on expanding supplies of foreign ex-
change, through export earnings as well as through external assistance,
it is important to make a careful assessment of the prospective
foreign-exchange requirements implicit in these plans. Yet, as noted
in earlier chapters, by no means all countries have been in a position
to overcome the difficulties connected with such an assessment. This
is due to various reasons. Even if all the necessary data were avail-
able, it is a difficult and time-consuming task, since it entails detailed
analysis of the composition, as well as of the level, of domestic output
and expenditure. But very often the necessary data are lacking to a
large extent. Information about the development during the pre-
planning period forms a rather weak basis as it does not reflect the
impact of new projects on foreign-exchange requirements. It is dif-
ficult to calculate this impact separately, dependent as it is on the
exact time shape of the investment connected with the projects, on
the part of it which can be supplied domestically, on the unpredictable
changes in the price level of foreign investment goods and on many
other uncertainties. It is even more difficult to estimate the indirect
effects of the implementation of new projects. Nevertheless, the
foreign-exchange requirements of programmes for domestic invest-
ment and output are of great importance for the success of these
programmes in the under-developed countries, and hence it will no
doubt pay to try to arrive at at least a rough estimate of their size. It
is not only that targets for investment may not be reached if the
requirements prove greater than expected. It is also that, if the re-
quirements had been better assessed initially, this might have sug-
gested a lower level and to a certain extent perhaps even a different
pattern of domestic investment which would have placed less strain
on the balance of payments. Where the scope of development efforts
envisaged already represents the minimum essential in relation to
needs, as may well be the case, a more accurate assessment of foreign-
exchange needs could enable international agencies and the more
developed countries to form a clearer appreciation of the size of the
problem and, therefore, endeavour to assist in greater measure than
they might feel called upon to do in the ordinary course.



CHAPTER 4. NATIONAL PLANS AND INTERNATIONAL POLICIES 105

3, MULTINATIONAL CO-OPERATION AND REGIONAL CO-ORDINATION
OF ECONOMIC PLANS AND POLICIES

312, There has been a perceptible tendency in recent years for
groups of countries, which are broadly at a comparable stage of eco-
nomic development, to foster close trade and other economic rela-
tions among themselves. Thus, in the under-developed countries, the
heightened interest in the advantages of specialization for orderly
economic expansion has generated not only a search for markets in
the advanced countries for manufactured products but also a broader
movement towards exploration of the possibilities for expansion of
trade among themselves. One important outcome of this movement
has been the creation of the Latin American Free Trade Area and
another has been the establishment of a common market among five
Central American countries which has initiated the co-ordination of
commercial policies in these countries. Among the member govern-
ments of the United Nations Economic Commissions for Africa and
for Asia and the Far East, considerable discussion has also taken place
about the possibilities of closer links to foster intraregional trade.

313. Concerted action by groups of the under-developed countries
to foster their economic development and to facilitate national plan-
ning has by no means been confined to the field of foreign trade.
Multinational co-operation has been sought, for instance, in the de-
velopment of river basins falling within more than one country,
integrated development of iron ore exports along with the develop-
ment of port and other transport facilities and specialization in rela-
tion to selected agricultural commodities. Co-operation in the financial
field has also led to the establishment of regional development banks.
Furthermore, recently, action has been taken 1o create regional devel-
opment institutes in Africa, Asia and Latin America in order to
provide regional centres for the training of officials in planning
methods as well as for research, dissemination of information and, in
some instances, for assistance in the preparation of national plans.
Further, there are indications of the growing awareness of the need
for greater co-operation in the planning of new industrial capacity.
Particularly in the economically small countries, where the size of the
domestic market is too small to permit efficient levels of capacity,
proposals for multinational rather than national planning of industries
with a view to reaping the benefits of economies of scale are being
examined. Such specialization need not lead to markedly different
patterns of industrialization in the co-operating countries but may
even be applied to different branches of a given industry. Work on
co-operation of this nature has already begun among the Central
American countries. These considerations suggest that forces are at
work to pave the way for regional co-operation in all matters relating
to economic planning.

314. Among the developed private enterprise economies, the Or-
ganisation for European Economic Co-operation (OEEC), set up
shortly after the Second World War, was the first major example of
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an organization designed to facilitate the co-ordination of economic
policies among the western European countries. OEEC's first task
was to assist in the allocation of foreign aid received under the
Marshall Plan among the member countries in order to complete their
reconstruction programmes and development plans. Subsequently,
OEEC contributed substantially to a liberalization of the trade
between the member countries and paved the way to a return to a
fully multilateral payments system among them. In these and other
ways, it played a key role in bringing about a large expansion in the
trade among western European countries. Recently it was reorganized
into the Organisation for Economic Co-operation and Development
(OECD), with Canada and the United States as full members., OECD’s
new undertakings include efforts to organize multilateral aid to the
under-developed countries and studies to serve as the basis for co-
ordination of economic policies of the member countries. Among
other things, these studies provide comparison and critical analysis
of medium-term and long-term projections as well as, where they
exist, of development plans. Such studies are of special help to the
member countries engaged in some form of national economic plan-
ning, particularly in the field of foreign trade provisions.

315. By comparison, the European Economic Community (EEC)
binds six of the member countries of OECD with much closer ties.
First, EEC provides for an integrated market of all products and
factors of production among the six countries through the elimination
of all quantitative controls and customs duties on the intra-group
trade, the establishment of one common tariff between them and the
outside world, and the free mobility of manpower and capital within
the group. Secondly, it calls for a common economic policy among the
six countries with regard to full employment, control of economic
fluctuations, long-term economic growth and the creation of equal
conditions for competing enterprises throughout the group. The co-
ordination of medium-term development policies is contemplated to
be based on common projections. These would be drawn up primarily
by using the projections already available in the member countries,
but certain variants derived from alternative hypotheses would also be
investigated; these projections would include the studies of the Com-
munity’s foreign trade, and would be co-ordinated with the work
undertaken by the United Nations at the world level. The common
projections should be of help in the co-ordination of the development
policies of the member countries, thus greatly increasing their effi-
ciency.

316. The growing tendency for regional groups of countries to
integrate their trade and investment policies raises the question of the
influence of this trend on the volume and direction of world trade.
There is no inherent reason why regional integration leading to a more
rational allocation of resources among the countries of a particular
region, such as is being attempted in the European Economic Com-
munity, in the countries of eastern Europe or in the Latin American
Free Trade Area, should lead to any reduction of trade with other
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regions. Indeed, such regional integration, by permitting more effi-
cient exploitation of economies of scale, can lead to a better inter-
national division of labour for the world as a whole. It is, of course,
true that regional groups may pursue policies which will inhibit their
trade with other groups. Such policies would have unfortunate con-
sequences especially for the under-developed countries which have
particularly difficult foreign-exchange problems. It is to be hoped
that regional agreements will be so structured as to avoid these
undesirable effects.

317. The process of mutual consultation and exchange of infor-
mation which has been evident at the regional level has recently
assumed global importance following the action taken by the United
Nations General Assembly. By resolution 1708 (XVI) of the Assembly
which also called for the preparation of the present report, an Eco-
nomic Projections and Programming Centre has been established at
United Nations Headquarters with regional centres in the regional
economic commissions. The Centre has initiated work on long-term
growth models for the world economy which would, by examining the
underlying economic relationships, aim at exploring the compatibility
of national plans and programmes; this would assist national autho-
rities in formulating appropriate policies within the context of an
international framework. Similar functions would, in turn, be per-
formed by the centres at the regional level. Work has also started on
the preparation of studies dealing with the problems and techniques
of economic planning under different economic and social systems.
Not only would these studies be of value to national and regional
institutes of economic development and planning, but the body of
thought emerging from such work and the dissemination of infor-
mation actively undertaken by the United Nations would go a long
way in spreading the benefits of international research. The work of
the Centre in providing substantive assistance to United Nations
technical assistance operations in matters relating to economic plan-
ning would be yet another fruitful aspect of the new venture.

318. At present several international institutions, in particular
those belonging to the United Nations family, are engaged in sup-
porting the development efforts of the under-developed countries.
This support takes different forms, such as technical assistance and
transfer of funds. Since these different institutions approach the
problems from different aspects, their actions are not always co-
ordinated with the priorities and plans in the under-developed coun-
tries. A better gearing of these activities with the plans of the under-
developed countries would therefore be of great importance.

319. In the centrally planned economies of eastern Europe, inter-
national co-operation and co-ordination of national plans have reached
an advanced stage. Such co-ordination has been facilitated by the fact
that all these countries have adopted a similar economic and social
system, maintain close political ties and are engaged in long-term
planning of economic development.
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320. Economic co-operation and co-ordination in the centrally
planned countries have gone through two distinct stages. In the first
stage, lasting from the end of the Second World War to roughly the
middle of the nineteen fifties, economic plans were prepared without
any direct co-ordination with plans of other countries. During this
period, the problems of international division of labour played hardly
any part in the planning of economic development of individual
countries and in their foreign trade policies. The development of the
economies was co-ordinated only indirectly through foreign trade and
credit relations. Indirect co-ordination was largely determined by
bilateral trade agreements for specific goods, credit agreements, and
agreements on scientific and technical exchange.

321. Since about the middle of the nineteen fifties, the interna-
tional co-ordination of national plans in the centrally planned eco-
nomies has been considerably broadened and strengthened. The sub-
stantial expansion of output and diversification of national economies
in the countries in question have brought into being direct co-opera-
tion in production among the centrally planned countries of Europe.
Unlike the first stage when the focus of its work lay in the sphere of
foreign trade, the Council of Mutual Economic Assistance (CMEA)
has expanded its activities to influence the preparation of national
plans on the basis of such considerations as economies of scale re-
sulting from mass production, and the reduction of production costs
through specialization.

322, The process of co-ordination extends not only to production
plans, but also to foreign trade plans, transportation, balance of pay-
ments and technical progress. On the basis of the co-ordination of
national economic plans, the main directions of specialization and
co-operation in production are established in interrelated branches of
industry and in the joint utilization of raw materials, fuels and
power; concerted decisions are taken concerning the joint construc-
tion of large economic inter-country projects; questions pertaining
to the development and exploitation of various types of transport and
communications are settled jointly; decisions are taken on the de-
velopment of science and technology, including the initial and ad-
vanced training of personnel. In this way, a rational international
division of labour is sought for the CMEA countries.

323, Co-operation among the centrally planned countries con-
cerned in the'development of these sectors of industry takes varied
forms, including the granting of loans, the supply of equipment and
the preparation of the necessary scientific and technical documents.
Installations constructed on a co-operative basis are the property of
the country in whose territory they are built. Accounts in respect of
credits for these projects are as a rule settled by deliveries of goods
produced at jointly constructed enterprises.

324. The tendency towards greater co-ordination of national plans
has been associated with the trend towards the expansion of trade
between the CMEA countries. Prominent among the measures to
foster these developments has been the recent decision to introduce
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multilateral settlements between the member countries of CMEA and
to establish an international bank for the group.

325, The recommendations of CMEA for the co-ordination of na-
tional plans enter into force only after agreement with the member
countries. The policies and procedures of CMEA in this respect were
given formal expression in the “ Basic Principles of International
Socialist Division of Labour ” adopted in June 1962..According to this
document, CMEA aims at increasing the over-all efficiency of the
economy of the group, but with due regard to the comprehensive and
diversified economic development of individual member countries.
Attention has also been devoted to the further narrowing and gradual
elimination of differences in the level of development of these coun-
tries. Thus, the less industrialized countries in the group might be
given preferential treatment in investment credits and in establishing
favourable prices for certain exports during initial stages of produc-
tion. The international co-ordination of plans based on these guide-
lines should, according to the “ Principles”, be applied to basic
branches of industry and should be designed to achieve the comprehen-
sive development of each country in combination with international
interbranch specialization. The co-ordination should apply primarily
to long-range plans in view of the time necessary to bring about the
required structural and technical changes. The co-ordinated plans
should constitute firm commitments for the participating countries,
in order to prevent the emergence of imbalances.

326. In addition to the economic considerations pointed out in
this chapter, it is important to recognize that the characteristics of
world trade and of international economic relations in general are
much influenced by certain non-economic factors, particularly those
affecting the relations between the centrally planned countries, on
the one hand, and the developed private enterprise countries, on the
other. Experience has shown that the solution to this problem has to
be sought to an important extent in the gradual reduction of the
tensions which pervade the whole area of international relations.
Some difficulties may also arise from the inherent differences in
commercial techniques. There is no need to siress, however, that, in
an improved world environment, the development of normal inter-
national economic relations would benefit the progress of all coun-
tries and strengthen the principles on which the United Nations is
founded.



CHAPTER 5
SOME CONCLUDING OBSERVATIONS

327. In the preceding chapters a broad survey has been made of
the methods and techniques adopted by countries with different eco-
nomic systems for formulating plans and policies of development and
securing their effective implementation. Differences in planning may
arise from many sources; among the most important of these are the
economic system, economic and social aims and values, the level of
development and the kinds of problems with which each country is
faced as a consequence of its historical circumstances, its size, popu-
lation, and present economic conditions. In the midst of great diver-
sity, a fact which stands out prominently is that most developing
countries accept the necessity of planning, as a major instrument for
achieving rapid economic growth. For these countries development
plans may provide the basis for economic policies and programmes
which are comprehensive, consistent and feasible, and may thus help
to determine the correct order of priorities, due regard being paid to
both short-term and long-term needs. Equally, the plans of developing
countries may serve as a means by which the more developed coun-
tries can make a continuing and steadily expanding contribution to
their development. From the point of view of developing countries, it
may be desirable to recall certain broad aspects of planning experi-
ence which may be of special significance in their development effort,
and to refer to some of the principal directions in which action on
their part is especially necessary for ensuring the fulfilment of plans.

328. In the formulation of plans, especially in the initial phase of
development, countries are often in a situation where the needs and
priorities of development are fairly obvious, and could be singled out
with sufficient accuracy without the use of refined analytical tools.
But in the process of growth, such priorities usually become less
obvious and more complex and the lack of adequate and accurate
knowledge about available human, natural and other resources, as
well as of basic statistical data concerning fundamental features of
the economy, may become a serious obstacle to the realistic appraisal
of development problems. Since it takes a considerable time to build
up adequate statistical facilities, it is important that each country take
systematic steps at an early stage in its development towards improve-
ment of the statistical and other information needed in the process
of planning.

329. The preparation of a plan of development is to be regarded
as the first of a series of connected steps aimed at solving deep-rooted
economic and social problems through rapid and sustained economic
growth. The plan should, therefore, provide for the necessary eco-
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nomic instruments of policy such as measures to raise the level of
saving and to direct the utilization of resources, especially foreign
exchange, towards the desired priorities; it should also provide for
the administrative and technical apparatus through which its main
objectives are tp be attained. The realization of these objectives is
necessarily spread over a considerable period, and there is, therefore,
a need for continuity in planning. The goals set in medium-or long-
term plans should be linked through annual plans with various policy
decisions and the current management of the economy. At times, per-
haps, detailed targets set for individual sectors cannot be adequately
realized because of the difficulties arising in initial phases of growth.
But under-fulfilment of some targets should not lead to disappoint-
ment and to a lack of confidence in planning. It is the process of
development itself — as expressed in the creation of new institutions,
the better utilization of human and other resources, the changes in
outlook among large numbers of persons and the wide-spread partici-
pation on the part of the community — which is central to the concept
of planning and constitutes its dynamic.

