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After having reached a turning point some time ago, the
political, economic and social processes of the countries of the
region are currently in the midst of a transition. Now thar the
wave of change which elevated the market and private
enterprise to a position of unrivalled supremacy has passed, a
morc thoughtful evaluation needs to be made of the virtues and
responsibilities, shortcomings and excesses of these factors. At
the same time, a new assessment is also being made of the role
of the State and of how it needs to change, as well as of possible
forms of government intervention in social and economic
processes. In short, the paradigm that will ultimately take hold
in each country of the region has not yet become clearly
defined. The changing nature of enderdevelopment, its new
dimensions and its most pressing manifestations make it
recessary 1o rework existing interpretations and analyses and,
on thal basis, 1o put forward new politicat agendas and strategies
for building mere efficient economies and more cquitable,
unified socicties. In recent years a comsiderable number of
reforms have also been undertaken, with varying degrees of
success, in an effort to improve the way market mechanisms
function and to redefine the role of the State in various areas of
the region’s economic and social life, In the new division of
respounsibilities between the public and private sectors that is
emerging oui of these national experiences, modes of interaction
associated with mixed economies are coming to the fore. In
view of these developments, an ongoing analysis of the
processes mow under way is needed in order to organize and
describe  the different categories of newly emerging
public-sector  functions, ascertain  the possibilities and
limitations of the capacity for colleclive action embodied in
planning as a technique of governance, and strengthen
government approaches and procedures for marshalling and
allocating resources.
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I

Introduction

The planning and coordination of public policy are in
the process of being reviewed and brought into line
with the new sets of circumstances that have arisen in
the region. Within the framework of the broader re-
forms being effected with regard to the State, the
changes being made in the governmental administra-
tive process are directed towards the establishment of
new organizational and operational patterns.

This article comments upon these changes in the
light of the actual processes currently taking place in
the Latin American countries. ! On the basis of con-
siderations relating 1o existing forms of State action,
the first four sections deal with fundamental aspects of
strategic management. The discussion begins by fo-
cusing on the most pressing problems associated with
underdevelopment and their very necessary prioritiza-
tion, the conclusion being that we need to update our
ideas about how these problems are created and per-
petuated. Starting from a generic interpretation of the
region’s socioeconomic mode of operation, the ECLAC
secretariat has drawn up a proposal for changing pro-
duction patterns with social equity, and the idées-
forces of that proposal are highlighted in this article.

I1

State action

Some dissatisfaction is to be noted among the re-
gion’s political leadership as regards the operation of
the existing socioeconomic system. The market and
private enterprise are acknowledged to have certain
features that should be utilized and promoted, but it is
also recognized that they suffer from certain short-
comings which must be redressed and that they lead
to certain excesses which need to be tempered. It is

LA preliminary version of this essay was presented in November
1992 at the fifteenth meeting of the Presiding Officers of the
Regional Council for Planning (CRP), the intergovernmental body
that oversees the work of ILPES. The authors wish to thank the
directors of the Institute, as well as Jorge Israel and Ricardo
Martner, for their valuable comments and suggestions.

It is also argued that an analysis of this subject as it
relates to the actual economic and social realities of
the region would be a very useful input for an exam-
ination of new forms of government intervention.

The last two sections are devoted to a discussion
of the new functions of government which are begin-
ning to emerge against this backdrop of societal
change and reform of the State. One such group of
functions has to do with the role of government as a
catalyst in guiding and energizing national develop-
ment processes; a second category is composed of the
regulatory functions of government as an arbiter in
cases where individual and collective interests may
conflict, while the last group of functions concern the
performance of those duties that are the exclusive
prerogative of government. These categories of inci-
pient governmental functions are used as a point of
reference for a number of proposals for updating sub-
stantive and methodological aspects of planning as a
technique of governance. The article closes with a
few comments and suggestions for strengthening the
governmental decision-making process as it relates to
the allocation of public resources.

appreciated that existing political agendas are firmly
committed to building better societies. This calls for a
skilful combination of market action and State inter-
vention designed to ensure that the State’s efforts to
achieve this goal do not smother the potential of pri-
vate enterprise. Clearly, this involves the delicate task
of defining the proper sphere for State action, but it
also creates a need to devise new forms and methods
that will be in keeping with the changes taking place
in our economies and societies (ILPES, 1992a).

The political processes which have taken
place in the region over the past few years have had a
very sirong influence on State intervention and on the
functions of planning as an instrument for guiding
social and economic activity, Initially, these
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mechanisms were clearly relegated to a position of
secondary importance, while preference was given to
the market and to deregulation. Planning ministries,
departments and offices have, generally speaking,
seen a decline both in their status and in their in-
fluence with decision-makers.

More recently, however, a more objective and re-
alistic view has begun to be taken of new spheres and
forms of State action, and this has led to the restora-
tion of some of planning’s classic functions as well as
the identification of new tasks called for by emerging
conditions. Today, the suppression of State interven-
tion is no longer a leading issue; rather, the controver-
sy —depending on the particular countries— concerns
the extent, spheres and forms of regulatory action and
of measures for guiding economic and social pro-
cesses in desired directions.

I11

The foundations

A national agenda that embodics the goal of building
a better society and explicitly states its main objec-
tives is an essential frame of reference for the defini-
tion of a strategic form of management. This involves
the identification and prioritization of the most seri-
ous problems of underdevetopment in each country,
together with the formulation of an updated and more
precise interpretation of their origins and of the chain
of events and factors that have engendered them.

In the recent past, the region has witnessed signi-
ficani deterioration in a range of economic and social
variables which has led to a general decline in the
quality of life of large segments of its. population,
This deterioration has, of course, been experienced in
different ways in the different countries. The most
disturbing problems must be weighted differently in
each countty; nevertheless, the problems discussed in
the following pages, which mainly have to do with
social inequity, are to be found in quite similar forms
throughout much of the region.

