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I. INTRODUGTION

l. Need to readjust the machinery and procedures used in

the public sector

As a result of historical circumstances which are a matter of common
knowledge, in many countries the public sector has come to absorblé
censiderable share of the national product... Latin America has been no
exception. In the countries of the region, at the present time, the
expenditure of the public sector rarges from 15 to 23 per cent of the
product.l/ Any body, of whatsoever kind, which handles a proportion of
the country's productive resources so large as to make it the biggest
consumer, the leading investor and the principal employer, is under the
obligation to pursue an unrémitting search for procedures which will enable
it to operate with steadily increasing efficiency.

As the activities of the public sector have expanded, they have alsc
become more.complex. Hence the need to reconstruct administrative
machinery and procedures., As often happens in such cases, modern though
has been slow to realize the necessity for these readjustments. Although
quantitative and qualitative changes in the functions of the public sector
have been taking place since £he dawn of the current centure, the first
university schools of public‘administration date from the Second World War.

The initial tendency of the systematic efforts made to readjust
administrative structures and procedures was in the direction of
rationalizing this type of activity mainly by the application of the same
principles as were proving so successful in private enterprise. Only in
recent years has there been a movement towards envisaging the problem
from the much more comprehensive standpoint of the efficiency of the
Goverrment as a mechanisn for the devising of economic and social policy.
The progress achieved is modest but ehcouragingQ There are several signs
that a more active participation of the public authorities in the process
of perfecting the new instruments and adapting them to practical needs will
be reflected in further advances, to the benefit of the community. The

object of the present document is precisely to draw the attention of

1/ See Economic Survey of Latin America, 1955 (B/CN.12/421/Rev.l),
United Nations publication, Sales N°: 1956.11.G.1l, p. 117.

/Latin American
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Latin American statesmen to some of the developments which might usefully
be applied, especially in the field of budgetary practices.,

The budgetary practices most widely adopted in Latin America are not
without serious defects, such as those to be studied in the present report,
Few people clearly understand what failure to remedy them really means for
the progress of the Latin American countries, It is therefore perhapé
worth while to cite the fact that, although publlc investment constitutes
over 40 per cent of total annual 1nvestment in several of the Latin American
Republics, scarcely any of them have at their disposal a mechanism for
reaching objective.deciéiohs as to the way of distributing the resources
in question,which'will bést'promote the growth of the national product.
This seems paradoxicai in countries where the need for development is so
great and investment resources are so limited,

The solution of the problems discussed in the present report calls
for new techniques, expeditions, administrative procedures and properly
qualified personnel, To tackle them from any single one of these anglés
would be useless, This is the reason for the efforts made by the Fiscal
and Financial Branch of the United Nations through the budget seminars
that have been held in several parts of the world - efforts with which
those of the secretariat of the Economic Commission for Latin America are

now associated,

2. Influence of Government decisions on economic development

A large proportion of the deClSlonS adopted by Governments, espe01ally
those which most directly influence economic phenomena, find expre551on )
in their fiscal budgets. Hence the assertion in technical circles that
the fiscal budget represents the Government's plan of action for the
period which it covers. A

This plan of action inevitably exerts a supremely important influence
on the economic decisions of the private sector and‘on the course of economic
events in the country as a whole. The level of public expenditure may
be taken as a case in point, What the Goverrment spends represents a
demand for goods and services which combines with the demand generated

in the private sector to constitute aggregate demand, Thus, if fiscal

/expenditure veers



E/CN.,12/521

Dy
B ,.'.-",’ 3

expenditure veers in a given cirection, total expenditure will tend to
move the same way.

Changes in global demand have noteworthy repercussions on economic
development, since, if the formmer expands, there will be a tendency to
effect new investment to satisfy it, whereas if, on the contrary, it
contracts, private investment too will tend to diminish, As econocmic
development largely reflects the accumulation of capital, both public and
private, it is decisively affected by variations in Government expenditure,

Again, if all that were needed to stimulate investment were an.
increment in aggregate demand, nothing would be easier than to accelerate
development by permanently increasing the expenditure of the State, But
this is not the case, While it is true that the growth of demand is an
essential requisite for the expansion of private investment, its influence
does not extend beyond certain limits., Once these are passed, investors
will not be able to effect further investment even if they wish to do so,
since they will find that there is a shortage of foreign exchange, or a
lack of skilled labour, eﬁergy, cement, or any one of the physical
resources that capital formation requires. If the growth of demand
outstrips that of the supply of such resources, the result will be price
inflation, or a balance-of-payments deficit, or a combination of both
these disequilibria.

It must also be borne in mind that State expenditure is not the only
determinant of the evolution of internal demand, ' Exports and the private
sector!s own investment partly account for the process. Consequently,
,it may happen that in certain periods world economic conditions allow
exports to develop sufficiently fast to encourage employment of all the
available economic factors. In that case, an increase in State
expenditure may create inflstionary or balance-of-payments distortions
instead of stimuléting'private investment. On the other hand, if
exports contract from one period to another, their depressive influence
on internal demand can be offset by an appropriate fiscal expenditure policy.
The same thing may 6ccur if private investment is reduced. Consequently,
the decisions of the State with respect to its level of expenditure
influence not only the country's rate of development but also its stability.

/This latter
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This latter - which implies the absence of inflation, of balance~of-
payments disequilibria and of unemployment « has repercussions in turn
on economic development. In an economy which is very unstable or is
affected by chronic inflation, investment tends to decrease or its
average productivity to decline, wheréas this does not happen iﬁ a
thriving economy,

Government decisions relating to the composition of public expenditure
also have an effect on economic development. Given a total volume of
expenditure, the larger the proportion allocated to investment and the
smaller the share of consumption, the more rapid will be the rate of
development, not only because of the direct contribution to national
capital aceumulation thus implied, but also because public and private‘
investment are in some measure mutually complementary. For exampie,'
when the State builds a road, executes an irrigation project or constructs
a hydroelectfic'power station, private entrepreneurs generally place
complementary investments which they probably would not effect but for
the facilities created by the installation of new basic¢ social capital.

The capital formation proceSé is likewise very closely dependent
upon the decisions adopted with respect to the financing of State
activities, = Here positive and negative influences are observable. For
example, in most Latin American countries the public sector invests a
higher propprtion of its income than the private sector; which suggests
that income transfers in favour of the public sector by means of taxation
may result in an increment in total national investment.  On the other
hand, taxation undoubtedly restricts private investment, and its effect
maj be so great that heavier taxes, even if the State invests the whole
of the increment, may jeopardize total capital formation.