330. In recent years planning has been undertaken under such
different conditions and so extensively that there is already a large
fund of experience upon which developing countries can draw. More-
over, in all countries and especially in those with the longest record of
planning, special efforts are now being made to adapt the techniques
of planning to the requirements of changing and increasingly complex
economies. Developing countries have, therefore, the opportunity to
evolve methods of planning suited to their conditions and to apply
them to the solution of their specific problems. In larger or smaller
degree, their plans provide for the expansion of the public sector
while seeking, at the same time, to avail themselves of the possibilities
of development through private and corporate agencies. The experi-
ence of planning techniques adopted in both the centrally planned
economies and some of the more advanced private enterprise eco-
nomies has, therefore, considerable value for all such countries.

331. Even more than the devices by which plans are formulated
and elaborated, success in planning depends on the methods and
machinery through which plans are implemented and on the safe-
guards which are built into the administrative and political structure
and into the various economic institutions and enterprises themselves
against failures in plan fulfilment and execution. This aspect cannot
be too greatly stressed. In this context, the importance of systematic
and critical appraisal of progress and of relating the attainment of
plan targets and goals to a continuing assessment of current economic
conditions and possibilities should also be emphasized.

332. The main burden of development necessarily rests with coun-
tries which are under compulsion to raise levels of living for their
peoples and to develop their resources and skills with the greatest
possible speed. But for the national plans of developing countries to
succeed in their objectives, enlightened policies and measures at the
international level are equally essential. In particular, attention has
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been drawn in this report both to the critical nature of foreign ex-
change supplies for assuring economic and industrial growth and to
the formidable problems faced by many developing countries in ex-
panding their foreign trade and augmenting their own capacity to earn
foreign exchange.

333, In addition to their own efforts to mobilize resources, the
plans of developing countries appropriately assign an important role
to external assistance. Attention has been drawn in this report to the
serious limitations surrounding the existing arrangements and, in
particular, to continuing uncertainties in the availability of external
resources, to distortions in plan priorities and other disadvantages
arising from the “ tying ” of credits to specific projects and to specific
currencies, and to the heavy burden of repayments which, in turn,
greatly increases the strains on development. While recognition has
been given to the value of bilateral assistance —in so far as it has
been available — this report has pointed to certain problems inherent
in such aid, and it has urged the extension of multilateral and inter-
national arrangements for economic assistance to the under-developed
countries. It is believed that this would enhance the effectiveness of
the aid received by them and would speed their development by pro-
moting more satisfactory terms and conditions for all concerned as
well as a more integrated and long-term approach to individual na-
tional plans as a whole. An expanding international system along the
lines envisaged would also facilitate the greater flow of private capi-
tal from the developed to the under-developed countries under con-
ditions which would be conducive to the best long-term interests of
both. Some directions in which such capital movements might be
stimulated have also been indicated.

334, The integration of foreign trade into national economic plans
presents difficult problems to which reference has already been made.
Important questions relating to market conditions for primary com-
modities and the possibilities for absorption of imports of manu-
factured and semi-manufactured commodities from the developing
countries are at present the subject of close study and will be con-
sidered more fully in the international forum provided by the United
Nations Conference on Trade and Development to be held in 1964, In
addition to stressing the urgency of practical and extensive action on
these and allied matters, reference may be made here to two other
considerations. First, problems of trade and development should be
viewed together, both within countries and at the international level.
Thus, it should be the deliberate objective of the developed countries
so to formulate their own plans and policies that certain promising
possibilities of production and trade would, as it were, be marked
out for the benefit of the developing countries. Correspondingly,
developing countries should design their own development plans so as
to take full advantage of these and other possibilities. Secondly, since
the realization of these possibilities would demand sustained action
through national plans, and by way of programmes for investment
and technical development, the developed countries should endeavour
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to evolve measures and policies, in the context of the Conference on
Trade and Development and otherwise, to make available the neces-
sary economic and technical assistance to the developing countries in
order to enable them to carry through these plans during the coming
years.

335, It is now apparent that the problems with which under-
developed countries are confronted are in fact far more complex and
difficult than was commonly assumed some years ago. There are
serious limits to the progress that may be achieved without far-reach-
ing changes in policies and approach at the international level. To
state this is not to underestimate the importance of the efforts which
the under-developed countries must themselves make or to fail to
recognize the contribution which international agencies and the more
developed countries have already endeavoured to make. The essential
fact is that the scale and tempo of the developmental efforts, now
being undertaken, both at the national and international levels, are
far from adequate, and larger endeavours on the part of individual
countries must be supported much more fully by bold and far-sighted
measures and policies at the international level. In particular, in rela-
tion to the United Nations Development Decade, it should be urged
that the various international agencies within the United Nations
family might consider afresh how the programmes now under way and
the policies being pursued could be better integrated with national
development plans so as to secure the more speedy fulfilment of
their high priority goals and accelerate economic and social progress
generally.
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ANNEX I

Terms of reference

EXTRACT FROM RESOLUTION 1708 (XVI) ADOPTED BY THE GENERAL ASSEMBLY
AT ITS 1084th PLENARY MEETING ON 19 DECEMBER 1961

PLANNING FOR ECONOMIC DEVELOPMENT

The General Assembly,

Convinced of the urgent need of the less developed countries to estab-
lish and implement national, allinclusive and well-integrated development
plans to build up their societies in accordance with their own individual
precepts,

Realizing that to this end it is necessary to advance further the devel-
opment of planning techniques that can be adjusted to the specific needs
and problems of various countries,

Taking into consideration the growing trend towards the use of fiif-
ferent forms of planning in the economic policies of developing countries,

II1

1. Invites the Secretary-General, with the assistance of a group of ex-
perts composed with due regard to their familiarity with various planning
techniques under different economic systems and in co-operation with the
appropriate institutions of different countries, to prepare a study summar-
izing the experience gained and the techniques in use in the planning
of economic development by different countries, and at the same time
expresses the hope that the Governments of Member States will help to
carry out that study;

2. Requests the Economic and Social Council to examine the study at
its thirty-sixth session and to submit to the General Assembly at its eigh-
teenth session its recommendations concerning the utilization of experience
of economic planning in the interests of developing countries;

3. Further invites the Secretary-General to prepare a special chapter
on questions of economic development planning in one of the forthcoming
issues of the World Economic Survey.
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ANNEX 11

Draft relating to chapters 1, 2, 3 and 4
submitted by Professor M. Z. Bor

CHAPTER 1
THE FORMULATION OF PLANS

SOCIALIST COUNTRIES

FORMULATION OF PLANS TO ACCELERATE PRODUCTION AND CONSUMPTION
AND THE TRANSFORMATION OF THE ECONOMIC AND SOCIAL STRUCTURE

1. Increased rates of economic growth, the primary objective confront-
ing the less developed countries, cannot be successfully achieved merely
by analysing the pattern of demand and the conditions in which available
resources may be most fully utilized. The solution lies in the creation of
conditions in which the rapid growth of these productive resources can
take place, which presupposes radical changes in their structure and the
priority development of those elements of this structure which would
stimulate the over-all rapid growth of production and consumption. These
objectives can only be attained by means of a combined economic and
political approach.

2. Objectives of this kind have been attained before and are being at-
tained today above all by the socialist countries, which in the process
have accumulated a wealth of experience in planning methods. This ex-
perience comprises a series of elements and approaches which may be
successfully used by other countries, particularly the less developed coun-
tries of the world.

3. In the preparation of plans, a careful study is first made of the
needs of the economy and population for material goods and services,
education, health services and so on. At the same time, depending on the
level of development attained and in the light of the country’s possibilities,
are determined the resources necessary for the satisfaction of these needs.

4. The rapid and balanced development of the economy presupposes
the co-ordinated, deliberate activity of all sectors of the country’s economy
and the consistent observance of the principles of democracy, which en-
sure that the economic tasks are in full accord with the interests of the
people and win the unconditional trust of the people in the state autho-
rities elected by them and in the economic directives issuing from those
authorities.

5. The combination of centralized state management with the free
exercise of creative initiative by local authorities and groups of under-
takings makes for the unity of the planned targets of the state as a whole,
which comprise the main guidelines for economic development, and of
the planning projections of undertakings, districts and regions. In these
projections, all potentialities and resources for the further increase of
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production and construction are taken into account from every point of
view. At the same time the local authorities must take care, in drafting
their plans, to preserve the national economic approach and give first
place to the interests of the State as a whole.

6. The most important principles of national economic planning are
correct and rational location of industry, the proportionate development
of all branches of industiry, wide-spread specialization and co-operation.
It is particularly important that the economies of the districts should
develop in concert, with rational specialization between them.

7. Two basic methods are used in the USSR in preparing national
economic plans:

(a) The method of technical and economic estimates, geared to the
targets fixed by the plan. In working out these estimates, extensive use is
made of the deductions and general conclusions of such disciplines as
statistics, accounting and practical economics. Mathematical procedures
which rely on modern electronic computing techniques are acquiring in-
creasing importance in the preparation of technical and economic esti-
mates;

(b) The balance method for the co-ordination of all divisions and
indicators of the plan. Such co-ordination ensures that the proper inter-
relationships are maintained in the development of the individual branches
and sectors of the economy, in all the links in the chain of planning, and
at all stages of the preparation and execution of the plan and of the
supervision of its implementation.

8. All projections of production growth in the individual branches are
based on detailed technical and economic estimates both of demands for
a given type of product and of the quantities in which it can be produced.

9. Technical and economic estimates are primarily based on planning
standards. These are worked out by careful scrutiny of the results achieved
by enterprises which operate at above the average level and especially by
advanced enterprises. Furthermore, in order to make the standards suf-
ficiently differentiated and realistic, all enterprises, collective farms, con-
struction projects and so forth are divided into groups according to
similarity of operating conditions.

10. The planning standards form the link between the method of
technical and economic estimates and the balance method of planning. On
the one hand, technical and economic standards are used to determine
the requirements of the national economy for particular types of products,
particular operations and services, and the scale on which each is pro-
duced; on the other hand, material balances are used to co-ordinate
requirements with resources. Lastly, the planning standards from which
requirements and resources are calculated are themselves the outcome of
engineering and economic estimates.

11. Thus, the targets set for the basic operations of branches of the
national economy (production, construction, transport, etc.) are based on
technical and economic estimates of productive capacity, estimates of the
rate of supply of industrial materials, and estimates of the labour force
and its productivity. Particular importance is attached to ensuring that
production targets are soundly based from the standpoint of financial
resources.

12. Among the various technical and economic estimates used in the
process of national economic planning, estimates of the economic effec-
tiveness of introducing new techniques, mechanization and automation
into production processes hold a special place. Estimates of this type are
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made at every stage of projection and planning. They make it possible to
determine the most effective lines for the technological development of
industrial production, to establish the sequence of operations, to deter-
mine the annual saving, and to show the effect of these operations on the
indicators of the national economic plan.

13. The solution of the problems involved in estimating economic
effectiveness is based upon a comparison between the indicators of the
variant to be introduced and an initial base. The correct choice of this
base largely predetermines the accuracy of the estimates of effectiveness,
which must provide an answer to two questions: firstly, how much of
an advance does the measure in question represent, and is its adoption
possible? Secondly, what effect will its adoption have on the national
economy?

14. In order to answer the first question, we take as the initial base
the indicators of the best examples of domestic and foreign technology,
and in order to answer the second question, the indicators of the tech-
nique which is to be replaced. If the examples to be introduced are in
wide-spread use, the indicators chosen as the initial base for calculating
the economic effect may be those of the technique in most general use in
the branch concerned.

15. The basic indicator of the economic effectiveness of measures for
the introduction of a new technique is the annual economic effect.

16. In choosing variants, use is also made of such indicators as the
specific capital investment per unit of new capacity, the change in the
rates of raw material, fuel and power consumption and of expenditure of
labour, and the utilization of equipment and production space calculated
per unit of output or of work completed.

17. The expression balance method, as used in planning, statistics and
stock-taking, means the combination of devices used for the purpose of
co-ordinating and reconciling interdependent indicators. However varied
the indicators may be, these devices have only one purpose: to “strike a
balance ” —in other words, to achieve concordance among these inter-
dependent indicators.

18. In planning the national economy, the balance method is used to
ensure maintenance of the necessary proportions and growth rates in the
development of the economy, the mobilization of domestic resources and
the building up of reserves.

19. In order to avoid any interruption of the production process, care
must be taken to correlate the demand for means of production by some
branches with the volume of their production by other branches. This is
another purpose for which national economic balances of various kinds
are prepared.

20. The system of balances includes:

1. Balances of the material components of production, consumption
and accumulation;

2. Manpower balances;

3. Financial balances.

21. The balances of the material components of production, consump-

tion and accumulation comprise:

(a) Balances of natural resources;
(b) Balances of productive capacity;
(¢) Balances of fixed assets;

(d) Material balances.



118 PLANNING FOR ECONOMIC DEVELOPMENT

22. The balances of natural resources show the state of, and the
changes in, the most important natural factors of social production. The
balances of land, arable and other agricultural areas and water resources
provide the starting-point for working out long-term plans of agricultural
development, while the balances of ore and non-metallic mineral reserves,
timber, etc. serve as the basis for planning the development of the ex-
tractive industries.

23. The balances of productive capacity show the state of productive
capacity by branch of the national economy and changes in that capacity
over the period covered by the plan; they provide a means of co-ordinating
productive capacity with the requirements of the national economy for the
most important types of industrial products, and of co-ordinating generat-
ing capacity with the economy’s demand for power.

24, The balances of fixed assets show the country’s basic productive
and non-productive assets by branch of the national economy. They provide
the answer to questions concerning the manner and rate of renewal
of fixed assets, concerning their depreciation, concerning the relationship,
by branches of the economy, between the portion of fixed assets consumed
and the portion newly brought into operation, etc.

25. Material balances are divided into balances of means of production,
and balances of consumer goods. The first group includes:

(a) Balances of industrial products for use in current production:
metals, coal, oil and petroleum products, chemicals, electric power, etc.;

(b) Balances of machinery and equipment: lathes, turbines, genera-
tors, ships, locomotives, automobiles, tractors, combines, metallurgical and
chemical equipment, etc.;

(c) Balances of industrial products for use in construction: cement,
roofing-felt, slate, bricks, lumber and other building materials;

(d) Balances of agricultural raw materials for industrial transforma-
tion: cotton, flax, wool, other raw materials of animal origin, oil-seeds,
beets, etc.;

The second group includes:

(a) Balances of industrial products for public consumption: fabrics,
footwear, garments, sugar, preserves, confectionery, etc.;

(b) Balances of agricultural products for consumption by the popu-
lation: meat, milk and dairy products, potatoes, vegetables, fruit, etc.

26. The classification given is, of course, an arbitrary one. Various
industrial products and agricultural raw materials are at one and the
same time used in current production and in construction (metals and
lumber) or belong both to the category of means of production and to
that of consumer goods (milk, meat, sugar, vegetables, fruit, etc.).

27. Depending on their scope and content, material balances may be
classified as (a) national economic, (&) district, or (¢) individual.

28. Manpower balances are extensively used in drawing up national
economic plans. In order to fulfil the production programme and reach
the quantitative and qualitative targets set by the plan, a branch of the
economy must have the appropriate productive labour force, possessing
the appropriate skills.

29. Manpower balances make it possible to co-ordinate and reconcile
the requirements of individual branches of the national economy and
districts of the country with the supply of skilled and unskilled labour.
The system of manpower balances includes, firstly, balances of labour
reserves, which show the state of these reserves and how it changes
during the period covered by the plan, and, secondly, manpower balances



I1. DRAFT RELATING TO CHAPT. 1, 2, 3, 4 SUBMITTED BY PROF.M.Z. BOR 119

proper, which establish labour requirements, co-ordinate those require-
ments with resources, and lay down the distribution of labour in accor-
dance with the specific economic and political objectives for a given
period.