1. The most critical problems

a) Poverty and social exclusion
It is generally agreed that the social inequity existing
in most of the countries of the region has reached

It is not in mankind’s nature to refrain from
seeking to influence the future course of events, and
this is also certainly true of society as a whole, which,
if endowed with a democratic system of government,
will choose the agenda that it finds most cogent.
If we have a societal agenda to fulfil, then as soon as
we  lift our eyes to gaze into the future we are
accepting the need for a strategic position and the
desirability of being prepared beforehand, both for
foreseeable external events and for the decisions
that will have to be taken in order to put up a better
defence against adverse events, take advantage of
favourable ones, and ensure the fulfilment of the
government’s political agenda. Herein lies the es-
sence of a renewed form of planning that abides by
the restrictions imposed upon it by the modern
world.

of strategic management

unbearable proportions, As someone once said, when
a minority of the population has almost everything
while the vast majority has almost nothing, this im-
balance weakens democracy where it is most vulner-
able. Indeed, this problem is so severe (hat its
magnitude can be gauged quite well even without the
help of statistics (ECLAC, 1990a). One has only to take
a look at the region’s cities and rural areas to realize
that social exclusion and enormous territorial imbal-
ances are among the chief manifestations of underde-
velopment. The disturbing extent of poverty in the
region is the result of its economies’ inability to ab-
sorb the increase in the labour force in productive
ways, and the emergence of the informal economy is
compelling evidence of that inability. This obliges us
to take a look at the way in which the social and
economic system currently operates.

There are those who think that the stigma of ex-
clusion is inherent in the prevailing development
style. Others contend that it is a matter of time: they
reason that if free enterprise and the market are
allowed to function without being suffocated by State
intervention, the level of investment will gradually
rise so that available labour will be absorbed in an
increasingly productive manner. In view of the imper-
ative need to consolidate all the various facets of the
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region’s democracies, the span of time available for
rectifying this problem is becoming a scarce resource,
however. Hence the growing acceptance of the idea
that the market and private enterprise, strategic man-
agement and State action are not mutually exclusive.
‘The magnitude of the tasks to be accomplished leaves
no choice but to concentrate on shared needs so that
the operational demands of the market and private
business and the government’s responsibilities in re-
spect of social needs and strategic leadership are all
accorded due consideration.

b) Excessive consumption of non-essential goods
and services
In contrast with efforts to address the above problem,
there is an increasingly evident trend towards the un-
bridled acguisition of goods and services that are not
strictly essential. Although such a propensity is not
new, the current pace of consumption and, in particu-
lar, the means employed to satisfy this demand have
become a cause of concern. Once again, we have no
need of econometrics to realize that, if this trend per-
sists, it could lead to even more disturbing distortions.
Although a large percentage of such consumption
is accounted for by a relatively small segment of the
population, it has an undeniable demonstration effect
which, in conjunction with forms of advertising that
go far beyond the bounds of mere persuasion, pro-
motes consumption patterns that are at odds with the
income levels of many sectors of society. This not
only reduces the population’s saving capacity, but
leads to a great deal of frusiration on the part of those
who are urged to purchase more than they can afford.
Does it make sense for economic growth to be
based largely on the growth of non-essential con-
sumption? In view of this concern, it would not be
reasonable to eschew State activity aimed at helping
to moderate such excesses and to remedy shortfalls in
regard to the consumption of essential goods and ser-
vices, This is undoubtedly a complex matler: who is
to decide what should be consumed? Be that as it
may, however, the fact remains that today those who
have something to sell use very aggressive ways of
creating and fueling demand.

¢) The insecurity of daily life

In many cities of the region, even in countries that are
making substantial ¢conomic progress, criminal
means of appropriating private and even public
property are spreading at an alarming rate. Despite
the punitive and preventive measures used by the

agencies responsible for the public’s safety, the fre-
quency of such crimes does not appear to have de-
clined. In some cases the population comes to accept
the situation and changes its behaviour patterns in
ways designed to avoid what are considered to be
inevitable hazards.

The prevalence of such acts may signal the
presence of a phenomenon that runs deeper than mere
antisocial behaviour. It might be a good thing to re-
flect on the contradiction that persists in today’s so-
cicties: poverty is spreading, yet at the same time
there is ongoing incitement to consume what are, for
the most part, non-essential goods and services. The
amount of advertising and the methods it employs
seduce and enthrall the potential consumer, whose
earning power and opportunities are, in many cases,
quite limited. The gulf between what people want to
buy and what they are really in a position to buy may
serve as a breeding ground for forms of behaviour
that arc harmful to society. There can be no doubt
about their proliferation in recent years, and all the
projections —even the most conservative ones— class-
ify this phenomenon among the societal disorders re-
quiring priority attention.

d) The uncertain future of young people
There is little need for further evidence to prove that
the fate of a significant number of young people in
Latin America and the Caribbean remains uncertain,
Some young people have had a patently insufficient
education, while others have received a type of edu-
cation that prepares them only for quite a limited
place in today’s societies. Some do manage (o find a
stable, productive rol¢ for themselves in economic
and social life, but there are few opportunities for the
rest, and their future employment status becomes all
the more uncertain if they hope to work in the field
for which they have tried to prepare themsclves.
Education and access to knowledge are probably
the subjects that will require the most thorough-going
analysis from the standpoint of future development, If
we care to look any further ahead than a year or so,
there can be no doubt as to the importance of this
issue.