If the tax burden is not exceséive; however, the effect of taxation
is more likely to make itself felt in the chamnelling of investment
towards the different sectors of prodﬁction than in its total volume.

In this cOntexﬁ, the role played by‘éustoms tariffs, both in Latin
America and in other parts of the world, has been decisive, But for
them, the proportion of total investment earmarked for manufacturing in

the last twenty years would undoubtedly have been much‘smailer.

/Wherever it
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Wherever it affects the relative profitability of the various
investment opportunities, taxation necessarily causes a redistribution
of the resources invested., This relative profitability mdy be influenced
in several ways, For example, any form of taxation, even a single-rate
tax, may raise the costs of the various economic activities in differing
proportions,  Social security contributions operate on these. lines,
because-the percentage of production costs represented by wages varies
from one product to another. Taxes may also affect the relative
profitability of investment in so far as they bring about different changes
in demand for the diverse lines of production to which they are applied.
Single-rate taxes levied on a series of different products alter their
prices, with the consequent repercussions on demand, according to the
price-elasticity of each, Profitability will be more seriously affected
in the case of enterprises producing goods with a high coefficient of
price~elasticity than where demand for the goods produced is relatively
insensitive to price fluctuations,

The repercussions of Government decisions on economic development
also derive from the influence exerted by taxation and the provision of
public utilities on income distribution, When this latter alters, the
composition of demand changes, since the higher-income groups do not
buy the same goods as people in the lower-income brackets. A
modification in the structure of demand necessarily leads to a correlative
rechannelling of investment,

An orderly economic development process would seem to regquire a
gradual redistribution of income, The less advanced the stage of
develorment that a country has reached, the greater are the differences
observable between the productivity of agricultural and of non-agricultural
workers, This is inevitably reflected in widely differing income levels.
As the country develops, sectoral differences in productivity progressively
decrease, and the same is true with respect to the income of the workers
concerned. It may happen, however, that for various reasons this
process undergoes distortion, and while the level reached by the

population as a whole improves, some group is left behind, so that the

/possibilities of
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possibilities of over-all economic development are restricted. In a
case like this, the State can influence development by directing .
taxation along such iines_that income distribution ceases to. be an
obstacle, | - 7

Apért from.theirxeflexkaction on investment, the effects.of
Government policy.on,income distribution have an intrinsic importance
of their own. It is something that the responsibility of the modern
State for Securing an equitable distribution of the yield of the country's
economic'effort_is now takeh.for g:anted. The acceptance of progressive
tax rates, and of the principle that education and certain social welfare
services should be provided-gratis, as well as the widespread condemnation
of certain taxes in particular'and of indirect taxation in general,
afford clear pfoof_ofrthe.recognition of this responsibility,

The most imporfant factdr that Goverrnment policy must take into
account in this connexion is the conflict between the ethical objectives
involved in inéome distribution on the one hand, and, on the other, the
efficient utilization of resources. In countries where manpower is ' -
plentiful and not very mobile, maximum output is likely to be obtainable’
by means bf a combination 6f thé factors of production 'such that part
of the labour force is left without employment or earns wages lower than
the minimum subsistence level. Since this situation is inadmissible
from the social standpoint, the group of workers in guestion would
have to be given higher wages than their productivity warranted, and
this might lead to a new combination of factors calculated to reduce
total production, _ .

Lastly, Goverrment decisions may alsc affect economic development
through their influence on liquidity, that is, on the availability of
lioguid resources for the financing of investment and current production
operations, -ihe two general mechanisms through which the Government
can exert this influence on ligquidity are its credit policy and its
policy with respect to issues, Of course, these two mechanisms, whose

mode of operation is more than familiar, are closely inter-related.

/Both credit
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Both credit and issues have 1mportant medium-term and short-term
effects on liguidity, although it is to the former that reference is
most frequently made,  Since it often happens that the months in which
the heaviest expendlture is incurred are not those in which the taxes
with the biggest yield are collected, the public sector absorbs liquid
resources from the rest of the economy in some periods and gives them
out in others, so that the system's level of liquidity is alternately
vety-low and very high, DMuch the same applies to external transactions.
There are months in which exports exceed and others in which they fall
short ‘of imports, If the periods of absorption coincide in the fiscal
'fiéld 'and in that of foreign trade, cash difficulties may arise in the
private sector, together with pressure on the bankihg'system and on
issues. If it were as easy to reduce the means of payment as to
1ncrease them, such seasonal fluctuations would be of little importance;
but in actual fact this is not the case, and in the long run they promote
inflation and militate against stability. Moreover, in default of careful
programming of cash resources, the Treasury may find itself compelled to
pay abnorﬁallylﬁigh rates of interest in order to finance its expenditure,
As the public éector is such an important customer in the capital market,
its influence on.the general level of rates of interest cannot be
dismissed as negligible, ,

The fact that in the foregoing observations attention has been
concentrated on the.influence of the Govermment's economic decisions.
upen development does'not imply failure to recognize that:exerted in
other ways. In reaiity, over the long tem everything that the
Government does affects devélopment. To take the case of education,

Oh the one hand, services of this kind require productive resources
which, if they were not used for education, could be turned to account
in some other direction, such as the improvement of transport or of

diet levels, Consequently, education competes with other useful
activities for each country's limited production resources, ' On the
other hand, economic progress calls for specialized personnel in tvarious
fiélds on a scale which can within reasonable limits be determined, and

this in turn calls for a veritable pyramid of students at different

/educational levels,
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educational levels, ~Furthermore, it necessitates certain general
attitudes towards labour and-legislation and, broadlyISPeaking, a
minimum of rationality, All such attitudes are tq_é iafgglexient the
outcome of the educational systan. : I‘ | '

Education is no: exception as regards the mutual 1nterdependence
between it and economic development. The same is true of publlc health.
It is idle, for example, to suppose that a very under-developed couniry
can attain the same health standards as.one that has reached an advanced
stage of development, but the defective state of public health and
hygiene in some of the under-developed countries is obviously reSpon31ble

in part for the maintenance -of ‘a low level of productivity,

3. Need for a method of formulating Government policy

It has been shown that quérqment decisions and the development of
a country are closely interdependen£ in the broadest sense of the temrm,
Their interdependence is of a véry qémpiex nature,'as the same factors
which operate in a particular direétipn, 6h¢e a given limit has been
passed, produce a different effect. Furthérmore,'the influence of a
factor considered in isgiation_ﬁaj-differ toﬁally from that it exerts
when operating in conjunction with others, ' '