30. The third and last main group of balances used in the national
economic plan is that of financial balances. These are used to achieve
allround co-ordination between, on the one hand, the production, distri-
bution and circulation of the output of the national economy in its natural,
physical form and, on the other, the formation and use of the incomes of
enterprises, collective farms and the population.

31. The main financial balances are the state budget (the country’s
principal financial plan); the income and expenditure balances of enter-
prises, departments and ministries; the cash and credit plans of the State
Bank and the special banks; the balance of the monetary income and
expenditure of the population; and the aggregate financial plan of the
State. :

32. Most of the under-developed countries have begun their plan for-
mulation with the construction of aggregates in order to provide a broad
framework of targets for total output and its distribution between con-
sumption, investment and exports. As a preliminary to the planning of
resource allocation, some initial estimates have been made about the
potential rate of increase in total output and imports, about the proportion
of additional income to be saved and invested and about the rates of
increase in consumption and exports. Where comprehensive planning has
been vigorously pursued, however, and where physical and financial plans
have been elaborated in detail, it has often been found necessary to alter
substantially the initial targets derived from the aggregate model. Thus,
the task of planning at the aggregate level has been less to construct
models from which the requisite changes in the composition of output and
resource allocation could be derived than to test the consistency and
over-all feasibility of sectoral production plans.

33. It could be argued, in formal terms, that this difference in the role
of aggregate models is only one of degree; a practical purpose of an aggre-
gate model in an advanced private enterprise economy, after all, has also
been to indicate the changes in policy required to sustain high and rising
levels of activity. But at the operational level, the difference looms large
indeed. Estimation of the aggregative relations, in effect, cannot be geared
so closely to past experience but has to be built upon detailed analysis of
future changes in the structure of the economy and, even more important,
upon the intent of governmental policy. An increase in the level of saving,
for example, which is a common aim in under-developed countries, gen-
erally is heavily dependent on the prospective trend in public saving.
Governments have therefore to make decisions about the fiscal and current
public expenditure policies which they propose to pursue. Indeed, a par-
ticular value to be gained from the exercise of constructing an aggregate
model is that it helps to indicate concretely the extent to which policies
would have to be changed in order to realize any particular increase in
saving; governments can weigh the longer-run benefits ensuing from an
increase in saving against the shorter-term costs in terms of higher taxa-
tion or limitations in current expenditure. To estimate the prospective
level of total saving, under-developed countries have therefore been re-
quired to engage in detailed projections of public revenue and expenditure
as well as in some analysis of private saving and of their capacity to
secure and service foreign capital. By no means all countries have, in fact,
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undertaken such detailed work, but the need has been obvious. Only from
such studies and on the basis of governmental decisions about fiscal and
budgetary policies has it been possible to arrive at some realistic estimate
of the aggregate level of investment that might be supported. Similarly,
reliable estimates of the aggregate capital-output ratio or of the import
function have rested, not merely on past trends in these relations, but on
detailed analysis of the capital and import requirements implied by the
prospective composition of domestic output and demand.

34. The process of working out a plan involves: (a) analysing the de
facto state of the economy and culture; (») determining the real potentia-
lities (i.e., resources and requirements) for their development; (¢) setting
the basic aims of the plan, and (d) selecting the methods of solving
planning problems.

35. The main purpose of an analysis of pre-plan economic conditions
is to bring to light new economic reserves whose utilization will make it
possible to speed the pace of economic development. The process of ana-
lysing the relative rates of development of the various economic sectors
and determining trends is a complex one, since the development of each
sector or region is studied in the light of the interests and needs of the
economy as a whole and of the results achieved in related and inter-
dependent sectors and regions. The aim of this analysis is to ensure that
available resources are utilized with a view to meeting the specific require-
ments of each region or sector and of the country as a whole — essen-
tially, in other words, to determine the extent to which production is
geared to consumption.

36. The analysis of economic development entails study of the inter-
relationships within each economic sector, between related sectors within
the various republics and economic regions, and between the economic
regions. Among the pivotal economic interrelationships subjected to care-
ful analysis is that between the rates of development of production of the
means of production and production of consumer goods, the relative
developments of industry and agriculture, the correlation between the
extractive and the processing industries, etc.

37. The analysis of economic interrelationships calls for weighing not
only the material factors in production. The wages fund and other per-
sonal income are examined in relation to the volume of consumer goods’
production, the market fund, and the volume of paid services provided to
the public. The volume of capital works is examined in relation to the
appropriations made to finance them. The volume of production is studied
in conjunction with the volume of capital construction, of construction of
personal and community facilities, and of housing construction, with total
goods turnover, and with budget estimates.

38. The analysis of economic interrelationships makes it possible to
determine over-all and specific trends in economic development and faci-
litate efforts to influence those trends in desired ways—for example, in
order to intensify the development of particular branches of heavy in-
dustry, agriculture or consumer goods’ production, to raise the economic
level of particular regions at a swifter pace, etc.

39. Of great importance is the comparative analysis of interdependent
indicators of production operations in related economic sectors and at
similar enterprises, as well as the exploration of new ways of improving
the utilization of productive capacity, raising labour productivity, and
achieving savings in raw materials and fuel.
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40. The analysis must not, of course, be limited to the examination of
average indicators, average results, average actual rates, etc. Separate
analyses are made of groups of enterprises and construction projects of
a given type, groups of co-operatives, and so forth. The experience of
pace-setting enterprises which have achieved superior results is carefully
studied with a view to using progressive indicators in the preparation of
the new plan. Extensive use is made, in this connexion, of the “ grouping ”
method and of the comparative analysis of economic indicators for similar
enterprises. Analysis of the dynamics of economic processes extending
over a number of years is helpful in determining patterns which must be
taken into account in the preparation of economic plans.

41. Of great importance in fixing plan targets for industry, construc-
tion and transport is the analysis of those maximum production levels
which were consistently- maintained.

42, The analysis of pre-plan economic conditions ends with a general
evaluation of the country’s level of economic development and of the
living standards of the population. This evaluation is based on the coun-
try’s actual natural-resource and economic potential and on comparison of
Soviet indicators with comparable ones for other countries—as a rule,
the economically more advanced countries. The evaluation of potential,
for example, involves comparing available raw materials and other natu-
ral resources with the extent of their utilization, productive capacities
with the level of demand for the products concerned, and available sup-
plies of goods with the level of consumption. The other phase of the
evaluation entails the comparison of absolute figures for volume of pro-
duction and of other economic indicators. Similar comparisons of volumes,
rates and interrelationships carried out at later stages in the planning
process make it possible to fix more precise criteria and optimum limits
for various plan targets.

DETERMINING ECONOMIC DEVELOPMENT POTENTIAL

43. In preparing a workable plan for economic development, the next
step after analysis of the level of development already achieved is to
determine the objective potential for continued development. The factors
that go into this determination include population growth, changes in
population structure, the supply of skilled labour, existing and potential
reserves of basic equipment, raw materials and other natural resources,
and possibilities for raising labour productivity.

44, The ultimate purpose of all economic planning is to satisfy society’s
needs as fully as possible. Hence, its objective must be to ensure the
fullest and most efficient possible utilization of the country’s human re-
sources and a steady rise in living standards.

45, Population growth and changes in population structure play an
important part in determining a country’s economic development potential.
In that connexion, the following objectives must be kept in mind:

(a) Full employment of the entire able-bodied population;

(b) Proper distribution of manpower resources among the various
economic sectors and geographical areas;

(c) A steady rise in the general productive and technological level of
the population.

46. Analysis of the country’s manpower resources is designed to de-
termine what the total extent of those resources will be during the plan
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period, to find out what possibilities exist for increasing the total in
absolute and relative terms, and to ensure that the available resources are
distributed among the various economic sectors in accordance with the
needs of society.

47. The long-term analysis of population trends, as regards both the
general population and that part of it which is employed in the national
economy, and of the most important interrelationships in the nation-wide
distribution of manpower resources provides the basis for projecting
possible absolute and relative increases in manpower resources during the
plan period and for determining the general trend in the distribution of
those resources by occupational categories, economic sectors and social
groups.

48. In order to ensure proper allocation of labour and the most
effective possible utilization of the country’s manpower resources, conso-
lidated plan balances of manpower resources are prepared.

49. The balance also reflects the distribution of manpower resources
by main types of employment (actual distribution during the period
covered by the balance and anticipated distribution during the plan
period).

50. The plan balances of manpower resources are prepared for the
Soviet Union as a whole and also separately for the individual adminis-
trative and economic regions.

51. As we have pointed out above, a country’s potential for economic
development is determined not only by its manpower resources but also by
its material resources (equipment, raw materials, etc.) and by the possi-
bilities for increasing labour productivity.

52. In order to determine the extent to which the country’s productive
capacities will permit it to increase production, we must know (a) what
productive capacities are at present being utilized, (») the extent to which
capacities at operating enterprises can be expanded through the intro-
duction of new technology and the improvement of existing technological
processes, and (c¢) the extent to which new capacities can be created
through the construction of new enterprises and the expansion of existing
ones.

53. The most important tool for preparing an industrial production
programme is the balance of productive capacities for the most important
branches of industry.

54. The balance of productive capacities is prepared on the basis of
a predetermined set of production items (cast iron, steel, sheet metal,
coal, oil, etc.) and includes indicators for existing capacities at the start
of the period, for capacities brought into production and de-activated
capacities, for capacities expected to be in use at the end of the period,
and for mean capacities employed throughout the period.

55. In economic planning, productive-capacity computations are used
primarily as the basis for industrial-production planning, as well as for
capital-investment planning, for preparing equipment-distribution balances
and plans, for planning economically desirable types of specialization, and
for planning expanded intra-district and inter-district co-operation.

56. The planning and construction of new enterprises and the expan-
sion of existing ones call for the creation of a suitable raw-materials
base. Hence, the national economic plan fixes targets for the development
of a mineral-and-raw-materials base and for the creation of essential
proved reserves of minerals.
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57. Plans for supplying industry with minerals are based on the needs
of industrial enterprises which are already in operation, under construc-
tion or scheduled for construction during the plan period.

58. The nature and scope of search and survey operations in con-
nexion with any given mineral are determined by the following basic factors:
(a) the longrange requirements of the national economy for the mineral
in question, (b) potential geological resources, and (¢) economic condi-
tions in the areas which are being surveyed.

59. The long-range requirements of the economy for a given mineral
are computed on the basis of data on designed capacities of enterprises,
on total proved reserves, and on the anticipated level of production of the
mineral at the beginning and end of the plan period.

60. The development of agriculture, like that of industry, depends to
a very great extent on the material and technological base, the primary
factor in which is the availability of arable and other economically ex-
ploitable land.

61. The aggregate figure for sown land areas is determined on the basis
of the balance of economically exploitable land, which provides an over-all
picture of the state of land use in the country. Analysis of this balance
makes it possible to estimate the possibilities for further improving the
utilization of economically exploitable land and for putting unoccupied
areas, virgin land, temporarily marsh-ridden areas, etc. to agricultural use.

62. In addition to the availability of arable and other economically
exploitable land, live-stock and pouliry reserves, and other natural factors,
the availability of tractors, agricultural machinery and other equipment is
an extremely important element in any determination of the possibilities
of expanding agricultural production.

DETERMINING THE MAIN ECONOMIC AND SOCIAL GOALS TO BE REACHED
DURING THE PERIOD COVERED BY THE PLAN

63. Analysis of the actual state of the country’s economy in the period
preceding that of the plan and detection of possibilities for economic devel-
opment pave the way for determining main economic and social goals.

64. In the development process of the socialist countries the main
goals of economic planning have been technological and economic indepen-
dence of the country, high growth rates of production and consumption,
maximum expansion of the public socialist sector in all branches of eco-
nomy, prevention of imbalances in the economy and accumulation of re-
serves for the effective fulfilment of all tasks. In each countiry, certain goals
are set depending on the particular stage of development.

65. For example, the Soviet Union’s long-term plan for 1961-1980
aims at:

(a) Creating the material and technological basis of communism;

(b) Leading the world in per capita production, increasing the volume
of the national product by approximately 5 times, of national income by
approximately 5 times, industrial output by more than 6 times, agricultural
production by 3.5 times;

(¢) Achieving the world’s highest rates of labour productivity;

(d) Attaining the highest standard of living in the world for the whole
population, increasing per capita real income by 3.5 times.

India’s third five-year plan (1961 -1966) has the following aims:

(a) To secure an increase in national income of 5 per cent per annum;
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(b) To achieve self-sufficiency in food grains and increase agricultural
production to meet the requirements of industry and exports;

(¢) To expand basic industries such as steel, chemicals industries, fuel
and power, and establish machine-building capacity so that the requirements
of further industrialization can be met mainly from the country’s own
resources;

(d) To utilize to the fullest possible extent the manpower resources of
the country;

(e) To bring about reduction in disparities in income and a more even
distribution of economic power.

66. Under any conditions the most important objective of planning,
very broadly speaking, will always be to bring about that disposition of
available productive resources and manpower which would best ensure the
expanded reproduction of the country’s productive forces with a view to
the maximum satisfaction of society’s needs at minimum expense.

67. An important goal of planning rates of economic development is
the attainment of a higher rate of industrial development as compared
with the growth rate of agricultural output, and, within industry, an acce-
lerated expansion of the progressive branches: power production, engineer-
ing, chemicals. No prosperous economy is possible in any country without
a highly developed industry.

68. Maximum exploitation of a country’s total industrial potential
creates the objective conditions for full utilization of manpower resources
and a rapid rise in material and cultural levels of living.

69. The magnitude of the broad targets of a plan for a given period is
at present determined in socialist countries with the help of the planning
balance of the national economy. This balance reflects:

(a) Expanded reproduction of the national product on the basis of the
more rapid development of heavy industry relative to the rest of the
economy;

(b) Expanded reproduction of the labour force on the basis of a con-
stant rise in the standard of living of workers and a numerical increase in
skilled personnel;

(c) Expanded reproduction of socialist production relationships.

70. The balance of the national economy is worked out first as a re-
porting balance. On this basis a planned balance is formulated which is
used in determining the general level and growth rates of social production
during the period of the plan, and in working out the proportionate rela-
tionships between the state sector and the collective-farm and co-operative
sectors and between branches and sub-divisions of production needed by
society in the light of the requirements of economic laws and particular
goals of economic construction. The main structural sections of the new
balance are:

1. A consolidated section, which contains a composite table, balances
of reproduction for the main sectors of production, balance of fixed capi-
tal, table of magnitudes, comparative magnitudes and rates of development
of the national economy;

2. Balance of production, distribution and utilization of the national
product, along with balances of the means of production and consumer
goods;

3. Consolidated balance of production, distribution and final utilization
of the national income, along with a balance of the standing of accounts
between the State, co-operatives, collective farms and individuals, and a
balance of the money income and expenditure of the population;
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4. Balance of manpower resources.

71. The experience acquired in socialist countries in the preparation of
reporting and planning balances makes it possible to work out a provi-
sional balance of the national product and, with the help of this, tentatively
to determine the most important indicators of the process of expanded
reproduction for the period in prospect. The provisional planning balance
of the national product is based on the indicators in the reporting balances,
on analysis of the ratios and interrelationships that have actually devel-
oped, and on a careful inventory of unused reserves and possibilities
(primarily those which are associated with technical progress, increased
productivity of social labour and more efficient allocation of manpower
resources).

72. After the main indicators of the plan are replaced by the “ draft
plan”, in other words, when the material, manpower and financial balances
have been prepared and the indicators of the production and distribution
of the output of the various sectors have been determined on the basis of
technical and economic computations, the balance of the national eco-
nomy, and particularly the balance of the national product, takes on a new
role. The balance then serves as an instrument of verification and correc-
tion of the plan’s internal relationships.