e) The deteriorating quality of life for the middie
class

The various sorts of corrective adjustments made in

the economic and social processes in recent years

have had both good and bad effects. On the negative

side, we must include the impact on the so-called
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middle class, which has had to forgo the consumption
of a great many items, including even essential goods.
The price of the shopping basket of goods and ser-
vices for middle-income groups has risen much more
sharply than their income levels, but the nature of
their social role obliges them to maintain forms of
behaviour that require substantial sacrifices. The
mounting discontent among this sector of society is a
source of social unrest that is menacing the political
structures upon which democracy is founded. A so-
ciety’s vitality is closely related to the solidity and
influence of this sector; if it is weakened, this may
obstruct upward soctal mobility and cast a cloud over
the political process itself. The adoption of an integra-
tive view of the different social groups within the
context of a strategic position aimed at advancing to-
wards a better future is thus a prime responsibility of
government.

f) The demand for rransparency

In the 1990s we are witnessing a new wave of democ-
racy on a universal scale which is probably the
broadest, most thorough-going and iniense process of
this type to have occurred in the present century. Le-
gitimate democracy is bringing about transformations
in, inter alia, political regimes, forms of government
and party systems. The wide-ranging democratization
of Latin America is an outstanding example of this
trend. There are other processes at work, however,
which are less well known and insufficiently undet-
stood. One such process has to do with society’s de-
mands for transparency. The restoration of democracy
entails the establishment of an open, transparent pub-
lic forum in full view of the citizenry.

The very nature of some features of the develop-
ment process heightens this demand for clarity. In-
deed, the new mechanisms of economic deregulation
require it in order to attain their legitimization, and it
is a crucial requirement in the privatization of State-
owned companies,

The demand for transparency can be equated
with the demand for a genuine share in the design and
implementation of public policy, Thus, all forms of
confidentiality and any lack of transparency in deci-
sion-making processes arc challenged. Obviously, the
scope of this demand extends to social mechanisms
and forms of behaviour such as bureaucracy, nepot-
ism, clientage, influence-peddling, etc., and the cur-
rent crisis in the political parties of some countries

certainly has to do with the disapproval aroused by
such excesses. There is very little, if anything, that
can do more to harm a government’s ability to govern
than the questioning of its legitimacy or of the
legality of its acts.

&) Other aspects

There are, of course, other serious problems associ-
ated with  underdevelopment, and environmental
deterioration is one of them. Despite the tremendous
importance of this issue, however, we will do no
more than mention it in passing here, The wealth of
information, analyses and projections concerning
environmental factors are publicly available and are
all the more accessible to the region's political
leadership.

2. The need for updated interpretations

Although there are other disturbing manifestations
of underdevelopment which could be mentioned,
in this article we have referred only to. those which
are of high priority because of the seriousness of
their implications and their widespread nature. As
noted earlier, these problems are manifested differ-
ently in each national setting and, in some cases,
may even be of secondary importance in comparison
to other concerns specific to a given country. Be that
as it may, a thorough analysis of this subject appears
necessary.

This naturally creates a need for an updated ex-
planation of how each of these problems arises and
how it is perpetuated. The view persistently dissemi-
nated in the past that there is no point in further ana-
lysis no longer appears valid. The outside world and
the economy and society of each country have
changed considerably. Complelely new problems
bave arisen, while chronic problems have changed
considerably, even in their inherent nature. If bascline
analyscs are to serve as a foundation for the design of
strategies for overcoming these problems, then they
must not be limited (o general considerations, but
must instead refer to particular sets of circumstances.
Exacting standards must be met in identifying vari-
ables, their sequencing and their dircct and indirect
linkages, as well as in estimating their magnitude and
impacts. General analyses must be made more con-
crete and more specific and need (o be developed on
a more disaggregated level.

STRATEGIC MANAGEMENT, PLANNING AND BUDGETS
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IV

The idées-forces of ECLAC

In response to the need for strategies io solve the
range of problems faced by the region, the ECLAC
secretariat has put forward a set of general concepts
relating to the ideas of changing production patterns,
social equity and sustainable development. These
“idées-forces” are based on the observation of current
phenomena and serve to promote a debate in which
each country can address these issues it a way that
relates to its particular circumstances. The ECLAC pro-
posal’s primary aim is to answer the following ques-
tion: How can we achieve greater economic growth
and gain a more solid footing in the external economy
while also raising the living standards of the popula-
tion and safeguarding the environment? (ECLAC,
1990b and 1992c).

The central ideas of this proposal concern the
achievement of genuine competitiveness and the sys-
temic nature of economic growth. In contrast to the
type of competitiveness afforded by comparative ad-
vantages based on low wages and plundering of the
environment, this new concept of competitiveness en-
tails an ongoing absorption of technical progress and
knowledge into the production and distribution pro-
CCSSCS,

The systemic character of this approach demands
the formation of linkages in respect of economic growth
generated by a more solid position in the external
market and by the increased productivity of activities
that produce goods and services for domestic con-
sumption. ‘This ensures the formation of greater social

v

linkages, thanks to the increased social equity that
one finds in a more fully integrated economy. Clearly,
then, the core element that sustains all these achieve-
ments ~economic growth, a reduction in structural hete-
rogeneity, a stronger position in the external market and
greater social equity— is the absorption of technical pro-
gress and knowledge as a result of policies that bring
needs and objectives into line with one another.

One of the basic assumptions underlying this
proposal is that the development of open economies
based on these elements can lead to the creation
of far more jobs at a much higher level of productiv-
ity than could be created by intensifying the import-
substitution process within protected economies,
The systemic nature of the proposal stresses indirect
job creation, as part of the overall competitive ef-
fort, in activities providing the relevant inputs and
services.

The integrated approach devised by ECLAC points
to an active role for the State in certain key areas,
such as stricter public and private austerity with a
view to the promotion of saving and investment; the
preservation of natural capital and of a healthy bio-
sphere; the promotion of transport, communications
and other infrastructural projects needed to achieve
systemic competitiveness; a policy for the absorption,
adaptation and creation of technology; investment
in human resources and vocational training; and
the launching and financial backing of small and
medium-scale businesses.