In view of this complexity, the public sector cannot act with
maximum efficiency if its decisions are adopted by the light of common. -.°
sense and inspiration alone. In the-pést these virtues sufficed, since
the responsibilities of the Govermment were limited, Nowadays they
must be supplemented by methods of establishing that the aims pursued
are clearly-defined, realistic and compatlble with one another, and that
the measures applies to achieve them are also compatlble and
increasingly efflca01ous._ Since there is no absolutely 1nfalllble
way of selecting ethical objectives or asse531ng values, all that can
feasibly be attempled is to secure the appllcatlon of a system which,
under any given soc10~p011tlca1 .and ethlcal reglme, will enable targets
and instruments to take spec1f1c shape wlthout risk of incompatibility.

To. formulate publlc pollcy in watertlght compartments, to regard

it as the sum of a number of 1ndependent parts when it is really a set

/of interdependent
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of interdependent and tricky factors, is tantamount to reducing the rate
of growth and increasing instability. There is no need to look for
examples of anomalies in fields which at first glance seem to have no
connexion with one anothér, in order to demonstrate the costliness of
the habit of taking isolated decisions in respect of the various activities,
Cases in pointlabound even within the economic functions themselves,
There are irrigation works in which the primary channels are constructed,
but not the distribution network; there are industrial development
programmes unaccompanied by the corresponding development of the sources
of energy; there are metalled roads where no motor traffic exists; there
are programmes of subsidies aimed at channelling income distribution in
a particular direction, alongside systems of taxation which produce an
opposite effects; there are monetary stabilization prbgrmmnes side by side
with heavy fiscal deficits, and plans for agricultural development
unrelated to transport develorment programmes.

In fields less closely connected with one another such anomalies
are also commen, Industrial development programmes are carried out by
the appropriate economic bodies in the absence of any'corresponding :
effort on the part of the educational authorities to make provision for
the training of skilled labour; while hospitals are being built, no
nurses are being trained to staff them; costly agricultural development
programmes lack the sdﬁbbrt of commensurate ex@enéion services; new tax
laws and responsibilities‘are backed by no adjustment of the administrative
machinery to enforce them. _

Inconsistencies such as these can be cited by the hundred, The
conclusion has even been reached in some circles that they are inherent
in the very nature of public administration, and to that extent they have
helped to discredit it and to create an attitude of mistrust towards the
Government official. |

 In reality,the defects so commonly noted in the conception and implement-

ation of the public sector's decisions are in great measure due to the
relative slowness with which improvements have been introduced in its methods
of operation, as against the speed with which the tasks to be accomplished

have multiplied. Fortunately, in recent years both the science of economics
and the technique of administration have made progress which may serve to
bridge the gap thus created, although some of the resultant innovations are
still at the experimental stage,and it is impossible to say whether they will
ever become effectively useful instruments. Scme aspects of the advances

achieved are analysed in the following pages.
/11, THE
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II. THE NATIONAL BUDGET AS A4 REFLECTION OF PUBLIC POLICY

1. Defects of the traditional conception of the budget

Tt haslbeen gaid that, all Governmert decisions involving a financial
transaction are or ought to be registered in the budget statement, In this
sense, the latter is a set of accounts reflecting thé action which the
authorities propose to take in the course of a giveﬁ pefiod On the other
hand, the budget is also the mechanlsm whereby the dec151ons reflected in
those accounts are adopted, - '

These decisions may be related to the follow1ng three types of
considerations, which influence both the budgetary mechamism or process and the -
accounts or budgeﬁ proper; the criteria applied in selecting the objectives
at which the proposed action is to aim, the standards referred to in
appraising the efficiency with which such objectives aré-achieved, and the
accounting systems whereby the Govermment keeps check of its activities.

For hlstorlcal reasons which need-not be gone into here, in most
countries the budgetary process is not closely enough linked to the
selection eriteria or the standards of procedural efficiency. The same is
true of the accounts that make up the budget statement. These in particular

have been envisaged solely from the angle of the need to ensure that books
are kept in such a way as to facilitate the implementation of Government
policy within thé'established legal framework. The most serious
deficiencies to be noted, therefore, both in the budgetary process and in
the budget statement itself, relate to the selection of objectives and
the assessment of the efficiency of the methods used. In same.cases,
however, grave defects are also observable with respect to the usefulness
of the accounts as a book-keeping instrument.

In Iatin Amefica autonomous public bodies have multiplied exceedingly
fast, and in most cases their budgets are not ihéorpbrated in the national
budget. In certaln countries much the same is true of the so-called
special accounts or funds and the social security 1nst1tutlons. In other
instances, the recelpts and expenditure corresponding to sp60la1 accounts
are included in the budget without due consolidation, a pragtice which is

/conducive to
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conducive to misconceptions of the volume and allocation of total income
and expenditure. Another serious defect in the accounts as regards their
usefulness as instruments of control is the lack of a cash budget, In
reality, for this function to be properly fulfilled, the public  sector
ought to have at its disposal accounts of the same type as are utilized
by any large and well-organized private enterprise, including a capital
account. . .

The fact that the budget statement shows only what the Government
plans to buy and not what it plans to achieve is the result of the stress
laid on its role as a book-keeping instrument. Most of the ILatin
American countries!' fiscal budgets are long lists of goods and services
which the Government is authorized to purchase., To take these lists as
a basis for defining the uses to which these goods and services are to
be put is usually an extremely difficult task, which in many cases can
be accomplished only by dint of more or less haphazard estimates and
assumptions., It is true that a fairly precise indication is always given
of the State entities or institutions which will make the outlays in
question, but as a rule each of them has complex responsibilities which
are sometimes unconnected with the tasks or objectives implicit in its title.
For example; national defence bodies often have educational responsibilities
which, for purposes of analysis, must be considered separately from the
work of defence proper. It also very often happens that the so-called
development corporations are called upon to exercise regulatory functions
which have little to do with development. But their budgets do not show
in sufficient detail how far the services purchased by such bodies are used
for one or the other purpose,

If more attention were paid to the efficiency with which the tasks
incumbent upon the Covermnment are performed, both the budgetary process
and the budget statement would have to be different. The main
consideration would have to be what the Government was doing or intended
to do; the various tasks would have to be carefully defined, and to each
one would have to he assigned the expenditure directly or indirectly
corresponding to it, costs accounting in private enterprises being taken

as & model, 2/ Furthermore, a set of standards of productivity would have

g/ This system has been introduced in some countries with the programme.
budget and the performance budget.