73. The key to the practical problems that arise in determining the real
possibilities for economic development is basically found in the counter-
measuring and balancing of demands and potentials.

(a) Means of production

74. Preferential expansion of the production of means of production
may be achieved at various levels above the growth rates of sub-divisions 1
and 2 in paragraph 70. The indicator in question therefore determines only
the direction of change of the correlation between the two sub-divisions of
social production. The actual correlation must be established at the level
where it aids to the greatest extent in accelerating the rate of growth of
production and consumption.

75. In addition to being divided into production of means of produc-
tion and production of consumer goods, social production is further
divided into two large groups of productive branches: extraction and pro-
cessing. The first group covers the extraction of industrial raw materials,
the production of primary agricultural commeodities and the production
of power resources, among which the fuel-extracting branches are of decisive
importance; in the second group are all the remaining branches which
process raw materials.

76. The correlation between the extractive and processing branches is
one of the main proportions in material production. In generalized form it
expresses the sum of specific branch proportions in extraction and pro-
cessing.

71. The first matter that is determined in ascertaining the public re-
quirement for means of production is the volume of their output by
industry.

78. In this connexion account in taken of the requirements for equip-
ment, power, fuel and materials both in industry itself and in other sectors
of the economy, that is, in capital construction, agriculture, transport,
trade, and various branches of social and cultural development.
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79. Determining the economy’s needs for industrial produce is a highly
complex matter, since in the process of reproduction the different branches
of industry are connected and interdependent.

80. A correct assessment of these many-sided connexions, and their
correct reflection in economic plans, may be achieved by applying the
principle of the basic link. This means that in preparing a plan, the group
of basic, leading branches of industry is set apart, and for them a set of
preliminary plans is made, after which connected plans are drawn up for
all other branches of industry. Naturally, in the course of work on the
over-all plan, and in the effort to ensure its total integrity, the preliminary
plans may be materially altered. Since the main factor for the growth of
all industry is an increase in the productivity of social labour— and this
occurs mainly as a result of the growing technical arsenal at the disposal
of labour — planning throughout the field of production of means of pro-
duction concentrates on the more rapid increase in the supply of labour
tools and, generally, of all the basic means of production. Since, moreover,
the most decisive of all labour tools are those meant for the reproduction
of new labour tools, the production of machinery designed to produce
machinery is planned at particularly rapid rates.

(b) Consumer goods

81. A particular feature of planning for consumer goods’ production is
that, not only is the steady and rapid growth of such production sought
(that is, rates exceeding population growth rates), but a specified correla-
tion is established between the structure of such production and the struc-
ture of popular demand. Since the structure of this demand, at the root of
which lies the variety of man’s requirements, is exceedingly complex, the
most general rule in planning consumer goods’ production is to establish
the proper relationships for the development of food and non-food pro-
duction. The fastest growth rates are now being set for the production of
non-food commeodities, and in this category the relative importance of com-
modities for cultural and personal use is increasing with particular speed.

82. As a nation’s productive forces develop, the structure of popular
demand changes fundamentally. Some demands are fully met, others only
arise. This demands a steady rise in the output of consumer goods and
constant structural adaptation. The structure of consumer goods’ produc-
tion must also ensure the maintenance of a certain balance, particularly
between contiguous and interrelated sectors (the sewing and textile indus-
tries, the agricultural processing sector and agriculture itself, etc.).

83. The purchasing fund of the population is calculated with the aid
of the balance of personal income and expenditure. The latter provides
a means for ensuring the necessary co-ordination of the purchasing fund
with commodity resources and the commodity circulation plan, and it also
helps in the determining of necessary measures for the expansion of paid
services rendered through the system of domestic services establishments,
community and transport undertakings, cinemas, theatres and communica-
tion agencies.

(c) Agricultural produce

84. The problem of determining demand in this area is central to the
planning of agricultural production. On its correct solution depends the
satisfaction of the population’s consumer goods’ needs, the balance between
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industry and agriculture, the development rates of the individual branches
of agriculture and the correlations between those branches.

85. Agricultural produce is used, as is known, for personal consump-
tion, as raw material for industry and for productive consumption in agri-
culture.

86. The volume of demand for agricultural produce that goes directly
to satisfy the personal needs of the population, and into the production of
consumer goods, is determined on the basis of norms. The determination
of demand for produce entering industry as raw material for the produc-
tion of consumer goods is marked by the fact that at first, based on the
norms, popular demand for industrial products (fabrics, footwear, etc.)
is determined, and afterwards the volume of agricultural raw material
necessary for the production of these commodities is established. The
demand for agricultural raw material is computed on the basis of norms
for the expenditure of raw materials in the production of the particular
consumer goods, or norms for the yield of finished goods from the raw
materials.

87. The amount of agricultural produce required for purposes of pro-
duction in agriculture itself is determined from the data on the area under
crops and the number of cattle, on the one hand, and the standard rates
for the consumption of seed and feed, on the other.

88. In order to determine what agricultural produce the economy needs
and to co-ordinate its requirements with production possibilities in agri-
culture, and also in industry, balances are drawn up for the most im-
portant kind of agricultural produce.

(d) Freight

89. The transport needs of the economy are expressed in terms of the
freight turnover, which is measured in ton-kilometres.

90. The freight turnover is the most important indicator of the trans-
port plan, since it is the main determinant of the country’s requirements
as regards rolling-stock, fuel, length of track and road, and so on. The
freight turnover in its turn depends, first, on the volume of goods carried
and, secondly, on. the distance they are carried.

91. The planned volume of freight depends on the volume of output
in industry and agriculture. This dependence, however, is not a direct one.
The volume of freight is influenced by the structure of production and by
the freightage coefficients of the various types of goods.

92. Any estimate of the volume of freight based on its relation to ma-
terial production is, of course, approximate. It can be of practical value
only in those cases when great accuracy is not necessary — for example, in
the initial stages of the preparation of the freight plan. It must be borne
in mind, however, that even approximate estimates must be reasonably
realistic. The current transportation coefficients, therefore, cannot be
applied by a process of mechanical extrapolation. They can be used suc-
cessfully only if they have been carefully analysed and corrected on the
basis of the reproduction indicators for the plan period.

93. The basic method for determining the economy’s freight require-
ments is the balance method. In order to determine the amount of goods
to be carried, both for individual types of goods and for output as a whole,
it is necessary to draw up material balances for those types of goods
which represent a significant proportion of the volume of freight.
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94. The volume of goods to be carried is determined most accurately
from the regional balances of production and consumption for the different
types of goods. An important task in this connexion is that of determining
the optimum variant for the co-ordination of the consumption with the
production sector.

95. The main tool for determining the quantity and range of commodi-
ties to be produced, and also for planning commodity deliveries, is the
thorough and systematic study of commodity demand. The most varied
demands for goods are today being made by the millions of Soviet purchas-
ers. The trading organizations are called upon to determine the volume
of demand for different commodities to generalize their findings and bring
them to the knowledge of the establishments producing consumer goods,
to use the facts of the demand study when drawing up orders and for the
appraisal of supplied goods in terms of styles, colours, patterns, sizes,
packaging, etc.

96. The comprehensive assessment of popular demand for goods is one
of the vital conditions for the proper distribution of commodities among
the country’s republics, regions and districts.

97. Planning for the volume of retail commodity circulation begins
with the determination of the size of the population’s purchasing fund (its
financial means used or intended for use in the acquisition of commodi-
ties). This is done with the help of linear programming methods, and with
due regard to the factors (taken either separately or in the aggregate) of
shortest distance, prime cost and price of freight carriage.

(e) Development of new techniques

98. Technical progress and capital investment, the two being directly
linked, are the main means of increasing and improving output and are
important elements in the production programme of the economic plan.

99. The basic purpose of the technical plan is to ensure that social
labour is economized in every possible way, that it is made easier and that
in this way high rates of growth of social product are achieved. To this
end a great number of measures of different kinds are taken every year
in industry, construction, agriculture and transport. They can all be clas-
sified in a few groups, each of which represents a particular line of techni-
cal development — namely, mechanization, automation, electrification and
chemification of productive processes. In recent years, other lines of
technical development have become more and more prominent, such as
applied electronics and jet and atomic technology.

100. The state plans set specific tasks in each of these lines of technical
progress.

101. The decisive influence of technical progress on the volume and
proportions of social production makes it necessary that the plan for the
development and introduction of new techniques should be co-ordinated
with the production and construction programme, with the manpower plan
and with other important sections of the plan.

102. The links between the plan for the development of new techniques
and the production programme of the over-all plan are two-way. The indi-
cators of the technical progress plan (improvement of machine design,
introduction of new types of equipment and more modern technological
methods) determine to a large extent the technical-economic standards for
the use of raw and other materials, fuel and power and equipment. On the
basis of the technical plan, the range and classes of goods to be produced
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are determined, standards are reviewed, and higher requirements are set
for the quality of output.

103. At the same time, it is a most important condition for technical
progress that priority should be given to the development of such branches
as mechanical engineering and instrument making, electronics, power, and
the production of synthetic materials, resins and plastics.

(f) Labour

104. The number of manual and non-manual workers employed in the
different branches and organizations, which are given targets for volume
of work and productivity of labour, is determined on the basis of those
targets.

105. In branches and organizations concerned with the cultural and
everyday needs of the population and with the provision of services, for
which no labour productivity growth target is set, the number of workers
is determined on the basis of the plan for the development of the corre-
sponding system of institutions and organizations, taking into account the
times when they are to start functioning, the volume of work and quotas
of services required of them on the basis of the authorized standards and
the existing vacancies in the system.

106. For example, the number of workers at health institutions and
organizations is determined on the basis of the provisions of the plan
regarding the number of hospital and sanitorium beds, the number of
places in children’s institutions and the standard number of staff per
100 beds (or 100 places), taking into account the number of vacancies in
the existing system, the number of doctors and auxiliary medical personnel
being graduated and the coefficient of pluralism, that is, the extent to which
personnel hold more than one position. The number of teachers at schools
of general education is determined on the basis of the planned number of
classes and the curriculum.

107. In planning the number of workers, it is necessary to study the
actual composition of the skilled labour force and consider how far it will
be able to meet the demands placed on it. Plans are made to achieve a
more efficient use of labour, to simplify the structure of the different
organizations and to further reduce the number of managerial staff.

108. The labour force estimates also cover the need for workers in
auxiliary fields, in transport and the movement of goods within enter-
prises, in the maintenance of equipment, in toolmaking, in technical con-
trol, and so on. There are great opportunities for increasing the produc-
tivity of labour as a whole by increasing that of auxiliary workers.

109. As a result of the industrialization of the country and the rise in
the technical level of social production, a considerable change is taking
place in the distribution of manpower by branches of production, and the
proportion of workers in industry is rising appreciably, concurrently with
a fall in the proportion in agriculture.

110. At the same time the programmes undertaken to improve the
welfare of working people and to satisfy the cultural and everyday needs
of the population more fully have resulted in a considerable rise in the
number of workers in education, health, housing and municipal services,
and cultural and other services.

111. Suitable plans are being worked out to simplify vocational educa-
tion and attract young people into industry.
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(g) Specialists

112. The training of specialists in the different fields of economic and
cultural life is planned in accordance with the demand for such specialists
in each branch of the economy. In estimating this demand, account is
taken of the existing proportion between specialists with higher and secon-
dary qualifications and the fact that the proportion between them must .
vary in accordance with the requirements of the economy.

113. The annual intake of students into higher and secondary speci-
alized educational institutions is fixed, by field of training, on the basis of
the additional requirements of the different branches of the economy and
the different fields of cultural activity. These requirements are calculated
in annual terms.

114. The additional increases needed in the numbers of specialists are
established on the basis of the long-term plans for the development of
production and of the various branches of non-productive activity. Such
factors as the rise in the technical level of production, changes in the
technology and structure of production, the increase in the amount of
design work and so on, are taken into account.

SYSTEM OF ORGANIZING THE FORMULATION OF THE PLAN

115. The preparation of a plan for the whole economy requires a com-
bined effort by all of the planning system. The plan must be thoroughly
substantiated in all its parts and indicators, both as regards determination
of the needs of the economy and as regards the meeting of these needs
out of material, financial and labour resources.

116. Work on plan formulation proceeds almost simultaneously in all
sections of the planning system. Planning is based on long-term plans, the
tasks of which are apportioned in terms of single years, individual
branches, economic regions, enterprises and construction agencies. Current
annual plans are based on the targets fixed in the annual break-down of
the long-term plan, in the light of the progress of plan implementation and
changes in the requirements of the economy and in the economic links.

117. The state plan rests upon plans prepared by the enterprises, con-
struction agencies, sovnarkhozy, ministries and departments. The proce-
dure and time-limits for the preparation of national economic plans are set
in advance by decisions of the policy-making organs.

118. Work on a plan may be divided into the following stages:
Working out of the form of the tables, plan indicators and relevant

methodological instructions;

Summing up and implementation analysis of the plan for the current

(base) period;

Drawing up of directives (control figures) for plan formulation;

Drawing up and approval of the plan;

Transmission of the state plan targets to those directly responsible for
their fulfilment — enterprises, construction agencies and so on.

119. In practice it is very often difficult to separate one stage from
another. For example, in the analysis of plan implementation over the pre-
ceding period, the basic indicators for the period being planned are pro-
jected; but in thus working out the plan indicators, the totals expected to
result from implementations of the plan for the preceding period are at
the same time made more precise.
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120. The working out of the form of the tables, plan indicators and
relevant methodological instructions ensure the uniformity of plan formu-
lation throughout the system of planning organs.

121. Standard forms, plan indicators and methodological instructions
enable the plans to be drawn up in a comparable and summary form for
all branches of the economy (the same applies within each branch) both
for the country as a whole and for individual territories.

122. For enterprises, the plan forms and indicators are drawn up in
such a way that they may be readily summarized in the draft plans of
ministries, departments, union republics, sovnarkhozy and in the single
state plan as a whole.

123. After the plan forms, indicators and methodological instructions
have been drawn up, direct work on the plan is organized. The initial stage
of this work is a summing up and implementation analysis of the plan for
the current (base) period.

124. Since work on the plan is already in hand before the end of the
current planning period, the anticipated level of plan implementation must
be determined. For this purpose, use is made of the figures relating to
the preceding period, while the anticipated level of plan implementation
for the time remaining is determined on the basis of thorough analysis and
scientific forecasting.

125. Direct formulation of the national economic plan begins with the
preparation of directives, or control figures, for the planning period. These
set forth the objectives of economic development in terms of individual
branches, determine which basic areas are to enjoy priority in the fixing
of targets for the planning period, and also indicate the most important
measures for their fulfilment. The draft control figures are prepared by
the central planning organs with the help of the republics, ministries and
departments, and in the light of analysis of plan implementation figures
for the preceding period. At the same time, wide use is made of the
system of economic balances in order to ensure the co-ordination of all
sections and indicators of the plan at the control figure stage. Control
figures approved by the governing organs of the country are fundamental
to the formulation of a detailed draft plan.

126. The directives (control figures) of long-term plans are issued in
the form of yearly installments.

127. In addition to the draft control figures, the central planning
organs work out and present for the approval of the Government draft
aggregate balances in respect of ferrous and non-ferrous metals, fuel, oil
products, electric power, chemicals, timber and construction materials,
the most important types of equipment, and also agricultural materials
and the main products of light industry and of the food industry.

128. On the basis of the control figures, draft plans are worked out in
all sectors of the planning system. For example, the work is carried out
in the USSR as follows: '

129. Enterprises and construction agencies draw up plans, taking the
control figures as their point of departure and bearing in mind the direct
economic links already established and their further development. The
plans are discussed by collectives of enterprises and construction agencies
and enter into force after their approval by the sovnarkhozy.