New forms of government action and

a new kind of planning

Efforts to strengthen the governmental administrative
process within the framewotk of a strategy for chang-
ing production patterns with social equity and envi-
ronmental sustainability must take into consideration
the societal phenomena that will influence that

process it coming years. These phenomena fall into
four main categories of trends or shifts which are fair-
ly widespread in the countries of the region: i) a tran-
sition from semi-closed to more open economies with
a view to integration with the rest of the world and
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participation in cooperation and free trade agreements
with other nations; ii) a shift away from heavily regu-
lated economies in which the State plays a large role
(both directly and inditectly) in the production of
goods and services and a move instead towards sys-
tems based on private enterprise and the operation of
the market, with strategically aimed and more effec-
tive government regulations; iii) vertical dispersion of
the central government apparatus as the central auth-
orities give up powers and instruments —as a conse-
quence of the economy’s greater openness and
integration— and delegate authority to lower levels as
part of decentralization processes of varying scope at
the regional, provincial and municipal levels; and iv)
the increasing difficulty faced by governments, owing
to financial, organizational and technological con-
straints, in coping with the range of demands being
expressed, to varying degrees, at the political level.

Within this context, there are two closely related
issues —reform of the State and emerging governmen-
tal functions- which, although their specific aspects
and emphases may vary from country to country, are
a prime focus of government concern and action. In-
creasing attention is also.being given to a third issue:
the renovation of planning.

1. Reform of the State

There is a prime fact that cannot be disregarded:
against this backdrop, significant changes are already
taking place in the economic functions of the State,
and this process can be summed up in a single phrase:
the State is reforming and is being reformed. It is, at
one and the same time, both the agent and the object
of this process.

This implies the simultaneous presence of two
processes in governmental action today: administra-
tion and change. On the one hand, the govemment is
defining and administering public policy within the
context created by a given set of operational condi-
tions; on the other, it is seeking to change those con-
ditions in order to delimit the spheres of
governmental action, redefine ils functions and in-
crease the viability of its policies, Thus, another im-
portant fact is that the current governmental process is
marked by this interaction between the processes of
administration (routine) and change (innovation).

A matter of some concern is that it is clearly
simpler to reduce the State’s role as a leading actor
than to create the effective capacity needed to

establish a new profile, although these two processes
do not necessarily conflict with one another. If we are
to make headway in this direction we must focus the
discussion on the quality of government involvement
rather than merely its quantity. The question therefore
is: What requirements need to be met as regards the
quality of government intervention, in order to be in
keeping with the changes mentioned above?

We will not attempt to provide an exhaustive
analysis of this question here, but-mention may be
made of five such requirements that are of par-
ticular importance (ILPES, 1992b; Assael, 1992): i) a
high degree of selectivity in' defining critical
areas; ii) efficiency and effectiveness of the action
taken; iii) credibility and transparency; iv) explicitly-
defined duration of the intervention; and v) advance
knowledge of the cost.

Today, if governmental intervention is to be ac-
corded legitimacy, society must be informed about
the costs and benefits of government action, must
have the right to evaluate them, and, above all, must
know who is going to be receiving, who is going to be
giving, why, how much, and for how long. All this
must take place within a climate of unhindered ex-
pression of responsible public opinion.

 The requirement of selectivity is an acknow-
ledgement not only of the existence of spheres which
property fall within the purview of other economic
and social actors, but also of the fact that the govern-
ment has only a limited supply of managerial resour-
ces, funding and, ultimately, power. Quite apart from
this fundamental circumstance, however, an explicit
definition is needed of what the critical areas requir-
ing government intervention are and what form that-
intervention should take. This means that we must
shift the focus of the discussion away from the pub-
lic-sector/private-sector balance and direct it instead
towards these two sectors’ emerging roles; in other
words, we must shift our attention from the anatomy
of the mixed economy to its physiology.

2. Emerging public functions

One difficulty that must be resolved in this connec-
tion is that, in various spheres, the State bears the
ultimate responsibility because it atone among all the
economic and social actors is supposed always to act
for the general good. Its action in certain areas may
be accorded top priority, which involves postponing
the search for solutions to other problems. Postponing
is not the same as ignoring, however, for to put it
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simply, the government has the responsibility —a re-
sponsibility it cannot delegate to any other agent- to
head up a collective effort to deal with all the various
national problems.

Under a democratic system, a country is gov-
emed by a series of successive administrations, so
that this responsibility to lead a collective effort there-
fore devolves upon a succession of different actors,
and the commitments of a given administration are
not necessarilty binding upon the following one. An
effective means of dealing with both of these difficul-
ties is the conclusion of explicit or implicit agree-
ments among all the major political forces regarding
key aspects of the direction of development and the
full operation of institutions.

In addition to such agreements concerning the
direction and administration of public policy, the as-
sets at the command of the government include the
intertemporal framework in which it operates (since
this gives it time to link up outputs and accommodate
demands) and the different mixes of public/private
interaction that can be used in taking action to pro-
mote the general welfare, which allows it to adjust the
extent of its own participation in the design, execu-
tion, financing and administration of the relevant
policies.