/to be
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to be drzwn up for reference puprSés; and supplemented by the procedures
and feports necessary for checking.hGW'far'bhe work undertaken was being
carried out in accordance with these standards.

As a rule, the failure to pay adequete attention to the efficiency
of Goverrment operations is eriticized mainly from the standpoint of
costs, whereas the lack of a procedure enabling the disadvantages and
benefits of each of the public sector's activities to be compared with
the disadvantages and benefits of the rest may possibly exert a much more
harmful influence. Costs are undeniably an important factor which must
always be taken into account, but in the case of the public sector there
are others too that are'equally or more fundamental., For example, if the
aim of State investment is to increase the national preoduct, it might be
easier to attain that end by allocating such investment to the construction
of hydroelectric power stations rather than to housing, since from that
point of view the former would be mbre efficient than the latter. Choosing
unwisely between these two alternatives might prove more prejudicial than
carelessness in respect of costs, In most cases the composition of
expenditure, that is, the selection of the tasks which the Govermment
' undértakes, is ﬁhe outcome of inertia or routine, of political manoeuvres,
‘of group influences, of the capability and enthusiasm of particular public
officials, and of many other factors which have no bearing whatever on
the rational selection of the activities under consideration, -In reality,
it could be asserted without exaggeration that the want of a raticnal
procedure whereby to determine an order of priority for the various
activities is one of the most serious defects of the budgetary practices
applied in Latin America to-day. ’

Some of the public officials employed in the budget services of the
Latin American countries are inclined to take a pessimistic view of the
objective possibilities of reforming the systems of selecting State
activities on lines which will permit maximum results to be achieved,
This pessimism is, up to a point, justified; and its roots go deep. For
example, the custom prevalent in many countries of distributing funds for
road-building in accordance with the strength of each area's parliamentary

representation is partly attributable to an electoral system which attaches

Jundue importance
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undue importance to the local charactér of‘politicai'répresenﬁation.
But considerable influence is also exerted by the lack of a method
that will show members of parliament an&'politiciané in genefal the price
that must be paid for building a toad from A to B instead of laying it from
C to D, or for erecting a handsomé‘public'building instead of cbnstructing
a drainage system in a marshy area. | ' | | | |
The budgetary methods and classifications in use reveal other defects
of an economic nature which also need remedying. Thus, for instance, decisions
on public receipts and expenditure are adopted with very little regard to
their possible aggregate effects on monetary stability. Discussion of such
subjects is usually dominated by the impressions and the political philosophy
of those taking part, Such important data as the probable balance~of-payments
situation and food supplies are rarely taken into account. The best way
of evaluating these influences is to prepare a national budget which
expressly establishes what is likely to be the magnitude of private consumer
expenditure and investment, receipts and disbursements deriving from
foreign trade, the volume of production of goods and services and the level
of employment. In many highly-developed countries, the national budget .
is a widely-used tool, but in Iatin America it is virtually disregarded.
This instrument of economic analysis may also be of use in correcting
so grave an additional defect as is the want of cé-ordiﬁaﬁidn beﬁweeﬁ'the
policies pursued in relation to revenue and to expénditﬁre.' Expenditure
is usually determined on the basis of the revenue which it is hoped will
be obtained through the existing system of taxation, in which the requisite
changes are made when effective expenditure turns out to exéee@ incomé.
But whether because of shortcomings in the methods of calculation applied
or for other reasons, it often becomes necessary to introduce tax reforms
at times other than the period when the budget is under discgssion; SO
that the co-ordination that should be maintained between expénditure and
taxation peolicy is weakened, From the accounting standpoiﬁt, sﬁch co-
ordination does exist, since most of the changes in the tax bases are
dictated by the need to cover expenditure, but when the two decisicns
are adopted independently, economic inconsistencies may resﬁlt; The truth

of this statement can easily be demonstrated by a reminder that a

/Government can
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Govermment can ciétemine its expenditure, but not its income. It can,
in fact, fix tax rates and define the bases for their application, but it
cannot establish the 'magnitude" of the latter, which depends on the
intensity of economic activity and on price levels, - two variables that
are significantly influenced by the public sector's expenditure policy.
In reality, the more the Goverrmment spends the more revenue accrues to
it, although, obviously, the income incrementlgénerated by its expenditure
usually exceeds the outlays in question. It is this interdependence
of income and expenditure that makes it advisable for the two decisions
to be adopted simultanéously. It must also be borne in mind that taxes
affect the Govermment 's capacity to purchase a specific real volume of
goods and services in the market. The transfer of taxes means that the
Government is not entirely exempt from paying them. For example, it o
may not pay duties on imports directly effected by its dépendencies, but
when it purchases goods which are domestically produced on the basis
of imported materials, it cannot avoid paying the higher price'resulting
from the customs duties involved. Thus, efforts to increase tax revenue
may decrease the real purchasing power of the Govefnment'; financial
resources. : - l |

Again, the methods used in the preparation of budgets and the
budgetary classifications adopted preclude an accurate forecast of the
probable effect of inccme policy upon the ecohomy. From a praciical point
of view,.pne.qf £he most important, questions is to determine who are the
real taxpayers. This problem can generally be reduced to ascertaining‘
whether the main contributors are the higher or, on the contrary, thé lower
inccme groups. Hence bﬁdgetary classifications sometimes show theivqlume'
of direct and indirect.taxation. But it is just as important to know how
the tax burden is distributed among the various sectors of production. In
many countries the usual contentioﬁ is that agriculture, for example, does
not carry its fair share of the burden, but such assertions are based on
incomplete data relating to over taxation, and'take no account whatever
of disguised taxation. Income tax, for instance, may be lower in the case
of agriculture than for other activities, but taxes on égricultufal inputs
may well offset or more than offset this advantage. |

What is more, budgets generally make a distincfion between current

/expenditure, investment
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expenditure, investment and transfer outlays, but real investment, such

as purchases of machinery, is often grouped together with financial

investment, like purchases of buildings or old shares, or capital

contributions to autonomous State bodies, These data pﬁlthe distribution

of expenditure are never prdperly supplemented with those relating to

the incidence of taxation on typical investor or typica}iy consumer

activities, It is not always easy to draw this distinction, and, moreover,

there are many taxes that cannot be assigned to this or that activity.