130. Taking into account the direct links with other economic regions,
the sovnarkhozy draw up aggregate long-term plans area by area. The
Councils of Ministers of the republics check the sovnarkhozy plans to see
that they correspond to the control figures and approve the aggregate
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plan on the republican level. Plans formulation proceeds in much the
same way in all parts of the economy, whether they come under the juris-
diction of the Union, union republics, republican ministries or republican
departments.

131. The central planning organs check the correspondence of the plans
of republics, ministries and departments with the approved control figures,
and decide how far any proposed deviations from the control figures are
justified, and then draw up an aggregate plan for the USSR as a whole
which they submit to the Government for its approval. An investment list
of the most important construction projects is submitted for approval at
the same time. The volume of capital investments and construction and
assembly work required for each construction project is also fixed for the
whole period of construction, and provision made for the corresponding
material requirements.

132. When the draft plans of republics, ministries and departments are
being considered, particular attention is given to securing the correct
inter-republican links in individual branches.

133. As regards agriculture, there are certain peculiarities in the way
collective-farm production plans are formulated. It is left to the collective
farms to determine the extent of the sowing areas to be devoted to each
crop, likewise the productivity of cattle-breeding and the number of cattle
of each breed to be raised, basing themselves on the targets assigned to
them for sale to the State of the products of husbandry and cattle-breed-
ing and taking into account the demand of the collective farm workers’
agricultural products.

134, The draft plans for the sowing of different crops and for the de-
velopment of cattle-breeding are discussed and approved at general meet-
ings of state farm workers, after which they are approved by the territorial
collective farm-state farm production boards, which recommend any
changes which may be necessary.

135. For the purpose of controlling and securing implementation of the
plan for the production and state purchase of farming and live-stock
products, the correct distribution of machinery, electric power, capital
investments and other resources, the central planning organs analyse the
agricultural development plans submitted by the union republics.

136. Any differences of opinion that may arise in the course of work
on the plan are settled when the plan is considered and approved by the
Government.

137. It must be emphasized that the single draft state economic plan
is not a mechanical compilation of departmental and republican plans. In
the course of work on the plan, the draft plans of ministries and republics
are checked, corrected and thoroughly co-ordinated. In order to make sure
that they accord with the over-all interests of the State, Gosplan USSR
draws up a preliminary draft plan which it uses as a yardstick in apprais-
ing the plans of republics, ministries and departments. The same procedure
is observed by republican and local organs in checking the plans of orga-
nizations subordinate to them. Co-ordination of the plans of ministries,
departments and republics, as parts of a single national economic plan, is
carried out with the help of the system of balances, including the aggre-
gate balance of the national economy.

138. When the targets are set, provision is at the same time made in
the plan for the basic conditions and measures to ensure their fulfilment
in the individual branches of the economy and of culture.
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139. The Council of Ministers of the USSR and then the Supreme
Soviet of the USSR consider and approve the national economic plan, on
the basis of which the ministries, departments, union republics, sovnar-
khozy, and also the local organs and the enterprises immediately concerned
clarify their own plans.

140. When the annual plans are drawn up, corrections are made in the
targets of the long-term plan which are rendered necessary by the dis-
closure in the course of plan implementation of new reserves and possibi-
lities, the appearance of new needs, changes in the economic links, etc.

141, The state plan indicators are set for each enterprise in the light
of its actual working conditions: its productive capacity and the extent to
which it is used, the time required for the introduction of new capacity,
the provision of raw and other materials, fuel, electric power, personnel,
etc.

142, On the basis of the targets they receive, enterprises draw up
detailed production plans. At state enterprises these plans are approved
by the directors. On collective farms, the production plans and accounting
estimates are approved by general meetings of artel [brigade] members.

143. The transmitted targets to enterprises and the detailed plans
drawn up on the basis of those targets must correspond to the over-all
targets of the state plan.

144. On the basis of the approved plans economic agreements are con-
cluded between suppliers and consumer enterprises. These agreements set
forth the concrete obligations of supplier and consumer and specify the
precise quantity of product to be supplied, its degree of completion, its
range, the unit price of the product and the sum total of the supply, the
accounting procedure and procedure for the imposition of sanctions.

145. Exact and timely fulfilment of contractual obligations is a most
important pre-condition for the uninterrupted growth of production and
the preclusion of disproportion and imbalances in economic development.

146. In order to secure the uninterrupted growth of production, soci-
alist society creates and uses in the course of economic plan fulfilment
the necessary material, labour and financial reserves. It is impossible to
run a planned economy without reserves. Reserves of productive capacity
and the accumulation of reserves of grain, raw materials, goods, and
money offer a reliable means of surmounting the difficulties which may
be encountered in the country’s economic development, and help to obviate
temporary and partial disproportions and to ensure the unremitting work
of enterprises under all conditions and the steady upsurge of the economy.

147. The co-ordination and integration of the development plans of
undertakings, branches of the economy and economic regions ensure that
the necessary unity is preserved in developing the entire economy on the
basis of a single economic policy. In the absence of such co-ordination and
integration, a planned economy on a country-wide scale would be un-
thinkable.

148. The process of co-ordinating and integrating the operations of
mixed branches and economic districts means, in essentials, keeping the
specific requirements of a particular district or branch, or of the whole
country, in step with the resources available to meet them. In the last
analysis, it is a matter of reconciling production with consumption, re-
quirements with resources.

149. The proportions which must be preserved between the individual
branches of material production are determined primarily by the social
division of labour and the nature of the production links between branches.
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The maintenance of the proper relationship between mixed branches fur-
ther entails due proportion in productive capacity and in the distribution
of manpower between them. It is essential that this chain of interrela-
tionships among branches in the production process should be accurately
predetermined in the plan, so that all undertakings may operate evenly,
efficiently, smoothly and without stoppages.

150. Changes in the proportions of material production affect not only
the branches directly concerned but the entire national economy.

151. The co-ordination of plans involves reconciling and integrating not
only material and physical factors. The growth of wages and other indi-
vidual incomes must be kept strictly in alignment with that of the pro-
duction of goods for sale — that is, with market stocks — with the turnover
of goods, and with the planned scale of miscellaneous paid services; the
increase in the volume of capital works must correspond to the total
appropriations made to finance them.

INTERRELATIONSHIPS BETWEEN ANNUAL PLANS AND THE BUDGET

152. Financial planning is an integral part of economic planning. Not
only a state plan but also a state budget and the State Bank’s credit plans
and cash plan must be prepared and approved. The system of financial
planning is based on the financial plans of the various economic sectors
and enterprises and culminates in the consolidated financial plan, which
covers all state revenue and expenditure.

153. The purpose of financial planning is to determine the funds re-
quired in order to implement the economic plan, to distribute them among
the various economic sectors and different types of socio-cultural con-
struction in accordance with the plan targets, and to bring about savings
in materials and money.

154. The main component of the entire financial system is the state
budget. The economic function of the state budget in the process of re-
production is that it serves as the principal means of setting up, on a
planned basis, a general state financial reserve for implementation of the
economic plan. The state budget is the main state financial plan and serves
to combine the various financial plans into a unified system of financial
planning. Its funds come from the various economic sectors and enter-
prises, which are linked with the budget through turnover-tax and profit-
tax payments, through the financing of capital construction and through
the replenishment of circulating capital. The credit plan draws on budget
funds. The cash plan is linked with the state budget through the payment
of wages to workers in the non-productive sector, of pensions and of
allowances, through tax revenue and through various other types of pay-
ments. The state budget covers some three-quarters of all financial re-
sources.

155. The state budget’s main sources of revenue are income from the
socialist sector of the economy (turnover and profit taxes), tax receipts
(taxes levied on the population, income taxes levied on collective farms
and co-operatives, and a tax on non-commodity operations), and state
social insurance funds.

156. Planning of the volume of state budget receipts in the form of
revenue from the socialist sector of the economy is based on the pro-
duction programme, on plans for increasing labour productivity and
reducing production costs, and on contemplated measures for achieving
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greater savings and efficiency in the utilization of material and financial
resources.

157. Some funds deriving from the general population (taxes, loans and
savings bank deposits) are included in the state budget for the purpose
of meeting general state requirements. The proportion of budget funds
covered by tax payments by the general population is being steadily re-
duced; within a few years, the increase in socialist accumulation in the
USSR will make it possible to cease levying taxes of any kind on the
population.

158. The planning of state budget expenditure is based on plan targets
for expanding production and construction, curtailing costs and increasing
profits, on plan targets with regard to socio-cultural measures, and on
administrative and defence spending.

159. Financing of economic activity under the state budget takes the
following principal forms: financing of capital construction, which ensures
expanded reproduction of fixed assets; provision of circulating capital to
existing self-supporting enterprises and organizations and to new enter-
prises (funds for socialist enterprises and economic organizations used to
accumulate stocks of production materials, finished and unfinished goods,
and other supplies, and to meet other production and turnover require-
ments); expenditure on capital repairs in certain economic sectors; expen-
diture designed to assist new enterprises during the initial operating
period. In addition to state budget funds, the funds held by individual
enterprises and economic organizations are used to finance the various
operations described above.

160. The planning of expenditure on public education and enlighten-
ment entails the fixing of targets for expanding the number and enrolment
of socio-cultural institutions and the establishment of quotas for the
material expenditure required for the operation of such institutions. This
expenditure is financed with state budget funds and from other sources.
State budget revenue is also used to cover expenditure for workers’ social
insurance. In addition, a state social insurance fund is maintained from
sums collected in the form of deductions by socialist enterprises, organi-
zations and institutions.

161. State budget funds come from socialist enterprises. The financial
plans of the various economic sectors reflect the output of state enter-
prises, their production expenditure, accumulation of funds in the form of
profits and turnover tax receipts, and expenditure on capital construction,
expansion of current stocks, etc.

162. The interrelationships between state enterprises and the financial
system are reflected in budget revenue from payments to insurance bodies
and interest on bank credits, and in budget financing of the replenishment
of circulating capital, of capital construction, and of repair work.

163. The state’s participation in the financing of capital investment by
collective farms and co-operatives takes the form of credits.

164. The extension of credits makes it possible to utilize enterprises’
surplus funds and uncommitted state budget funds in a planned manner.

165. Bank credit, as employed by the State, is an important instrument
for controlling implementation of the plan and influencing the process of
reproduction. Planning of the State Bank’s operations takes the form of
a credit plan, which is directly geared to the planning of production,
supply services and commodity circulation. The expenditure section of the
plan lists all credits by recipient (union republics, ministries, etc.) and by
type (credits to be used to build up seasonal stocks of materials, advances
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made to consignors of goods still en route pending receipt of payment,
etc.). The credit plan is helpful in the preparation of monetary outlay
balances for the socialist sector of the economy.

166. The State Bank’s cash plan, which is directly tied in with the
balance of personal income and expenditure, provides the basis for regu-
lation of monetary circulation. In accordance with the economic plan
indicators and the budget, the cash plan fixes the volume of cash receipts
by the Bank from various sources, outlays for various purposes, and,
where necessary, the amounts of money to be issued or withdrawn from
circulation.

167. In order to co-ordinate the entire system of financial planning
and ensure more complete control over the provision of funds for imple-
mentation of the national economic plan, a consolidated financial plan is
prepared which covers all state income and expenditure during the plan
period. This plan does not require direct government approval; it is a
balance-sheet which is used in the preparation of the state plan and serves
to provide a sound economic basis for financial planning.

168. The consolidated financial plan includes the following main items
of income: turnover tax, profits, depreciation allowances, receipts from
collective farms and co-operatives, state social insurance funds, funds
accruing to the State from the general public, savings bank deposits, re-
venue from foreign trade, etc. The expenditure section of the plan covers
outlays on capital works, capital repairs, expansion of the circulating
capital of state enterprises and organizations, enlargement of the live-
stock reserves of state farms and subsidiary plots, socio-cultural measures,
expansion of state stockpiles of materials, defence, administration, replen-
ishment of bank reserves, etc.

169. If the consolidated financial plan shows a deficit, that indicates
that the economic plan targets for production, consumption and accumu-
lation and the quantitative and qualitative indicators are inadequately
co-ordinated with one another. In order to overcome the deficit, new
means of increasing production or of curtailing state expenditure must be
found. If the available funds exceed state expenditure, then measures can
be taken, if necessary, to increase allocations of funds to banks.

CHAPTER 2
THE IMPLEMENTATION OF PLANS

SOCIALIST COUNTRIES

170. In the socialist countries, the problem of implementing plans is
different in principle from that in private enterprise countries or in
countries with a mixed economy.

171. No plan, of any description, can allow in advance for all even-
tualities in the development of the economy, or foresee all the difficulties
which may arise while the plan is in execution. Since most economic
activities are under the direct management of the State, a most important
place in organizing the execution of the plan is reserved to the state
authorities. Because activity is planned down to the level of individual
enterprises, plans specify in detail not only the aims set for each economic
unit but also the means required for achievement of these aims. The
typical enterprise plan, for example, has contained targets not only for
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output, but also for material inputs, employment, output per man, wages,
cost reductions, sales, profits and their distribution and investment and
its financing. Organizing the execution of the plan involves systematic
checking on the plan’s execution, the provision of incentives for better
operational indicators, and the supply of equipment and of raw and
other materials.

172. The purpose of systematic checking is to ensure that every sector
of the national economy, every enterprise and every sovmnarkhoz carries
out the plan targets smoothly and in accordance with all quantitative and
qualitative indicators, that state planning discipline is maintained and
that narrow parochialism is avoided; to detect and exploit latent poten-
tialities for production growth; tc give wide publicity to the results of
advanced new experience, and to apply that experience to refine and
correct the annual targets of long-term plans; to avert any temporary or
partial imbalances in the development of industries and economic regions;
and to deal promptly with any production bottlenecks by suitable de-
ployment of material and financial resources.

173. To be properly organized, the work of checking the execution of
plans must be carried out systematically. This means that it must be
performed according to a fixed and carefully worked out programme.
Checks are carried out not only in industries and enterprises which for
some reason have fallen behind schedule for the given period, but also in
progessive industries and enterprises, with a view to the study and dis-
semination of advanced new experience.

174. In checking the execution of the plan, attention is focused pri-
marily on the key sectors and industries on which the successful devel-
opment of the entire national economy depends. The purpose of checking
is to promote the fulfilment of the plan not only by the given economic
or administrative region, sovnarkhoz or republic, but by every enterprise;
for satisfactory average figures may sometimes conceal the fact that in-
dividual enterprises have failed to carry out the plan.

175. The purpose of checking at the enterprise level is to bring out
the factors affecting progress in the execution of the plan. Great care is
taken to make the checking effective and practical, and to follow it
through, that is to say, the control process is completed by working out
measures to eliminate any factors obstructing the successful execution of
the plans.

176. In the socialist countries, checking the fulfilment of economic
plans is the concern of the people as a whole. It is organized both by the
central and republican planning authorities and by the state administrative
authorities, sovnarkhozy, ministries and departments.

177. The form and method of checking vary according to the checking
agency and the level of the economy at which the check is being carried out.

178. The central and republican planning authorities are mainly con-
cerned with checking consolidated indicators of the state plans on the
basis of the data supplied by the statistical organs and sovnarkhozy and
through local checks. They make a careful check to see that the directives
and orders issued by the Party and the Government are carried out, so
that prompt action may be taken to deal with any individual sectors
which may be lagging behind.

179. The planning authorities’ and control authorities’ work of keeping
watch over the fulfilment of economic plans is shared by the financial
organs, the banks and the state statistical authorities. The financial organs,
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by keeping abreast of incoming revenues from socialist enterprises and
the utilization of budgetary funds, manage to meet budgetary obligations
and also expose gaps in the execution of production plans and in the
attainment of production cost targets, as well as violations of the rules
of economy.