The government functions now emerging in the
region can be grouped into three categories: functions
relating to the catalytic role of the government in
orienting and energizing the national development ef-
fort; functions relating to the government’s arbitra-
tion, via government regulations, between individual
and collective interests in areas where the two may
come into conflict; and functions that are the exclu-
sive prerogative of government. Of course, depending
on the specific set of circumstances found in each
country, the emergence of these types of functions
will differ in intensity and in the degree of consensus
surrounding it. Furthermore, their concrete express-
ions will necessarily reflect a given interpretation of
development issues in the region. What substantive
features should they have in order to build up a
strategy for changing production patterns with social
equity and environmental sustainability?

a) Building effective,
guiding development
In order to meet the challenges arising out of today’s
development process, the strategy for bringing about
change has four main pillars: investment, technology,
markets and finance. The links among these elements
do not form spontaneously, and it is the duty of the

modernn  mechanisms  for

government, in its role as a catalyst, to ensure that
they develop in step with one another,

i) Stimulating investment. The maintenance of
consistent ground rules, the credibility and sus-
tainability of public policy, respect for property
rights, and fair, prompt and swift settlement of con-
tract disputes are some of the direct ways in which a
government can help to encourage private invest-
ment; it can create these conditions either through its
own acts or by promoting the necessary legal and
administrative adjusiments and the efficient operation
of other State bodies. However, these conditions, al-
though necessary, are not sufficient in and of them-
selves. An effort must therefore be made to promote
an increase in public and private saving rates, the
development and modernization of infrastructure, and
the dissemination to the pubtic of information on in-
vestment opportunities.

il) Scientific and technological development. The
purposeful absorption and dissemination of technical
progress plays a pivotal role in changing production
patterns and ensuring their compatibility with a
democratic political system and an increasing level of
social equity (ECLAC/UNESCO, 1992). The absorption
and dissemination of technical progress involves a
great many elements, including human resources de-
velopment and a whole airay of mechanisms and in-
centives for facilitating access to new information and
the generation of knowledge. The region’s shortcom-
ings in respect of the education-knowledge conti-
nuum lessen its chances of making headway in other
aspects of the absorption and dissemination of techni-
cal progress, however. Such headway can therefore be
made only with the help of broad-ranging reforms in
the educational and vocational training systems and
through the development of endogenous capabilitics
for utilizing scientific and technological advances.

iily Markets and competitiveness. In order to
stimulate competitiveness and the advent of a new,
more technologically-intensive phase of export activ-
ity, interaction between the public and privale sectors
will need to be intensified in at least two areas: the
reinforcement of those bodies responsible for moni-
toring the relevant external markets and opening up
new markets, and the conclusion of free trade
agreements and regional, subregional and binational
integration accords (ECLAC, 1990b, chap. V), Compe-
tition is not confined to external markets, however. In
view of its effects on domestic markets, the trade lib-
eralization process should be steady but gradual, or
should be coupled with temporary protective
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measures or direct subsidies in order to give national
sectors exposed to outside competition a chance to
adapt to these new conditions within a reasonable
period of time.

iv) Raising funds for long-term ﬁnancmg The
fact that some private firms are beginning to return to
the international financial market relieves some finan-
cial difficulties at the microeconomic level bit, with
few exceptions, the crux of the problem at the aggre-
gate level continues. to be external financial con-
straints and the size of the public-sector debt. The
reduction and stabilization of external debt payments
and efforts to put public finances on a sound footing
are processes that continue to be very necessary, al-
though notable progress has been made on both fronts
by a number of the countries in the region. None.the
less, although temporary inflows of external resources
may be secured through privatizations and portfolio
investment, the resumption of financial flows for pro-
ductive investment is closely linked to the chances of
establishing new trade flows with countries outside
the region and reducing both costs and country risk.

b) Creating the necessary capabilities for Jegula~
ting markets and econonuc activities that require
supervision

Opening up the cconomy and’ movmg towards greater

reliance on the market make it necessary for the gov-

ernment to set up regulatory and supervisory mechan-
isms in certain specific areas in order to reconcile
private and’ collective interests, ensure the sustaiha-
bility of the system, and- establish suitable commit-
ments among different sectors. Four areas in which
such mechanisms appear to bé néeded in the majority
of the countries in the region are: the production of
goods and sérvices under monopolistic conditions, the
financial system and' the capital market, social se-
curity administration, and the labour market and la-
bour laws. Tn some cases, there is clearly some form
of interaction between two 6r more of these areas.

iy Production of goods and services' under mio-
nopolistic’ conditions. The privatization of State-
owned firms ‘is a prominent feature of the economic
scene in the region today. The governments’ privatiz-
ation schemes are quite ambitious, and 'there is'ne
sign that'this trend is beginning to wane. If the privat-
ization process includes —as it sometimes does— goods
and’ sefvices that' are provided under monopolistic
conditions-or that involve significant externalities, then
the qiiality and effectiveness of governmental regula-
tion will become a ceniral element in determining

both the future impact and the sustainability of the
policies applied. Therefore, governments must find a
way 1o establish appropriate regulatory frameworks to
ensure efficient allocation, reconcile the various inter-
ests that are at stake, develop effective instruments
for enforcing those regulations and settling disputes
and, above all, for adjusting those frameworks to
changing technological and operational conditions.

ii) The financial system and the capital market.
Regulatory and supervisory systems in this area have
shown themselves to be ‘of decisive importance in
determining the success of liberalization and financial
reform policies. Countries that have deregulated their
credit markets and interest rates without establishing
suitable regulatory and supervisory mechanisms have
tended to suffer from crises of insolvency and a loss
of financial control. The available information
(EcLAC, 1992a) indicates that a suitable sysiem
should include a prudent degree of regulation to help
banking and financial institutions guard against insol-
vency and illiquidity; financial regulations designed
to ensure that domestic instruments wiil continue to
function smoothly and remain competitive with exter-
nal placements (in terms of exchange rates, interest
rates, lead time, etc.) and to promote the development
of instruments that will broaden the institutionalized
sector’s coverage (such as, for example, credit guar-
antee funds, insurance, and venture capital loans); and
organizational regulation to ensure the system’s oper-
ational efficiency through the attainment of econ-
omies of scale, the integration of act1v1t1es and the
promotion of competitiveness.