However, even if such differentiations are 1mp0531ble in respect of

the whole of the tax burden, a comparatlve study of the changes undergone

in the course of time by the part which ' 15 allocable and affects each

of the activities in question is useful as a guide to econemic policy.
lastly, as a general rule, the budgetaf} ﬁraptices in use afford

no means of programming the distribution of effective income and

expenditure over the course of the year. In most Iatin merican countries

current revenue is collected in more or 1é$s fixed periods, whereas

effective outlays are more regularly distributed, These discrepancies

tend to create cash difficulﬁies and compel the Treasury to resort t?:-

bank credit, thereby incurring unnecessary costs or causing distortions

in the monetary market,

2. Budgetary practices permitiing optimum allocation of resources

In the foregoing pages an indication has been given of the principal
defcets characterizing both the procedures adopted in the preparation of
the budget and the statement of the budget itself., Suggestions follow
for procedures whereby these defects could be modified or eliminated;
the present‘section will deal with those relating to methods, and the -next,
with means of improving the budget statement,

The most important requisite as regards budgetary methods is that the
annual budget should be prepared in accordance with a medium~term national
economic development programme, Such a programme is usually misinterpreted
in several ways. OSome think that it consists in the establishment of a
series of rigid targets set up to Jjustify more and more direct Govermment
intervention ig private activitiesj;others, that it is merely a matter

Jof quantifying
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of quantifying investment, so that, without denying its significance,

they assign it a relatively subordinate role in the action of the public
sector, which, according to them, has to discharge politieco~social
functions that are perhaps of greater importance. But in actual fact, a
development programme neither consists solely in the establishment of rigid
targets nor represents merely a set of investment projects; it is, first
and foremost, the outcome of a process of selection of realistic and
consisten£ objectives, on the one hand, and of efficient méans of attaining
them, on the other, and is implemented in conformity with the principles

of the Government's general political philosophy, whatever it may be. A4s the
targets and methods which meet these requisites are gradually defined, the
relations of economic with political, social and administrative aspects
become clearly apparent; the fields in which public and private enterprise
are respectively more effective can be demarcated with greater precision,
and, in broad terms, the bases for the adoption of more rational and less
haphazard decisions are progressively established,

When the means required for the attainment of the proposed targets are
determined, the economic policy that the public sector must adopt takes
fairly definite shape, in the sense that the objectives thereby pursued are
clarified and often quantitatively assessed. A programme affords
opportunity for the elucidation of questions of such great political
interest as income distribution, the extent to which income can be
redistributed without prejudice to the country's institutional structufe,
the changes likely to be necessary, or the degree to which such
redistribution may cause a contraction or an expansion of production.

Furthermore, unless over-all economic activity is taken into
consideration, it is impossible, as has already been poirnted out, to
clarify such matters as the determination of the level of public income
and expenditure, which are at the present time the chief concern of those
responsible for preparing the budget. It is consequently needful to estimate
the value of the gross product, which will partly depend upon the medium—
term development programmes that the country is proposing to. carry out.

Nor can the task of distributing income among the various public
activities that lay a claim to it be accomplished as efficiently as is

Jto be
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to be desired, ih the absence of such an bver-all development programme.
For example, in default of a programme.to indicate the moét‘urgent transport
requirements, there is a risk that the funds available for lorries may be
distributed without due regard to the needs of agricultural production, -

The procedure generally followed in drawing up the éotal Government
budget is to combine the partial budgets prepared by eaéh ministry, but
without breaking them down by functions or relating thgm to medium-term
problems, What is advisable is for each ministry or indepéndent body to
prepare the medium- and short-term budgets for which it is responsible on
the basis oflclassification by functions;:thus, for example, if there is
a Ministry of Education ard Justice, the. budget concerned should irdicate
separately what cqrresponds to education and what correspords to justice.

Each of these functional budgets must-reflect that proportion of the
targets set up for‘the médiunhterm (5 or 6. years) which it is plamned to
attain within one year., If the Ministry of Education proposes to provide
in the following year educational services for a given number of scholars,
this objective should appear as part of an education target established
for a term of several years., The advantages of this type of appraisal of
the future lie, on the one hand, in that it gives an idea of how far
anmial objectives are too ambitious or too limited, and, on the other, in
that it draws attention to the possible need for tﬁe édoptidﬁ‘of new
methods thch will enable available resources to be utilized in the way
best calculated to serve the erds prbposed._ For exa.mple, there are
countries where no provision is made for a large proportion of the school-
age population, and where demographic growth is very rapid. Medium~-term
prograrmes might‘show that orly by means of a reform of educational methods
could the requirements of all the school-age population be met within a
reasonable space of time.

For the sake of ease of operation, it does not seem advisable to define
too many functions. Perhaps, within each of the three major categories
- administration; social work and economics -~ some six or seven might be

enough, In each functional budget, however, subdivisions might usefully

/be included,
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be included, as the functions themselves are not homogeneous and their
subdivisions are complementary, It is not the same thing, for example,
to allocate 50 as to allocate 20 per cent of the resources available for
education to unlver81t1es, just as, in the field of publlc health, the
percentages earmarked for pre-natal care and 1nfant welfare and for
epidemiology are not a matter of 1nd1fference; the efficacy of epidemio-
logical effort deperds, up to a point, on the work done in other branches
of the public health services. The same applles to educatlon and to the
other spheres of Government activity. '

The main characteristic of the sub-function is that the activities it
covers can be expressed in homogeneous units of operation or measurement.
The sum of éll school years at the primary level can be obtained, but
those yéars cannot be added to years at university level; the sum of the
hectares which it is interded to bring under oultlvatlon by means of publlc
works can be calculated, but those hectares cannot be added to the hlgher
yields which it is hoped will result from the efforts of the research and
extension services, The homogeneitj of the unit of measurement is the
determining factor in the grouping of activities by sub-functions.