180. An active part in the checking process is played by the local
voluntary (Party and trade union) organizations, which keep a day-to-day
watch over the progress made in the execution of plans.

181. The work of checking the execution of plans is shared by wor-
kers, engineering and technical personnel, clerical and administrative staff
and collective farm workers. Acting through their party, trade union and
Young Communist organizations, through the standing works conferences
or through general meetings of collective-farm members, these expose
weaknesses in the work of individual managers and production staffs and
suggest remedies.

182. The execution of plans is checked in accordance with a fixed
programme which covers the basic questions that emerge, and the addi-
tional questions that arise, while work is in progress.

183. The basic practical method of checking is to compare the plan
figures with those in the return. In analysing the work of enterprises or
sovnarkhozy, the normal procedure is to compare the factual indicators
with the corresponding mean indicators for the whole industry and with
the figures reported by leading enterprises.

184. The fulfilment of the plan is checked by analysis of returns and
statistics and by direct surveys on the spot. These two forms of checking
are complementary. The organization of the checking process is based on
the actual day-to-day contacts maintained by the planning and economic
authorities with enterprises, construction projects, collective farms and
state farms; on the application, during the actual process of checking, of
specific measures to ensure the attainment of production targets; and on
the provision of assistance in efforts to carry out the plan.

185. The process of checking does not exhaust the organizational
means available for ensuring the fulfilment of plans. The socialist States
also make use of such powerful economic levers as the autonomous
internal accounting system (khozraschot), wages and salaries, prices,
credit, profits, etc.

186. A powerful tool in encouraging the fulfilment and over-fulfilment
of production plans is the maximum use of the principle of material in-
centive.

187. The socialist State makes use of the material interest of workers
at enterprises in the results of their labour by employing two types of
material incentives: wages and salaries, which are the main form of re-
muneration for labour, and supplementary material incentives in the form
of bonuses granted to engineering and technical workers and employees for
the achievement of a certain level of production, in keeping with the needs
of the national economy. In addition, bonuses may be paid to the whole
staff of an enterprise for success in bringing into operation highly ad-
vanced equipment which lightens work or releases labour resources, for
outstanding achievements in socialist competition, etc. One of the material
incentives used to encourage good work by each enterprise is the estab-
lishment and use of a factory fund designed to raise the standard of
living of the workers and to improve output.
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188. However, material incentives are not the only means employed to
stimulate the country’s economic development. Along with them, and
combined with them in various ways, considerable use is made of moral
stimuli. :

189. Bonuses are awarded to managers and engineering and technical
workers and employees in industry for fulfilling or overfulfilling the
production costs reduction plan, and in some industries, also, for improv-
ing output quality while fulfilling the production (or construction or
transport) plan over the scheduled range of items, for fulfilling the labour
productivity plan or for achieving the targets assigned to them for delivery
of their products to enterprises of other economic administrative regions.

190. In a number of industries — coal, pertroleum, ore-mining, metal-
lurgical, chemical, etc. — additional bonuses are awarded to managers and
engineering and technical workers for over-fulfilling the production plan.

191. Incentives to the fulfilment of tasks relating to technological pro-
gress are provided by awarding bonuses to workers in industry who design
and introduce into production new, technically improved and economically
efficient machines, mechanisms, apparatus, devices and other items, or
new types of raw materials and supplies, or who develop and bring into
operation highly productive technological processes, or who successfully
carry out theoretical research and experimental projects.

192. In order to raise the standard of living of workers and improve
output, works funds are set up in all financially autonomous industrial
units.

193, The works fund is accumulated as and when the duly approved
state plan is fulfilled or over-fulfilled with respect to volume and range
of output, production cost reduction, profits, or, in the case of enterprises
planned to run at a loss, savings obtained by reducing production costs,

194. The works fund is administered by the director of the enterprise
in agreement with the trade-union factory committee,

195. Along with the system of encouraging the successful fulfilment of
plans, there are also various penalties for non-fulfilment of plans and con-
tracts, for breaches of credit regulations or of economic arrangements
between enterprises or organizations, and for putting out shoddy goods.
Managers of enterprises are held responsible, both materially and adminis-
tratively, for poor showings.

196. The principle of giving workers a material interest in their output
is applied with the help of the autonomous internal accounting system,
which is one of the basic economic levers of planning. This system ensures
that the interests of society are correctly interwoven with the personal
material interests of the workers of socialist enterprises. Outlays must be
carefully balanced with production results, the enterprise’s expenditure must
be covered by its own earnings, and maximum results must be achieved with
the minimum expenditure of materials, labour and funds. With this in
view, state enterprises are provided with fixed and working capital and
are allowed a degree of operational autonomy within the limits of the
plan.

197. The autonomous accounting system encourages factory staffs and
workers to use greater initiative in disclosing and exploiting new reserves;
it stimulates the systematic reduction of production costs, the expansion
of accumulation and the successful fulfilment of the plan.

198. Autonomous accounting calls for a system of contractual rela-
tions between enterprises. Contracts give concrete expression to the plan
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and serve as an effective means of checking on its fulfilment. They specify
the volume, range and quality of items to be produced, delivery dates, terms
of settlement, and the liability of the supplier and the consignee for non-
performance (fine, forfeit or other penalty).

199. One of the important demands made by the autonomous account-
ing system on an enterprise is profitability. This means that the funds
obtained from the sale of its output must not only replace the cost of pro-
duction but also leave a certain profit. To achieve profitability of operations
by systematically reducing the cost of production is an important task
of every enterprise.

200. Increases in the profitability of some enterprises must not be
achieved at the expense of other enterprises but must be aimed at pro-
moting the profitability of the economy as a whole.

201. One of the most important stimuli to the fulfilment and over-
fulfilment of production plans is the correct administration of wage po-
licy. Wage-rates are higher in the leading industries (coal, metallurgy, etc.)
and enterprises situated in remote and under-populated regions. Naturally,
qualifications, etc. are taken into account.

202. Of tremendous importance as an economic stimulus to plan over-
fulfilment is the planning of wholesale, purchasing and retail prices and
transport rates.

203. The pricing system in industry includes factory wholesale prices,
industrial wholesale prices and retail prices. For certain types of indus-
trial products, in addition, there are what are known as accounting prices
and provisional prices.

204, The price at which a properly functioning enterprise sells its out-
put (factory wholesale price) covers its planned cost of production and
guarantees it the planned profit.

205. An enterprise which succeeds in reducing its costs below the
planned level obtains profits in excess of the plan. As a rule, these profits
prove to be large enough to permit the creation of funds of which part can
be used to provide collective and individual incentives for the workers of
the enterprise and part to expand production. In addition, a portion of any
excess-of-plan profits is paid by the enterprise direct to the budget.

206. A characteristic feature of planned wholesale prices is that they
are stable and free from market-economy fluctuations.

207. Another intrinsic feature of wholesale prices is that they are uni-
form for any given type of output regardless of the enterprise by which it
was produced. The wholesale price system is closely bound up with the
system of providing material incentives to workers to reduce costs and
increase output.

208. Prices are also important in encouraging high output quality.
High-quality products are sold at higher prices. In the chemical industry,
prices of raw materials’ deliveries vary according to their content of the
required material. Of special importance are the prices for new high-
quality products. Prices for new products are normally established, after
adjustment for quality differences, at the same level as those of similar
existing products. The difference between the temporarily higher costs of
a new product and its price is covered from the new-production fund
accumulated out of the enterprise’s sales of all types of output.

209. Prices are actively used to regulate the range of output produced
or consumed. Prices of scarce materials are fixed so as to interest the pro-
ducer in increasing the output of such materials while at the same time
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limiting their consumption. Prices of interchangeable types of output are
designed to stimulate the consumption of the more economical type.

210. Similar problems arise in the regulation of retail prices.

211. Systematic measures are being taken to change factory wholesale
prices so as to ensure that the prices of, and the price relations between,
various commodities bear a closer relation to present production and
trading conditions and to the goals which have been set for improving the
material and technical base of industry.

CREDIT AND THE ACHIEVEMENT OF PLAN TARGETS

212. An important function in the successful fulfilment of economic
plans is fulfilled by the credit system, through which termporarily free
financial resources are available and used according to plan, subject to
repayment on schedule to meet the needs of the economy.

213. Enterprises and economic organizations build up funds in their
accounts at the State Bank as they sell their output and as their amortiza-
tion payments, profits, and other deposits accumulate; and these funds are
disbursed at definite intervals. Rising incomes of workers, which become
available in the form of savings bank deposits, provide another source of
substantial free monetary resources. At the same time, the temporary need
experienced by enterprises and economic organizations for additional funds
(to meet seasonal expenses, procure raw materials, build up production
reserves, finance outlays for the production and movement of finished
goods, etc.) can be met through credits extended by the bank.

214. Gosbank credits are granted for specific purposes and periods —
usually on a short-term basis. This permits effective control to ensure that
the time-limits for the turnover of working capital are adhered to, that
output is sold on time and that production and goods turnover plans are
successfully carried out.

215. The credit system includes provision not only for the loan of sup-
plementary funds to enterprises for expansion, technological development,
the award of bonuses and the improvement of the standard of living of
workers, but also for the imposition of various penalties on enterprises
failing to meet their production targets.

216. Any enterprise which fails to achieve its cost reduction targets or
to fulfil its accumulation plans, which permits losses in excess of the plan
figures and which fails to husband its own working capital can receive
credits from the State Bank only on special conditions and terms of settle-
ment. A short-term credit may not be granted unless the enterprise can
obtain the guarantee of the superior organization. Failing such a guar-
antee, the State Bank cuts off its credit facilities and calls in previously
granted loans ahead of time.

217. An enterprise which, within two or three months after having been
placed in the special credit category, improves the economy of its opera-
tions, fulfils its accumulation plan, eliminates excess-of-plan losses and
restores its working capital to the plan level is returned to the general
credit category.

218. On the other hand, efficient enterprises which fulfil their accumu-
lation plans, avoid excess-of-plan losses and maintain their working capital
enjoy a number of privileges as regards temporary financial assistance.

219. The use of a differential system in the provision of credit to indus-
trial enterprises helps the State Bank to keep a more effective check on
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the economic activity of such enterprises, heightens the moral and material
responsibility of workers for the fulfilment of prescribed production plans
and stimulates efforts to discover new possibilities for raising labour pro-
ductivity and improving the use of material resources.

220. In addition to applying this differential credit system, the State
Bank grants credits for a term of two to three years, in respect of outlays
for mechanization, modernization and progress in production technology,
and short-term credits for periods of up to one year for outlays needed to
organize and expand the production and improve the quality of consumer
goods. The basic requirement for the grant of a credit is that the action
to be undertaken must be effective, and must ensure the repayment of the
credit within the prescribed time-limit, out of the additional accumulation
achieved.

221. These credit arrangements ensure the speediest possible entry into
production of the most productive equipment and the most advanced
technological methods.

222. Thus the credit system ensures rational utilization of the resources
of socialist enterprises, at the same time as greater and more profitable
production.

223. An important part in the implementation of the plans is played by
supply organizations. The enterprises acquire their supplies either from the
warehouses of the supply organizations or from other enterprises to which
they are directed by the supply organization. In cases where the enter-
prises have entered into direct commercial relations with each other, they
have been bound to notify the supply organizations about their contracts
or intended transactions; and these can, if necessary, be invalidated. The
supply organizations enjoy a certain degree of freedom in implementation
of their plans. A sovnarkhoz, for instance, is entitled to reallocate raw and
other materials, etc., among enterprises under its jurisdiction. However, it
cannot deviate from the allocation plan for enterprises under other sov-
narkhozy unless it obtains the approval of the Government. Similarly, in
the Soviet Union, supply agencies of the republics are not allowed to alter
inter-territorial delivery plans without the approval of the central authori-
ties. Moreover, the freedom of decision of supply organization in the im-
plementation of allocation plans has not been the same for all products.
At one extreme are goods in short supply for which the central allocation
plans may be very specific and cannot be altered by any agency without
the express approval of the central authorities; at the other exireme are
goods in abundant supply which the supply agency can freely allocate to
the producing enterprises in amounts exceeding the originally planned
quotas if required.

224. The employment and wages policy of enterprises is laid down by
the labour plan, which includes the targets for number of workers, labour
productivity and wage fund. The planned targets for labour cannot be
altered without specific authorization of the supervising authorities. The
need for increases in wages in excess of the plan may arise, not only in the
case of overfulfilment of production targets, but also in the case of failure
to attain the planned level of labour productivity. In both cases, the bank
grants the necessary credit only upon direct instruction from the higher
economic authorities.

225. The fulfilment of the plans for output per worker has been sought
as a rule through piece-rate systems of wages and other incentives, the
introduction of new techniques, etc. Use has also been made of the revision
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of “norms” for pay per unit of output in order to stimulate increases in
productivity.

226. In principle, the methods of plan implementation have been the
same in all sectors of production where state enterprises predominate. In
agriculture, however, the problems of plan implementation differ consider-
ably from those encountered in other sectors. These differences arise partly
because output is subject to the vagaries of climate and partly because
agricultural enterprises are predominantly collective farms, and not state
enterprises. The state farms do receive planning directives relating to out-
put of specific commodities and other aspects of their activity. But the
collective farms have been free to determine their output, utilization of
manpower, volume of investment, and procedure and terms for the remu-
neration of labour. Apart from the payment of taxes and the statutory
formation of depreciation and investment funds, their only obligation has
been the fulfilment of sales quotas for specific commeodities assigned to
them by the State. The extent to which these compulsory sales have
exerted an influence on production decisions of the collective farms has
depended on the share of these sales in their total output. Other sales of
output have not, as a rule, been planned but have been influenced by price
movements. Through price and tax policy, the State has influenced the
amount of revenue received by farms from the sale of various commodities
and, thereby, the pattern of output and sales.

227. The purchase plan, as well as price and taxation policy, has been
supplemented by other measures for the implementation of agricultural
plans. The State plans the development of production and the supply of
tractors, agricultural machinery, transport, chemical and mineral fertilizers
and pest control preparations to agriculture, undertakes irrigation and land
reclamation schemes, brings virgin and fallow land under the plough, orga-
nizes the production of high-grade seeds and the breeding of high-produc-
tivity live-stock and their sale to collective farms, lays out a network of
stock-breeding and veterinary institutions, and carries out plans for the
training and retraining of specialists and for the dissemination of advanced
new experience.

228. Unlike state enterprises, the collective farms have not received any
direct instructions with respect to current inputs or investment. In conse-
quence, investment plans for the non-state sector of agriculture have been
based, on the one hand, on the evaluation of demand of non-state farms
and, on the other, on the assessment of accumulation funds of the collective
farms and of credits earmarked for this purpose by the Government. The
basic tools for controlling investment in the non-state sector of agriculture
have thus been the credit allocations and prices fixed by the Government
for agricultural investment goods; and also the plans for the delivery of
equipment and other resources. Through these, the central authorities can
increase or reduce agricultural investment in accordance with the require-
ments of government policy.

TMPLEMENTATION OF FOREIGN TRADE PLANS

229, The implementation of plans for foreign trade, which is a state
monopoly, has been achieved by the use of methods similar to those ap-
plied in most other sectors. The over-all foreign trade plans have been
translated into directives issued to state import and export agencies. They
have also been integrated into the purchase and allocation plans of various



144 PLANNING FOR ECONOMIC DEVELOPMENT

supply organizations and, frequently, into the production and sales plans
of the enterprises producing for export. The fulfilment of these plans has
been safeguarded by the existence of the state monopoly of foreign trade
and by the long-term trade agreements with other centrally planned eco-
nomies. These safeguards, however, are not completely effective since trade
with the capitalist countries of the world is subject to fluctuations in
external demand and prices; and this may influence the implementation of
trade and other plans.