i) Social security administration, The crisis of
traditional Statc -run somal security systems is promp-
tmg a number of governmcnts to undertake reforms in
this area. Some of these reforms provide for adjust-
ments in the traditional system, while others entail
dmardmg it entirely and replacing it with a privately-
run, individually capitalized system or a comibination
of these two systéms (ECLAC, 1992b). The situation
now taking shape appears to point to the possibility of
a greater role for private organizations in the adminis-
tration of large-scale funds in the future and to the
concomitant need for governmental regulatory mech-
anisms which will not only open up investment op-
portunities for those funds, but will also ensure the
administering bodies’ continued solvency, fmanual
stability and competitiveness.”

iv) The labour market and labour laws. An im-
portant element in the development of competitive-
ness is the maintenance of a sufficient degree of
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flexibility in the labour market. The modetnization of
production is not a smooth or integral process; it car-
ties with it the risk of tensions and imbalances, and
human resources may lag behind newly emerging de-
mands both in terms of technical knowledge and their
ability to adapt to a production environment subject
to frequent major changes. If a national economy is to
reduce this lag and retrofit its uncompetitive sectors,
it will have to marshall its public and private resour-
ces in order to mitigate the social impacts of the pro-
cess by creating mechanisms for the payment of
unemployment benefits, providing vocational training
geared to new markets, and ensuring an orderly tran-
sition through the preparation of sectoral baseline
analyses and prospective studies, the adjustment of
the legal and institutional structures and the estab-
lishment of efficient labour retraining mechanisms,

¢) The performance of exclusively governmental
duties

Despite the trends mentioned above, the State —by
virtue of its economic importance, its ability to levy
taxes and the power that it holds— remains the para-
mount organization in the countries of the region;
moreover, there are many tasks for which it bears
virtually sole responsibility. Therefore, the planning
of its acts and the skill with which it manages its
activities are matters of very high priority, Three to-
pics should be considered in this connection: the
management of global imbalances; the accumulation
of social, physical and human capital; and the dis-
tribution of duties and powers within the State ap-
paratus.

i) Management of global imbalances. The gov-
ernment must keep macroeconomic imbalances under
control in order to permit growth within a context of
stability, which, in its turn, is a necessary condition in
order 10 meet the challenges involved in changing
production patterns with environmental sustainability
and social equity. Within this framework, fiscal man-
agement must be geared towards achieving structural
stability of income together with budgetary flexibility
so that the public sector’s financing needs will be
kept in line with the resources actually at its com-
mand.

In order 0 meet the other challenges it faces,
however, a government must also maintain a pro-
gressive fiscal policy (ECLAC, 1992c, chap. IV). This
progressivity needs to be measured in terms of the net
impact on the various social groups of all the govern-
ment’s acts taken together: taxation and public-sector

rates and prices, on the one hand, and the various
types of expenditures, on the other. Thus, the manage-
ment of economic, social and environmental imbalan-
ces could be based on the proper articutation over
time of measures affecting the amount and stability of
public resources, the possibility of reallocating funds
from one budget item to another and, in particular,
more efficient expenditure patterns.

i) Formation of social, physical and human
capital, Given the systemic nature of the concept, in
order for significant progress to be made in promoting
genuine competitiveness, physical infrastructure must
be developed and must run efficiently at international
prices. The region’s physical infrastructure was
allowed to deteriorate so much during the fiscal crisis
of the 1980s that its rehabilitation is now a high-
priority task. The fact that the public sector does not
have sufficient resources (o cover the necessary levels
of investment and current expenditure has led govemn-
ments to undertake deregulation programmes, privat-
izations, decentralization schemes, and subsidized or
toll-based leasing arrangements with the private sec-
tor in order to pay for the restoration work, the
necessary expansion, and the maintenance and oper-
ation of major components of the system. Apart from
the above-mentioned regulatory function of govern-
ment-controlled monopolies, mention should also be
made of the complementarity that must exist between
public expenditure and private investment within the
framework of effective government policies to ensure
the harmonious development of a country’s infra-
structure and to guard against negative impacts in re-
lation to social equity, territorial equity and the
environment.

In the area of social benefits, the region is also
witnessing a mounting expansion of quasi-markets for
social security, health and education oriented towards
the upper- and middle-income sectors. The sharp de-
cline in the quality of public services in recent years
has hastened the transition to these new systems, even
in cases where families must make sacrifices in other
areas of their household budget. The great majority of
the population, however, has no choice but to rely on
public services. In addition to increasing the resources
made available for such services, a determined
public-sector effort is required to establish realistic
policies, design effective programmes, target expendi-
ture, coordinate the actions of the institutions in-
volved and, above all, establish efficient systems for
providing the highest-quality services possible.
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iii) Distribution of duties and powers at the
various levels of government. The deconcentration
and decentralization of many of the central govern-
ment’s duties have been prompted by two mutually-
reinforcing factors: the demand for greater autonomy,
and the shrinking supply of resources and capacities
available to the cenfral government. This shift has
three dimensions: corporate management, which is
the typical case of State-run companics; the provision
of social services; and territorial divisions at the le-
vels of national regions, provinces and municipalities.
The process is not a linear one in any of these dimen-
sions, nor is it free of conflicts between the opposing
forces of centralization and autonomy, between
subsidization and obligatory autarky, and between
standards imposed by the central government and
private or local resistance thereto. Two facts should
be borne in mind in this regard. First, the necessary
degree of financial autonomy should be strictly
commensurate with the duties and responsibilities
assumed while seeing to it that the central govern-
ment’s leeway for dealing with macroeconomic im-
balances is reduced as little as possible. Second,
deconcentration and decentralization bring about a re-
organization of the functions of the entire State ap-
paratus, so that it is not merely a question of
strengthening the technical and institutional capa-
bilities of the bodies to which duties and powers are
being delegated; this shift also involves redefining
and organizing the functions of central or sectoral
bodies in order to formulate national policies, define
and enforce standards and regulations, speedily detect
any major variations in the quality of deconcentrated
or decentralized management as measured by national
standards, and take corrective action to support their
fulfilment.