Each of the sub-functional or prograﬁme budgets is made up of a
varying number of performance budgets. The term activity should be
understoed to mean a group of similar fasks.whiéh have to be acéomplished
for a sub-functional target to be attained, Exampleé’of performance budgets
urder the sub-functional héading of priméry or elementafj education mi ght
be those relating to the building of school premises, to the training of
teachers, to the purchase of educatiohal‘equipment, etc. The main pﬁrpoée
served by these budgets is that of determining thé real and financial ‘
costs involved in the attairment of the targets established. They are,
up to a point, the gfbundwofk fo}la'pﬁblid éosté'accounting system based
on the efficient utilization of resources.

In many cases, performance budgets aré prepared on the basis of smaller
units constituted by projects, Thus, an irrigation budget mist. be made up

" fof investﬁent
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of investment projects for specific irrigation works. In all such instances,
the projects constitute the basic instrument for evaluating the efficiency
with which resources are allocated. . _

The preparation of projects is in all countries an established custom
in those activities which - like public works - cannot be carried on with-
out them, Nevertheless, it is a custom which is at present vitiated by
two fundamental defects, 1In the first place, the benefits which it is
hoped will accrue from each project are seidom'quantitatively assessed,
ard seldom are more projects prepared than éan presumably be executed with
the resources to hand. If the benefits in question are not estimated and
no other projects exist for purposes of coﬁparisbn, it is very difficult
to say whether optimum use will be made of the available rescurces,

The pyramid of budgetary categories which is proposed here, and
| which”climps from the project to the performance budget ard hence to the
progrémme_budget ard the functional budget, culminates in the consolidated
budget:of the public sector; and this in turn, is incorporated into the
national economic.budget, which includes the activities of the private
sector, The value of this pyramid is not purely formal, although failure

pq respect the essential principles on which it must be built up would
-'certainly turn it into an elegant but useless fagade.
“' Among the principles referred to, those of fundamental importance
aréathexcorrect definition of activities umder each sub-functional heading
aﬁd the quantitative assessment of the corresponding targets in real terms.
it,is necessary to know how many kilometres of eachltype of road are to be
built, but medical attention mist be given to'baﬁies, how many cubic metres
of drinking water are to be supplied., Furthermore, it is essential to
ascertain as accurately as possible the real and financial unit costs of
attaining the targets set up. ILastly, infeachzministry and at each level
criteria must exist on the basis of which it can be determined which
activity should be given priority ovér another when they cannot all be

carried out, and what is the most satisfactory combination of the various

Jactivities within
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activities within a sub-function and of the sub-functions within each
function; while the central budget office or the central programming
office must possess criteria for weighing the comparative merits of the
different functions. ' |
- Criteria on which to base decisions or priorities are'nbt easy to

establish, particularly when the execution of a specific activity or
function involves intangible or subjective berefits amd costs. This
difficulty is practically insuperable when it comes to comparing certain
types of functions. For example, it is almost impossible to use objective
criteria to decide whether it is preferable to sperd more on education arnd
less on public health, or vice versa. Nevertheless, decisions of this
kKird are inevitable, ard constitute the very essence of the work of the
programming authorities. The difficulty is much less when sub—functions 
have to be compared. For instance, if the ultimate aim of the public
health services is to lower the mortality and merbidity indices, in given
circumstances a greater reduction can be achiéved per unit of rescurces
used if more importance is attached to epidemioclogy than to the diseases
of old age, o

As a rule, while it is true that the agencies responsible for cafry-‘ N
ing them ocut are usually the best judges ¢f the relative advantageélof"
activities and sub-functions, the same does not apply to functions, The
Ministry of Public Works cannot exﬁress'an impartial opinion as to whether
its function is more important than that of the Ministry of Agriculture.
That is the responsibility either of the: central budget office or of the
central programming office, or of whatever authority is in a positioﬁ'to
take an objective view of the whole prospect which the country's over-all
situation affords, | S ’ I

The central office must inform each functional sgency of the amount
of resources to which it will have to adjust its specific programme, For
this purpose, it has marny data on which to base its décisions, deriving
on the one hand from the over-all development programme ard on the other
from the information on costs and requirements supplied by the executive_"‘

agencies,

/From the
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From the over-all programme the central office can assess the total
volume of productive resources that will be at the country!s disposal during
the period covered by the programme (5 or 6 years) and the proportion of
those resources that can be channelled through the public sector, . It-can
also form an idea of the country!s situation as regards public health and
education at the-different levels, and the extent to which requirements in
respect of these services are llkelj to 1ncrease in the future, On the
other hand, the functional agencies will have to tell it what stancards
of health and education can be considered satisfactory, given the country's
stage of develorment, and suggest average and optimum time limits for the
attaiment of such standards. On the basis of all this information, the
central office will he able to form a more objective opinion as to the
volume of resources that should be allocated to =zach fuctions, _

The need for priority criteria makes itself felt at all levels in the
preparation of the Bﬁﬁgetu ~"In the case of performance budgets, for
instance, it will have to be clearly. indicated which.is mo}é essential, to
build scheol premises or to expedite the training of teachers,

Priority criteria constitute objective béses on which to choose between
rival activities, ° But, as was previously poiﬁtéd out, even those functions
which may ééem to lave least to do with one another are liﬁked by
complementarity. The preparatiom;of fiscal budgets with due regard to
an over=all development programme, helps to ensure that complementa“y
activities are combined in the right proportlons. However, it cannot
_do so entirely, whence the need for recourse to qo;ordinatibn bvetween
ministries or departmenﬁsu Joint commiééions.cdnposéd of representatives
of various ministries and serving throughout the period of preparation of
the budget seem to be the most effective mechanlsm for co—ordlnatlon of
this kind, : ‘

The adoption of the methods proposed hére4may iﬁ banj cases entail
changes in parliamentary procedures bearing on the budget. The defect
that perhaps most urgently needs remedying is the want of systematic
contact between those responsible for preparaﬁng.the budget and the members
of the budget committees of Congress, This lack of contact makes it
diffiéult for such conmittees to act with full knowledge of the causes and
considé}ations underlying the receipts and expenditufe submitted for approval,

o /ﬁnofher widespread
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Another widespread custom is that of maintaining public finance
commissions apart from the budget‘bommittees. This is to some extent
linked with the custom criticized here of not considering income and
expenditure policy simultaneously when the budget is being prepared, If
this practice were corrected, it would be essential to mezintain one joint
standing comnittee on finance and the budget,