230. Although the monopoly of foreign trade and long-term bilateral
agreements have been powerful tools in the implementation of foreign
trade plans, their effectiveness has been dependent on the ability to im-
plement production plans. In view of the existence of the monopoly of
foreign trade, the failure to fulfil production plans need not always affect
the implementation of plans for foreign trade. But, more often than not,
the implementation of foreign trade plans has, in fact, been considerably
affected by the deviations of output from the planned quotas. This has
been obviously most pronounced in cases when a large proportion of a
given output was earmarked for exports. Since such departures from the
planned volume and composition of imports and exports have been under
governmental control, they have not necessarily resulted in any significant
deviations from the planned balance of payments. As the bilateral agree-
ments have provided for only limited swing credits, the failure to fulfil
export plans has been generally accompanied by a reduction in import
targets unless additional long-term credits could be secured.

IMPLEMENTATION OF OVER-ALL PLANS

231. Since the over-all targets of plans such as the total and sectoral
rates of growth of output, the distribution of national income between
accumulation and consumption, and sectoral allocations of investment are
aggregates of the obligatory production and financial plans of individual
enterprises and institutions, it is obvious that implementation of the latter
plans is broadly synonymous with fulfilment of over-all plans. In conse-
quence, implementation policy is basically concentrated on the direction
and supervision of the activities of enterprises. As a rule, few additional
measures of global character have been required for the implementation
of the plans. They have, in fact, been necessary only in areas not directly
covered by the plans of enterprises and institutions. In other words, they
have dealt mainly with the problem of the disposable income of the popu-
lation and its uses. Even here, however, the need for special measures has
been very limited as long as the financial and production plans of enter-
prises have been closely adhered to.

232. In view of the absence of private profits and the general provision
by the state of social insurance and old-age pensions, savings out of private
income have represented only a relatively small fraction of total savings.
This reduces considerably the need for additional measures to mobilize
resources for investment from sources other than enterprises. It also ac-
counts for the fact that personal consumption approximates disposable
income. The volume of retail sales is planned in accordance with purchaser
demand, which is determined by the planned wage bill, the incomes re-
ceived by the population out of the state budget, and the money incomes
of the rural population.
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CHAPTER 3
ORGANIZATION AND MANAGEMENT OF PLANNING

SOCIALIST COUNTRIES

233. In the socialist countries, where the right of ownership and the
basic means of production belong to society in the form of state, collective
farm and co-operative property, the planning and management of economic
activities are interrelated to a far greater degree than elsewhere.

234. Differences in planning machinery do exist between the individual
countries, but common features are considerably more numerous. Yugo-
slavia alone presents one notable exception. As observed later, the planning
machinery in operation in Yugoslavia differs substantially from that in
other socialist countries.

235. The highest organs of state administration and planning are the
parliaments and the governments constituted by them — the council of
ministers.

236. The jurisdiction of the parliaments embraces the approval of the
national economic plan and state budget, the establishment of legislative
norms regulating the economic life of the country, the adoption of prin-
ciples for the management of enterprises in all sectors of the economy, the
direction of the monetary and credit system, the designation of the mem-
bership of administrative and planning agencies, and so forth.

237. For the preliminary examination of drafts of the national economic
plan and the state budget, the parliaments establish standing commissions.

238. The councils of ministers examine the state economic plans and
the state budget and submit them for approval to the parliaments, organize
the supervision of their implementation, adopt measures to strengthen the
credit and monetary system, render decisions on important matters con-
cerning the development of the socialist economy, and so forth.

239. In all the union and autonomous republics of the USSR planning
is directed by the republic’s Council of Ministers, and in territories, regions,
towns and districts, by the local Soviets and their executive committees.

240. Directly engaged in economic planning are the various planning
organs, which are the working arms of the corresponding executive organs
of state power.

241. The system of planning organs embraces all economic and cultural
elements. It comprises:

(a) Central and local general-planning organs;

(b) Planning organs of ministries, departments, sovnarkhozy and

enterprises.

242. The national economic planning organ is the State Planning Com-
mittee of the Council of Ministers (the Gosplan).

243. The Gosplan is responsible for preparing state plans for the devel-
opment of the national economy. It is also responsible for ensuring the
continuity of planning and of plan targets and the further improvement
of planning based on the scientific generalization of the experience of com-
munist construction.

244. The general planning organs of the union republics in the USSR
are the State Planning Commissions of the Council of Ministers of the
Union Republics (the union republic Gosplans).

245. A Union Republic Gosplan is composed of a chairman appointed
by the republican Supreme Soviet and of vice-chairmen and members
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appointed by the republican Council of Ministers. It is assisted in the per-
formance of its duties by an organization consisting of general and branch
sections and sectors. The vice-chairmen of the republican Gosplans and
the heads of the main sections may be ministers and members of the Coun-
cil of Ministers of the union republic concerned.

246. Since 1957 the work of the union republic Gosplans has been
radically altered. Under the new system of administration their duties in
regard to industrial planning have been substantially broadened. Whereas
before these Gosplans planned mainly for the republican industry produc-
ing primarily consumer goods, building materials and timber, they now
prepare plans concerned with the development of all industrial branches.
Thus conditions have been established for the integrated development of
the economy and for the fullest possible utilization of each republic’s
natural and labour resources.

247. The union republics now play a substantially greater part in
planning the location of industry, as regards both the siting of new plant
construction and the expansion of existing enterprises. The sovnarkhozy
operate exclusively within the framework of the state plans evolved by the
republican and all-union planning organs.

248. The plans for the sovnarkhozy and union republics are drawn up
in the light of the tasks for the country as a whole defined in the unified
economic development plan approved by the USSR Government.

249. The union republic Gosplans work in close contact with the
sovnarkhozy, the republican ministries and departments and also with
the Gosplans of the autonomous republics and with the regional (territo-
rial) planning organs.

250. The general planning organs in the autonomous republics are the
Planning Commissions under the Councils of Ministers of the Republics
(the autonomous republic Gosplans), and in the regions (territories) they
are the planning commissions of the regional (territorial) executive com-
mittees.

251, Regional and territorial planning commissions consist of five to
seven members individually appointed by the executive committees of the
Soviet of Working People’s Deputies from among leading planners, scien-
tists and specialists in industry, agriculture and other sectors of the
economy.

252. The organizational structure of the local planning commissions is
such that the planning done by the sectors embraces all branches in the
area concerned.

253. Local planning commissions hold an important place in the system
of Soviet economic planning organs. They are standing commissions of the
executive committees of the Soviets of Working People’s Deputies in the
different administrative sub-divisions (autonomous SSR, territory, region,
area, town, district). Their functions comprise not only planning but also
co-ordinating the development of the entire economy of their sub-division.

254. The local Soviets administer schools providing general education,
cultural, public health and social insurance institutions, housing and com-
munity facilities, local roads, trade, etc.

255. The co-operation of the local planning commissions is enlisted by
the republican Gosplans for work on matters of general economic interest,
such as the preparation of the power balance for the entire region, terri-
tory or autonomous SSR, the formulation of draft plans for production at
all industrial enterprises in the region or territory, the establishment of the
manpower balance, etc.
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256. Towns and districts have town and district planning commissions
which are standing commissions of, and directly responsible to, the town
and district executive committees of the Soviets of Working People’s De-
puties. These commissions are composed of a chairman and four to six
members appointed by the town or district executive committee. In addi-
tion to permanent employees, their staff includes specialists employed at
various organizations, enterprises and institutions in the town or district.

257. An important role in economic development planning is played by
the ministries and departments. With the assistance of their planning divi-
sions they prepare the drafts of state plans for the corresponding sectors
of the economy and sections of the national plan, and submit them to the
USSR Gosplan.

258. The financial and credit organs play an active part in economic
planning. Every year, on the basis of the targets set in the annual national
economic plan, the Ministry of Finance of the USSR prepares and submits
to the Government a draft state budget of the USSR. The State Bank of
the USSR likewise prepares draft credit and cash plans. The Ministry of
Foreign Trade draws up a draft annual export and import plan and a draft
foreign currency plan for trade transactions. So that these plans may be
co-ordinated with the annual national economic plan, the USSR Gosplan
submits its comments on them to the Government.

259. The Ministry of Finance of the USSR and the State Bank of the
USSR organize control over the execution of the national economic plan,
ensuring that the most economical and appropriate use is made of material
and financial resources.

260. At the level of the individual republics, regions and districts, the
republican and local organs of the Ministry of Finance and the State
Bank of the USSR draw up the corresponding financial plans and organize
control over their execution.

261. Control over the execution of export-import plans is the respon-
sibility of the Ministry of Foreign Trade.

262. New bodies concerned with the administration and planning of
industry and construction are the economic councils or sovnarkhozy.

263. Sovnarkhozy have been set up at the level of the economic admi-
nistration areas. In regions where industry is not highly developed enough,
sovnarkhozy have not been set up; the industrial enterprises and con-
struction units of union-republican importance located in these regions
have been placed under the sovuarkhozy of neighbouring territories and
regions.

264. By a decision of the November 1962 Plenum of the Central Com-
mittee of the CPSU, the sovnarkhozy were expanded to correspond to the
increased size of the economic regions. This expansion of the sovuarkhozes
will increase their flexibility with respect to production, improve the use
of raw-material resources and extend the opportunities for application
of the co-operative system in production. In the Russian Soviet Federal
Socialist Republic twenty-four expanded sovnarkhozy were set up in place
of the former sixty-seven, in the Ukrainian SSR seven sovnarkhozy in
place of fourteen, and in the Central Asian Republics a single republican
sovnarkhoz instead of four.

265. Major changes have been made in the management of agriculture
since March 1962.

266. Territorial production collective farm-state farm boards (or state
farm-collective farm boards, depending on the kind of farming predomi-
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nant in the territory concerned) were set up in regions, territories and
republics to direct agricultural production.

267. Teritorial production boards are subordinate to regional (territo-
rial) agricultural production and procurement boards, which have speci-
alized departments to deal with matters such as live-stock and pedigree
cattle-breeding, farming and seed growing, the mechanization and electri-
fication of agricultural production and other matters depending on local
conditions.

268. The regional (territorial) agricultural production and procurement
boards are in their turn subordinate to regional (territorial) agricultural
committees which exercise general control over the agriculture of the
region (territory).

269. A Union Agricultural Committee was also established, the principal
function of which is to organize operational verification of the execution
of the agricultural directives of the Party and Government both centrally
and locally, and to keep watch over the progress of production and the
fulfilment of state targets for the procurement of agricultural products by
republics, territories and regions.

270. As matters stand today, the basic unit of agricultural management
is the territorial production collective farm-state farm (state farm-collec-
tive farm) board. The number of such boards created depends on the
number of collective and state farms, the volume of production and pro-
curement, and other economic and territorial factors.

271. The territorial production boards were made responsible for the
following: control over the implementation of decisions by the Party and
Government concerning agriculture, organization of production and ful-
filment of the plan for state purchases of agricultural products, planning,
accounting and reporting with regard to production and procurement,
review of production and financing plans and annual accounts of collec-
tive and state farms, formulation and introduction of rational systems of
farming and efficient sowing-area patterns, ensuring highly productive use
of machinery, creation of a sound fodder base, organizational and eco-
nomic strengthening of collective farm-state farm production and raising
of its profitability, conclusion of forward contracts with collective and
state farms for deliveries of agricultural products and raw materials, etc.

272. The following organizations have been widely adopted: public
design and project bureaux, which formulate and introduce rationalizers’
proposals and inventions and handle various complex technical problems;
councils of innovators, which deal with many questions pertaining to the
improvement of technology and the organization of production; workers’
research institutes, which familiarize workers with experimental scientific
and research work in techniques, technology, and the organization of pro-
duction and labour; public economic analysis bureaux, which are con-
cerned primarily with finding ways of effecting economies in the use of
materials and labour, the best methods of planning and organizing pro-
duction, etc.

273. Although there are no direct hierarchical links between the vari-
ous planning organs in the socialist countries, they nevertheless represent
a unified system which brings the whole of the national economy within
the sphere of planning. The unity that they achieve in their work is due
primarily to the fact that they are guided by the economic policy of the
Communist Parties and consistently carry it out in practice. Their unity is
further ensured by the fact that the planning of the country’s economy is
conducted on the basis of general planning principles and with the fullest
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possible compliance with the principle of democratic centralism. All units
employ the same methodology of plan formulation. The unity of the
planning system is conditioned by the need to respect the unity of the
state national economic plan.

274. In planning the national economy, the planning authorities enlist
the help of the Academy of Sciences of the USSR, the Academies of Sci-
ences of the Union Republics, the V.I.Lenin All-Union Agricultural Academy,
the Academy of Building and Architecture, the Academy of Medical Sciences,
the Academy of Pedagogical Sciences, scientific research institutes and higher
educational establishments. In addition, a wide range of scientific workers
and specialists from planning and design organizations, sovunarkhozy,
ministries and departments are co-opted for work on specific problems.
The results of scientific activity are reflected in the state economic plans.

275. In late 1962 and early 1963, the central planning authorities in the
USSR underwent a reorganization. A Superior National Economic Council
of the Council of Ministers of the USSR, a Union Republic National Eco-
nomic Council of the USSR, a Union Republic Gosplan of the USSR, a
Union Republic State Construction Committee of the USSR, state sectoral
committees and state production committees have been established.

276. The Superior National Economic Council co-ordinates the activities
of the Gosplan of the USSR, the Union Republic National Economic Council
of the USSR and the Gosstroy of the USSR, directs all economic activity
relating to industry and constructions, discusses problems relating to the
development of these sectors and the execution of plans, and takes binding
decisions on those problems.

271. The Gosplan of the USSR has become a union republic authority;
as a result, the Gosplans of the union republics are now under dual control
— that of the Gosplan of the USSR and that of the government of the re-
public concerned. The Gosplan of the USSR is responsible for the prepa-
ration of longterm and medium-term plans and for correcting annual
plans in the light of the progress made in executing the plan concerned
and the proposals put forward by the Gosplans of the union republics.

278. The basic function of the National Economic Council of the USSR
is to ensure the implementation of the USSR economic development plans,
securing the most rational and efficient utilization of material, labour and
financial resources, the general growth of labour productivity, the reduc-
tion in cost and improvement in quality of production, and the discovery
and utilization of idle economic resources.

279. The National Economic Council pursues its activities directed
towards the implementation of the economic plans through the republican
and inter-republican sovnarkhozy and the ministries and departments of
the USSR.

280. At the same time the Council performs planning functions in sev-
eral fields.

281. The State Construction Committee of the Council of Ministers of
the USSR is responsible for improving the administration of capital con-
struction, achieving a more efficient utilization of investments, ensuring
the introduction of new productive capacities according to schedule, carry-
ing out a uniform technical policy in construction and securing a substan-
tial improvement in the quality of construction work.

282. The state committees for sectors of industry and state production
committees are responsible to the Gosplan of the USSR, the Union Re-
public National Economic Council of the USSR, or the State Construction
Committee of the USSR. Their heads are members of the governing bodies
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of these committees and of the Union Republic National Economic
Council.

283. The functions of the state committees are to draft plans for the
development of the sector concerned, to pursue a unified technical policy
and to prepare plans for scientific research and experiment. They bear
full responsibility for seeing that new machinery and technology are
promptly introduced into production.

284. The state production committees also exercise direct control over
all the operations of the enterprises under their jurisdiction.