The profile of the type of State capable of perfor-
ming these functions differs from the traditional State
structure. While the State may have to be smaller, it
will also need to be sturdier and stronger; it will have
to specialize its various functions while at the same
time achieving greater unity between its leadership
and implementational roles; it will need to interact
more closely with political and operational organiza-
tions and with those of civil society, but it must also
retain a sufficient degree of autonomy in respect of its
decision-making  functions, This transformation,
whose specific aspects will differ in each country, is
perhaps one of the greatest challenges to be faced by
the countries of the region in the coming years.

3. A new Kkind of planning

‘The incipient functions of government which we have
been discussing in this article serve as a necessary
point of reference for efforts to update the content and
methodologies of planning as a technique of govern-
ance. What form will this new type of planning as-
sume, and, in terms of the government’s performance
of its three types of functions (i.e., its role as a cata-
lyst, arbitration between individual and collective in-
terests, and the exclusive duties of government), what
contributions can it make?

In considering the catalytic role of government,
one important factor is the need to produce informa-
tion about the future, i.e., to provide some idea, how-
ever minimal it may be, of the scenarios towards
which each national society could be evolving, There
are at least three reasons for this: it fosters greater
unity and inter-temporal consistency in governmental
decision-making; it provides a marker for private
economic calculations by permitting more accurate
estimates of the risk involved in long-term invest-
ments; and it offers a picture of the possibilities open
to all the members of the social structure. This is
perhaps planning’s chief contribution to a govem-
ment’s ability to govern, since in order to put together
any agenda whatsoever, we must travel a two-way
road between the present and the future; without this
movement back and forth between present reality, a
vision of what is possible and a vision of what is
desirable, there can be no leadership or strategic con-
sensus-building.

In times of rapid change such as the present, this
task involves much more than simply extrapolating
existing trends, but on the other hand it should not be
confused with the now disavowed type of planning
praxis which sought to dictate the future. Planning’s
job is to serve as a catalyst for an interconnection of
ditferent perspectives that goes beyond what any mar-
ket or any social actor or group could do on its own
and to anticipate what consequences, over different
periods of time, the government’s decisions will have.,
Although some countries’ governments do lake these
types of factors into consideration, their efforts in this
respect are wsually unsystematic and lack a solid
basis. A suitable technical foundation for such an ef-
fort can be provided by a prospective, scenario-based
methodology in combination with a system of leading
current indicators. The task cannot be accomplished
in isolation from the decision-making process at its
highest level, however, although the preparatory work
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may, of course, be the responsibility of a specific
agency (usually the national planning body). There
are two reasons for this: first, it involves managing
information and articulating rationales-that find ex-
pression only at that level, and second, it serves as
a tool for strategic decision-making within the gov-
ernment and as the technical basis for consensus-
building outside the government.

The role of a new form of planning in the second
category of emerging governmental functions —i.e.,
arbitration between individual and collective interests
in spheres of activity in which the presence of private
agents is significant- can also be a pivotal one. First,
it can help pinpoint critical areas requiring govern-
ment regulation and supervision; second, it can con-
tribute to the early detection and monitoring of any
problems or undesirable effects caused by policy
changes; third, it can be of assistance in the develop-
ment of the necessary technical and negotiating capa-
bilities within the government apparatus; and finally,
it can contribute to the expression and reconciliation
of different interests, to the public transparency of the
process and to the establishment of automatic, institu-
tionalized mechanisms.for the settlement of disputes.

As in the case of the preceding category, this last task

entails negotiation and consensus-building; however,
in this case the relevant spheres are more limited in
terms of the actors involved and more specific as re-
gards the nature of possible disputes.

The third and final category —functions that are
the special prerogative of govemment- also calls for

V1

a considerable planning effort, particularly in relation
to the programming, assessment and follow-up of
govemment action. In these activities, economic logic
and substantive knowledge of the relevant sector must
be systematically applied in the government’s de-
tailed decisions at the respective sectoral or global
levels, based on the corresponding data systems and
operational criteria. _

It is important to be aware of the fact that, as
part of the State reforms currently under way in the
countries of the region, the content and procedures
of a number of these fairly routine planning tasks
need to be modified or reoriented. Examples of pro-
cesses which are going to require strategic interven-
tion at some point include therestructuring of the
budgetary process; the reorganization of the system of
investment planning and the evaluation of investment
programmes and projects dealing with social, physi-
cal and human capital; the redefinition of the rela-
tionship between public-sector enterprises and the
central government; and the redistribution of areas of
competence and resources among the various lévels
of government. The common denominator of such in-
tervention will be the promotion of organizational,
methodological and procedural adjustments on a
concentrated, selective basis over a limited: period of
time;- in other words, planning is, in these cases,
associated with the idea of establishing a new system
of government management in specific areas, in ac-
cordance with the current profile of governmental
functions. : ‘

The relationship between

planning and the budget

The relationship between planning and the budget has
always been regarded as a crucial nexus in terms of a
government’s ability to take action, since, in effect, it
sums up the reciprocal links between decision-
making and resource allocation.

The usual difficulties involved in arriving at in-
stitutional and methodological arrangements that will
serve as effective links between these two processes
have recently been compounded by the interruption
—to a greater or lesser extént depending on the
country— of one or the:other of these tasks. -

At the same time, however, some lessons have
been learned that now make it more urgent, but also
more feasible, to find suitable solutions for this recur-
ring problem in respect of government action. These
lessons concern the following: i) the prime import-
ance to be assigned to fiscal matters in the manage-
ment of macroeconomic disequilibria; ii) the need
to consolidate and integrate policies on public
revenues, decisions regarding spending, and the
methods. to be used to finance any deficits that arise;
iif) the importance assumed, in a situation marked by
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resource  constraints, by the. concepts of priority,
productivity and substitution in comprehensive ex-
penditure programmes; iv) the need for the explicit
definition of a certain time span in which to seek
ways of satisfying latent or deferred demands; and
v) the need for better understanding of the interaction
between capital and current expenditure, as well as of
some of the shortcomings in this way of classifying
certain items of expenditure.