.. lastly, budgetary allocations are usually approved item by item, a
method which fits in well with budgetary'systems in which the emphasis is
laid on what Governments purchase and not on what they do, This system
should be altered and allocations voted by activities, since otherwise
all analysis of priorities and every effort at co-ordination would be

bootless,

3. Requisites to make the budgetary statement a useful

instrument of economiec policy

The function of fha'budgetary statement is to transmit whether marely
in draft form or as an annual law, information as to the programmes and
activities which the Govermmenrt is going to carry out and the financial
and material resources that it will have at its disposal. It is, in short,
an 1nstrument for the cemmunication of ideas,

If 1t is to fulfll this function, it must be properly presented and
arranged.‘ Defects of presentation often account for.the failure of public
opinion and leglslators to obtain a clear grasp of the. Goverrment!s
obgectlves.' A badly ¢onstructed budget, which lacks the necessary detalls,

| does not cover the whole of the public sector and does not specify
short~term and long—term investments, :may not shed enough light on the
plans of actlon prepared and may ultimately frustrate them, |

To determine the requisites that must be met by a budget statement
which has been prepared with due regard to the foregoing con31derat10ns,

‘ attentlon must be turned to the question of who needs to study it, .

In the flrst place, ‘the budget must’ be made known, in its full scOpe
and 51gn1flcance, to the" ‘higher execitive authorities and to parliament,

| It is their respon51b111ty to work out shortw—, medium - and long~term

_ Government pollcy and to orientate the budget, - Obviously, the budgetary

/statement must
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statement must be clear and precise, so that the authorities in question
can bring their day-tc-day and long-term action into line with the objectives
in view., Members of parliament must also be given the information they
need, inasmuch as it is they who have to'review the programmes and finally
authorize their implementation, suppressicn, modification or expansion,
The statement must enable the member of parlisment to assess the influence
which a decision of his may exert in the direction of increasing or
decreasing any item of expenditure, and to understand how far such a change,
without another correlative modification, may throw a whole programme out
of gear., Suffice it to consider what would happen if a decision to
economize on the item "Purchase equipment! in a programme designed to
provide education for 100 new pupils prevented to purchase of the 100
benches that would be required. Supposing, again, that a public health
programme were devised to meet the needs of 50 new patients; if the
purchase of only half the requisite number of bsds were authorized, the
whole programme would be frustrated, and the authorized expenditure on
medicaments, doctors/hours, etc. could not be profitably utilized. In
a programme and performance budget, on the other hand, the consequences of
parliamentrdecisions become perfectly clear, since the contribution o
represented by each of the programmed items of expenditure can be determingd.
- The budgetary statement must also provide detailed information for
the public officials who are responsible for putting the programme into
effect, The programme may be compared to a navigation chart, whereby an
efficient executive director can steer an intelligent course. The head
of each administrative department must find in the budgetary statement an
account of the functions of his incumbency, a quantitative specification
of the objectives pursued, an estimate of the human and material resources
available, and an assessment of the money that will be needed for the |
purchase of the further resources required, all classified under separate
functional and sub-~functional heads.

In addition, the budgetary statement must supply the information
needed by the supervisory agencies. It must show, for example, who is
responsible for handling State funds in each public service. Thé relevant,
data must therefore be given in sufficient detail to facilitate the

/identification of
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identification of the culprits in cases of fraud or malversation, and
the determination of the items concerned. Budget statements are
currently presented in the form of ledgers showing the agencies which
spend public funds and the various items of expenditure classified by
purpose, On the basis of these, the inspecting authorities open the
books in which a record is kept of each outlay that each agency is
authorized to make, as and when effected, with a view to ensuring that
the maximum fixed for each item is not exceeded, The programme budget
is not a substitute for current legal practices, and therefore does not
entail the elimination of the data and_classificationhused,at the present
time for State auditing. .

Lastly, the budget statement must be accessible to the publie. The
taxpayer must be assured that proper use is being made of his contribution
to the treasury; the private entrepreneur needs to know, for purposes of
the management of his enterprise, the attitude that the State will take
‘towards it, the demand for its products that will be created, and other
factors that may influence his own line of action; the ordinary citizen
needs to be acquainted with the programmes that concern him in the field
of education, health, social security, and so forth, |

Such, then, are the requisites that -the budget statement must meet.
Their fulfilment implies a sweeping change in traditional presentation,
which is determined by the concept of State inspection and has no concern
with priority and efficiency. The programme budget directs interest
towards the efficiency of Government action and what it aims at accomplishing,
with the result that much more information is reduired. \

-The modern budget is no. longer a:mere list of items of expenditure
and accounts of receipts., It is made up, in addition, of voiumés
containing, respectively,.the medium~term or long-term budget, fhe annual
fiseal budget and annexes with the budgets of autonomous institutes and
of real resources, Only the annual fiscal budget, or that of the
central Government, becomes law; the remainder are for purely informative
purposes. . |

The volume containing the medium-term or long-term budget ﬁpst begin
“with a statement on the features characterizing the country's medium;tenn

S /economic development
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economic development programme, giving details of per capita income
targets, production objectives by major sectors, the distribution of
production between consumption, investment and exports and, in general
terms, all that is necessary for a clear grasp to be had of the nature
of the programme. Some account must follow of the chief difficulties
that will have to be overcome if the proposed targets are to be attained,
and of suggested measures for tackling them, which latter, in the .
aggregate will constitute the structure of medium-term Govermment policy.

If there is a develomment programme already under way, an indication
must be given of how it is being executed, the reasons for failures, the
changes ¢f direction that it has been necessary to.introduce and, broadly
speaking, all such data as will enable Congress and public opinion to
appraise the efficiency with which the policy established is being
implemented and the effects which its application is producing,

The next requisite is to indicate the role that the public sector
will play in the task of attaining national development targets, and a
statcment will be presented comprising an analytical description of each
of the main functions of the public sector and a detailed list of the
standards or levels of activity which are considered satisfactory,
together with the medium-term targets established for each of the functions
in question and the most important sub-functions. In any case, the real
inputs which the public sector will have to purchase in order to achieve
the proposed objectives will have to be shown, especially those which,
like skilled labour and foreign exchange, may constitute a limiting.factor.
Another question to be dealt with is that of the monetary costs of the
mediun—-term programme, broken down by activities or investments. Lastly,
it will be necessary to explain how far the administrative apparatus of
the public sector is capable of executing the proposed programme, what |
readjustment measures would be advisable if it should prove inadequate_and,_
in general, what is the rationalization programme contemplated for the.
period, .
In relation to the medium-term prograrme of achievements, the public

sector's finaneing programmes can next be presented. The productive

Jactivities will
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activities will be shown, together with the income groups that will make
the most substantial contributions; the tax mechanisms whlch it is |
intended to use for the transfer of funds; the reasons on which the ch01ce
of this type of instrument was based; and those that might be used instead,
Consideration should then be given to the possible general effects of
proposed policy on finaneial conditions for the private sector, to which
end the go-called national budget of sources and uses of investment funds
will have to be drafted, This contains an estimate of the financial .
requirements of the whole economy and the resources that will be available,

The same statement should give full details of the Govermnment's
medium~term capital budget, enumerating all the investment projecté to be
carried out by each type of function, This is to enable funds to be
earmarked from the outset for investment projects-that will take several
years to carry out, and thus avert any risk of their being birrought to
a sfandstill or slowed up for want of resources.