CHAPTER 4

NATIONAL PLANS AND INTERNATIONAL POLICIES

PRIVATE ENTERPRISE AND MIXED ECONOMIES

285. For private enterprise and mixed economies, both developed and
under-developed, the incorporation of foreign trade into national plans and
the implementation of plans in the light of developments in foreign trade
are among the most difficult tasks of planning. Fundamentally, this arises
from the fact that trends in foreign trade are dependent, not solely on
domestic circumstances, but also on economic conditions in other countries.

286. In almost all countries, foreign trade absorbs a significant pro-
portion of domestic output and is similarly an important source of do-
mestic supplies; accordingly, despite the difficulties, national planning
cannot be realistically pursued without careful account being taken of
foreign trade. If this is true of developed, private enterprise economies, it
applies with even greater force to the under-developed countries. It is not
only that, in many of these countries, the level of external demand con-
ditions the rate of domestic economic growth by virtue of the large size
of the export sector. Of more general importance is the fact that in most
under-developed countries, at their present stage of development, by far
the greater part of investment goods is not produced domestically but is
purchased from the advanced countries. Some progress has undoubtedly
been made in a number of countries towards increasing the domestic
production of investment goods, but the requirements of these countries
have also been rising rapidly. In general, the relative dependence on im-
ported goods for capital formation has not diminished; in many instances,
it has even increased. Thus, irrespective of whether the share of exports
in total economic activity is large or small, the supply of foreign exchange
has been a principal constraint on the rate of planned economic develop-
ment in under-developed countries.

287. It is in recognition of this that a number of under-developed
countries have placed the prospective trends in supplies of foreign ex-
change in the foreground of their economic planning. Substantial weight
has been given in the preparation of plans to the aim of releasing an
expanding supply of foreign exchange for developmental uses, such as
imports of investment goods and essential raw materials. Investment
programmes have given priority to new, import-substituting or export-
promoting industries. The more industrially advanced of the developing
countries have, in fact, been giving increasing attention to the need for
expanding the exports of manufactures to compensate for the sluggish
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rate of growth of traditional exports and the deteriorating terms of trade
of primary commodities in relation to manufactures.

288. As noted in earlier chapters, however, by no means all countries
have endeavoured to make careful assessments of the prospective foreign-
exchange requirements implicit in their plans. Undoubtedly, this is a dif-
ficult and time-consuming task, since it entails detailed analysis of the
composition, as well as of the level, of domestic output and expenditure.
On the other hand, the foreign exchange requirements of programmes for
domestic investment and output are too important for the success of these
programmes in under-developed countries to allow of neglect. It is not
only that targets for investment and output may not be reached if foreign
exchange requirements prove greater than expected; it is also that, if the
requirements had been better assessed initially, this might have suggested
a different pattern of domestic investment which would have placed less
strain on the balance of payments.

289. It is apparent, however, that among under-developed countries,
even the most intensive efforts to expand supplies of foreign exchange
through export-promotion and import-substitution have not been sufficient
in themselves to yield the supplies required by plans. Plans have, in fact,
generally been predicated on the assumption that the supplies of foreign
exchange earned through exports or released through import substitution
would be augmented by an expanding flow of foreign capital. Given the
need for foreign funds, the under-developed countries have generally
adopted a wide range of measures to obtain an enlarged flow of these
funds. In order to attract foreign private capital, most countries have
provided assurances with regard to property rights as well as to the re-
mittance of profits and the repatriation of capital; in addition, various
kinds of tax incentives have been offered to foreign investors. Despite these
measures, the distribution of the international flow of private capital
continues to be highly uneven. Private capital is mainly attracted to those
countries endowed with natural resources for which world demand has
been buoyant. Also, private capital has been highly sensitive to political
changes in the under-developed countries.

290. In such a context, intergovernmental economic assistance has
played an important role in speeding economic growth in the less de-
veloped countries. Intergovernmental grants and loans have, as a broad
rule, tended to offset the marked concentration of private capital flows.
Indeed, without intergovernmental assistance, plans of many countries
which have received little or no part of the international flow of private
capital in recent years would have been jeopardized. In order to link
economic assistance to the individual national plans as a whole, there has
been wide-spread expression of a strong preference for co-ordinated aid
either through multilateral channels of international organizations or
through the consortium approach such as that adopted by contributing
countries for aid to India and Pakistan. Further, opinion is almost unani-
mous in the under-developed countries that achievement of their planned
targets of investment and output would be facilitated if external assistance
were assured to them for their plan periods rather than from year to year
as has been the practice thus far. Opinion is also unanimous that foreign
loans or subsidies should not be tied to any political, military or ideological
conditions, but should be granted solely on the basis of economic con-
siderations. It is pointed out in the under-developed countries that, apart
from the difficulty of obtaining loans, especially for any appreciable length
of time, the high rate of interest and the obligation of repayment in other



152 PLANNING FOR ECONOMIC DEVELOPMENT

than local currency represent serious difficulties for the economy of those
countries.

291. The use of external trade to develop under-developed countries is
fraught with serious difficulties. The rising trend of raw-material prices
observable during the war and immediate post-war years did not last. In
1951 the prices of raw materials began to decline and those of industrial
goods to rise, the terms of trade in raw materials deteriorated consid-
erably in relation to those for finished goods, and there were serious fluc-
tuations in the prices offered for, and the volume of trade in, particular
raw materials. The policy of discrimination pursued by certain countries
in trading with others has created serious difficulties for the under-
developed countries. The market short-term instability in export earnings
that confronts most under-developed countries places a heavy burden on
their ability to adapt plans to rapidly changing circumstances. Some coun-
tries have sought to lessen the impact of external instability on the do-
mestic economy by channelling exports through marketing boards, others
by means of variable export levies. Where exchange control has been
applied, the use of foreign exchange budgets, which are subject to revision
every few months in the light of the current balance-of-payments situation,
has also helped to ensure that supplies are adjusted to requirements in an
orderly manner. Through several national policies, attempts have been
made to mitigate the harmful effects of such instability, but there are
serious limitations to what can be accomplished through the individual
action of under-developed countries. It is in recognition of this fact that
a number of international commodity agreements, involving multilateral
contracts for purchase and sale, export quotas and buffer stocks, have
been concluded in the post-war years and that forums for international
discussions and consultations have been provided in commodity councils
and study groups. But, at an operational level, progress has been rather
slow, and there is also the question whether an individual commodity ap-
proach is adequate, in itself, to meet the requirements of comprehensive
economic development. Support has, in fact, recently been emerging for
complementary measures of a broader character, such as the system of
compensatory financing under discussion in the United Nations and more
extensive use of the resources of the International Monetary Fund.

292. It is not only as regards its level and stability that foreign trade
has presented particularly difficult problems in under-developed countries.
As discussed in an earlier chapter, the integration of foreign trade into
national plans has also required decisions about the particular kinds of
export-promoting or import-substituting industries which it would be most
advantageous to develop. In earlier post-war years, plans for economic
development tended to concentrate upon balanced growth within the
confines of the domestic market and to neglect the advantage of inter-
national specialization. In more recent years, however, greater attention
has come to be given to the possibilities of accelerating growth through
specialization in particular fields of production. In part, this has given
rise to a search for markets in developed countries for some of the
manufactured goods which some under-developed countries have become
increasingly able to export; this has emphasized the need for more liberal
policies on the part of the advanced countries in easing access to their
markets. But the heightened interest in the advantages of specialization
has also generated a broader movement towards exploration of the possi-
bilities for expansion of trade among the under-developed countries them-
selves. One important outcome has been the creation of the Latin American
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Free Trade Area; and another has been the establishment of a common
market among five Central American countries which has initiated the
co-ordination, not only of commercial policies in these countries, but also
of work with regard to regional distribution of individual industries.
Among the member Governments of the United Nations Economic Com-
mission for Africa and for Asia and the Far East, considerable discussion
has also taken place about the possibilities of closer links to foster intra-
regional trade.

293. Concerted action by groups of under-developed countries to foster
their economic development and to facilitate national planning has by no
means been confined to the field of foreign trade. Multinational co-operation
for the development of river basins has, for example, been undertaken in
several areas; the Indus, Mekong and Volta river schemes are among the
larger projects which have been successfully initiated or completed. Co-
operation in the financial field has also led to the establishment of regional
development banks. And recently, action has been taken to create regional
development institutes in Africa, Asia and the Far East, and Latin America
in order to provide regional centres for the training of officials in planning
methods and the collection and dissemination of information about
planning.

294. While international co-ordination of national plans has been ab-
sent among the developed, private enterprise economies, commercial as
well as other economic policies have been concerted to a significant extent
by the European Economic Community countries and a wider forum for
exchange of information and consultation on policies has been provided
by the Organization for Economic Co-operation and Development. Recently
this has extended to an exchange of forecasts and views that have a bearing
on the plans of these countries.

SOCIALIST COUNTRIES

295. In the centrally planned economies of eastern Europe, interna-
tional co-operation and co-ordination of national plans have reached an
advanced stage. Such co-ordination has been facilitated by the fact that
all these countries have adopted a similar economic and social system,
maintain close political ties and are engaged in long-term planning of
economic development.

296. Economic co-operation and co-ordination in the centrally planned
countries have gone through two distinct stages. In the first stage, lasting
from the end of the Second World War to roughly the middle of the
nineteen fifties, economic plans were prepared without any direct co-
ordination with plans of other countries. During this period, the problems
of international division of labour played hardly any part in the planning
of economic development of individual countries and in their foreign-
trade policies. There was, in fact, an autarchic tendency in most of these
countries as reflected in the simultaneous establishment of industries
producing similar goods without sufficient regard for efficiency in
production, the size of national markets and other factors influencing eco-
nomies of scale. This policy was shaped by the need for economic recon-
struction and for removing the post-war shortages faced by all these
countries. Indeed, the post-war shortages of basic materials, semi-manufac-
tures and finished investment goods were a powerful factor inducing
governments to develop domestic production of all required materials,
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The development of the economy was co-ordinated only indirectly through
foreign trade and credit relations. Indirect co-ordination was largely de-
termined by bilateral trade agreements for specific goods, credit agree-
ments, and agreements on scientific and technical exchange.

297. Since about the middle of the nineteen fifties, the international
co-ordination of national plans in the centrally planned economies has been
considerably broadened and strengthened. The substantial expansion of
output and diversification of national economies in the countries in ques-
tion have brought into being direct co-operation in production among the
socialist countries of Europe. Unlike the first stage when the focus of its
work lay in the sphere of foreign trade, the Council of Mutual Economic
Assistance (CMEA) has expanded its activities to influence the preparation
of national plans on the basis of such considerations as economies of scale
resulting from mass production, and the reduction of production costs
through specialization.

298. Co-ordination of the national economic plans enables the economic
development interests of each of them, their natural, economic and labour
resources, to be given fuller and more correct weight, The process of
co-ordination extends not only to production plans, but also to sales of
output, transportation resources, the balance of payments of the socialist
countries, and the trends of modern technical progress.

299. On the basis of the co-ordination of national economic plans, the
‘main trends of specialization and co-operation in production are deter-
mined in interrelated branches of industry, in the joint utilization of raw
materials, fuel and power resources; concerted decisions are taken con-
cerning the joint construction of large economic interstate projects;
questions pertaining to the development and exploitation of various types
of transport and communications are settled jointly; decisions are taken
on the development of science and technology, including the initial and
advanced training of personnel. In this way, a rational international
division of labour is established for the world system of socialism.

300. The co-ordination of development plans and allround mutual
assistance between the countries have given the under-developed countries
considerably higher rates of development and have brought all the coun-
tries members of CMEA closer to a common level of development.

301. Co-operation among the States concerned in the development of
these sectors of industry takes very varied forms, including the granting
of loans, the supply of equipment, the preparation of the necessary scien-
tific and technical documents, etc. Installations constructed on a co-opera-
tive basis are the property of the country in whose territory they are built.
Accounts in respect of such friendly assistance are as a rule settled by
deliveries of goods produced at jointly constructed enterprises.

302. Given the rational international socialist division of labour, inter-
state specialization and co-operation create the conditions for the gradual
formation of complex production enterprises involving the co-operation of
a number of States. In this connexion, account is naturally taken of their
interests and of their natural resources and economic and transport
conditions. (The “ Friendship ” oil pipeline is one case in point; a unified
electric power grid is being laid for all the European countries members of
CMEA; several countries are combining to set up coal and ore mining
enterprises in Poland, a cellulose combine in Romania; and so on.)

303. The further development and intensification of the co-ordination
of plans are reflected in an organizational strengthening and intensification
of CMEA’s activities. An Executive Committee of the Council has been set
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up, consisting of the deputy heads of government of the countries mem-
bers of the Council. An office has been established under the Executive
Committee of CMEA to prepare preliminary draft plans and recommen-
dations for joint adoption. The Charter of the Council has been amended
to allow non-European countries which share the Council’s purposes and
principles to join it. Apart from the work related to specific industries,
such as the standardization of cutput and specialization within industrial
branches, CMEA has made arrangements for the co-ordination of plans
for 1956 -1960 and 1961-1965. The Council has also established principles
and procedures for the co-ordination of subsequent plans up to 1980.
Consultations have been carried out with regard to output targets of
specific industries. This is to be followed by co-ordination of investment
targets and over-all plans.

304. The tendency towards greater co-ordination of national plans has
been accompanied by an equally significant trend towards economic inte-
gration in the CMEA countries. Prominent among the measures to foster
these developments has been the recent decision to introduce multilateral
settlements between the countries members of CMEA and to establish an
international bank for the group.

305. Developments leading to greater co-ordination of plans and to
economic integration have the same basic purpose of increasing produc-
tivity and raising the level of consumption through more rational division
of labour among the CMEA countries. The ultimate goal in these countries
is to create a single economy as well as to set up a single planning agency
for preparing a common plan for the whole group of countries.

306. The national economic development plans of the countries mem-
bers of CMEA are now co-ordinated in a different way.

307. Each country prepares a draft national economic development
plan. The member countries of CMEA then hold multilateral consultations
on their plans. Over-all resources and requirements are taken into con-
sideration and adjustments are made in the draft plans. Appropriate recom-
mendations are drawn up by the CMEA organs on matters requiring joint
consideration.

308. These recommendations are adopted at annual sessions of CMEA,
on the reports of the appropriate standing commissions.

309. To facilitate the process of co-ordination, solutions to a number
of technical problems have been sought; important among these have been
the problems of standardization of methods of price formation, the estab-
lishment of methods for international comparison of relative costs, and
the elaboration of improved methods of evaluating effectiveness of in-
vestment.

310. The policies and procedures of CMEA in the field of co-ordination
of national plans were given formal expression in the “ Basic Principles of
International Socialist Division of Labour” adopted in June 1962. Accord-
ing to this document, CMEA aims at increasing the over-all efficiency of
the economy of the group, but with due regard to the comprehensive and
diversified economic development of individual member countries. Atten-
tion has also been devoted to the further narrowing and gradual elimi-
nation of differences in the level of development of these countries. Thus,
the less industrialized countries in the group might be given preferential
treatment in the allocation of scarce materials or investment credits and
in establishing favourable prices for certain exports during initial stages
of production. Some sacrifice on the part of the more advanced countries,
in other words, has been looked upon as an important element of pro-
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moting economic development of all countries in the group. The interna-
tional co-ordination of plans based on these guide-lines should, according
to these principles, be applied to basic branches of industry and should
be designed to achieve the integrated allround development of each
country in combination with international inter-branch specialization. The
co-ordination should apply primarily to longrange plans in view of
the time necessary to bring about the required structural and technical
changes. The co-ordinated plans should constitute firm commitments for
the participating countries, in order to prevent the emergence of im-
balances.
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