From a technical point of view, it is not too diffi-
cult to visualize the array of instrumental and infor-
mational capabilities needed to configure an
integrated public expenditure programming and man-
agement system. Such a system would include: i) a
macroeconomic framework, means for interaction
with fiscal programming, and a set of leading indica-
tors for short-term analysis; ii) a fiscal plan with in-
come and expenditure projections for a number of
different assumptions with respect to continuity and
innovation; iif) a multi-year, renewable physical and
social investment programme, with expenditures
spread out over the programming period and updated
yearly; and iv) a physical/economic and financial
budget performance and expenditure control system.

These components entail tasks requiring different
amounts of time to complete: a sliding, medium-term
programming period (from three to five years, with
biannual or annual updates) is therefore called for in
order to provide the time horizon needed to gain a full
picture of the process. It is worth stressing that it is
perfectly possible to put together an analytical frame
of reference such as the above, although, of course,
the process will not ‘be problem-free (there may be
theoretical or methodological controversies, difficul-
ties involved in linking up its various components,
and questions as to the relevance, up-to-dateness and
reliability of the databases, to name only a few of the
main pitfalls). o ' '

The fact that these governmental activities are
performed by the civil service raises some major
problems. The institutional dimension is crucial, how-
ever, for converting mere technical possibilities into
routine administrative procedures, that can promote
the necessary organization and stability of the govern-
ment decision-making process. The problems in-
volved in the institutionalization of this process are by
no means negligible: strong inertial forces have to
be overcome, coordination mechanisms need to be
designed and set up and, most importantly, a way
must be found to ensure that the relevant information

—which is by no means a free good- flows properly
throughout the system.

Two vital institutional needs in this regard
deserve special mention: the need to have techno-
cratic and administrative machinery capable of inter-
acting efficiently with government leaders, and the
need for a sustained and cumulative process of inno-
vation in respect of public-sector programming and
administrative procedures.

With respect to the first of these needs, many
would agree that the civil service ofien suffers from
an oversupply of staff and an undersupply of oper-
ational capabilities at one and the same time. There is
also probably a consensus, however, that most of the
countries in the region do have a critical mass of
qualified human resources. Wherein, then, lies the
problem? Public-sector wage levels are-surely a major
factor, but not the only one. What inducements to
become and remain a career civil servant can be of-
fered by a government service that is the target of the
types of charges that have been levelled so persist-
ently in the region? It is imperative that the image of
government service shouldbe transformed into that of
a socially-esteemed endeavour characterized by trans--
parency and effective action. This renovation should
be headed by the political leadership, but all the vari-

- ous segments of society, especially the business sec-

tor, must take part in it. The reason for this is simple
but compelling: the successful development of the
private sector of an e(ionomy cannot take place in the
absence of a modern public sector capable of perfor-
ming its key tasks efficiently, particularly with regard
to the allocation of the resources entrusted- to it by
society. ‘

This political decision should also, however, be
reflected in a corresponding restructuring of legal
provisions, new administrative regulations and the
adoption of procedures that will reinforce the reform
process and sustain it over time so that its results will
be cumulative. Undet normal circumstances, this will
also require that political agreements be reached to
maintain the direction of change beyond the term of
any given administration. Perhaps, paradoxically,
State reform must be'a State policy. The institutionati-
zation of a solid technical foundation to supporl the
process of public resource allocation does not appear
to be so controversial an issue as to prevent the con-
clusion of agreements allowing for substantial pro-
gress in this area, and it therefore seems to be a good
starting point.
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It is not, of course, simply a question of building
up a techno-bureaucracy within the civil service,
since the process of allocating public resources also
has an important political dimension. The true basis
for this process is a cettain balance between the
technical and political criteria applied at nodes of
the public-sector apparatus at different decision-
making levels. The widespread, aggregative nature
of the process has three main consequences: there
are many different decision-making centres which ad-
vocate different types of expenditures; these units’ be-
haviour is largely determined by their own interests
and their own particular rationales, and the extent of
the power they bring to bear in pushing for their own
initiatives varies widely for technical and political
reasons.

Hence, rather than being a purely technical mat-
ter, the process of allocating public resources entails a
considerable amount of institutional negotiation. To
put it more precisely, the complex process by which
political decisions are taken can be made more effi-
cient and more rational in an overall sense with the
help of better analyses, but it cannot be replaced by
mere technical calculations. What is truly essential is

that this process should, through a positive form of
interaction, serve as an explicit means of seiting forth
options and that the corresponding decisions on ex-
penditure should be such as to further the true objec-
tives of the government and of the political forces
represented in the country’s parliament.

The governments of the region are trying to re-
spond to some of these demands in the wake of an
extremely severe crisis. Because of the diversity of
national situations, the countries are likely to go
through several different stages in developing their
operational capabilities: i) putting their houses in
order {coping with urgent imbalances); ii) arriving at
a better understanding of where they stand and where
they are going (logging of data and follow-up); and
iii) plotting out a desired course (ex ante appraisal)
and determining why the goal was or was not reached
(ex post evaluation). The establishment of a suitable
time horizon is crucial for the organization of the
relevant tasks and their priorities and, above all, for
the development of the technical and institutional ca-
pabilities needed to provide a sound basis for politi-
cally significant decisions regarding public resource
allocation.
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