The volume containing the annual fiscal budget bill must begin with
a preamble in which the general objectives pursued by public action
during the period covered by the annual Budget are rélatéd to those
established in the medium-term programme, and an indication is giveh'of
the specific targets for that period which are linked to medium—téﬁm
objectives by technical considerations, or by considerations connected
with the factors that influence the medium-term situation of the economy
and that canriot be taken into account when the medium~term programmes are
prepared, and, lastly, by unpredictable factors, 'Fbr'example, it might
not be possible to attain certain agricultural production targets until
the irrigation works were completed, so that in such a case a sixth part
of the six-year programme could not be taken as a target for the first
year, Again, it might prove necessary to establish a very modest annual‘
objective because conditions in the preceding year had been abnormally
unfavourable, or because it was impossible to invest all the resources
projected on account of the decline of exports to a level unforseen in
the medium~term programme. ' |

The statement must go on to evaluate the effects which the proposed
policy is designed to bring about, especially as regards stability,

/To this
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To this end, the income and expenditure'of the public sector will have
to be related to those of the rest of the economy by tmeans of the annual
national budget, in default of which a foreign exchange budget will have
to be utilized,

Income and expenditure and the cash budget are next shown in outline,
after which attention is drawn to the homogeneity of the various
programmes and the ways in which they are inter-related, in order to
demonstrate the desirability of keeping programmes and policy consistent,

The income budget should begin with an economic classification,
breaking down the year's receipts by wages, profits,'capiﬁal, cohsumption‘
and other economic operations, It is advisable to claésify receipts
under the headings of current and capital income; to indicate the
proportion of revenue that should be obtained from the various income
categories of taxpayers; to make a distinction between the amounts likely
to accrue from the internal and from the extérnal sectors; and to define
the constributions to be expected from agriculture, manufacturing and
other important activities.,

Receipts must also be classified in accordance with an administrative
criterioﬁ, to permit the establishment of the accounts which the Treasury
will have to open so as to collect them, To facilitate payment for the
contributors, key symbols are assigned to these classifications. Finally,
it is advisable to classify réceipts'according to the currency in which
the sums concerned are paid, The Goééfnhent's external purchasing power
can thus be assessed; this is important from the standpoint of defining
the possibilities for purchasing mabhinery‘ahd'other accessories which
have to be imported, and the extent to which forelgn trade fluctuations
will affect public finance. ' ST

Then comes the budget of expendlture, classified in various ways,
current expendlture being first dlstlngulshed from capital outlays.,

This break-down gives an idea of the effort which the State will make
to'promoté economic development, and of the aggregate cost of public
administration. Tt should be detailed 86 as to show the components of

consumption, such as remunerations and purchases of goods, Furthemmore,

/details of
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details of investments must be given, by type of works, roads, buildings,
ports, factories, ete, If the Government grants loans or contributes
capital to any enterprise, this should be indicated separately under the
head of financial investment.

Expenditure should next be classified functionally, so that the aims
of Govermment action can be ascertained, for in this way it will be seen
how far education is given priority over national defence or the police
force, public health over transport, etc. To facilitate the analysis,
it is advisable to include an economic-functional classification, which
will permit an accurate assessment of the volume of investment by functions
and the cost of each under the heads of salaries and wages, purchase of
material and other components, Each functional budget must be broken
down by sub-functions, targets being indicated in every case.

It is necessary to indicate the institutions participating in each
sub-function and to specify, in accordance with the classification by
purpose, how much will be spent on salaries and wages, purchases, hire
or premises, travel allowances, furniture, and, in general, each of the
main items of expenditure. Tables combining the break-down by
institutions with the classification by purpose should be prepared.
Expenditure should also be broken down by currencies, disbursements in
national currency being kept separate from foreign exchange outlays.
Lastly, it is advisable to include, for infomation, the fiscal cash
budget, in order to show the total volume of monetary resources over which
the central Govermnment will have contrel, - . : .

In the third volume of the budget statement, the budgetary annexes
or appendices are presented. First appear the budgets of such autonomous
institutions as the social security banks, development corporation and
other decentralized bodies, Summaries, of the budgets of the state or
municipal authorities will also have to be included, All this information
must be combined with that relating to the ceniral Government to form
the consolidated budget of the public sector, which will provide an over-

all picture of its total transactions.

/as the
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As the funds handled by the Government are intended for the purpose -
of mobilizing real productive resources, tables with the appropriate
budgets should be appended, A case in paint is the perscnnel budget,
showing the number of Government employees, classified by professions,
functions and sub-functions, levels of remuneration and administrative-
rank. Another budget of this kind relates to the material resources that
will be purchased from the private sector; it is broken down by types of
product and expressed in terms of physical units. A budget of sources
and uses should also be iricluded for the public sector, giving details
of the total volume of financial resources which will have to be mcbilized
in order to execute the Governmént‘s programmes.

As will have been gathered from the foregoing pages, with the
adoption of the method of preparing functional and programme budgets, the
budgetary statement acquires a totally new aspect; it shows the Government's
long~- and medium~term programmes, reflects them in the annual budget bill,
covers the whole sphere of action of the public sector in informative
annexes, .and indicates in detail the reél resources required for the

implementation of the decisions adopted.
III, SKETCH OF A MECHANISM FOR THE FORMULATION OF NATIONAL POLICY

-1, Basic principles for an effective policy

Specialists in budgetary pf&biems'have ldng been stressing the need
to conceive of the public budgét‘aéka'single unit, in the sense that it
must embody absclute ly all the.incame énd expenditure of the public sector,
This emphasis is dictated by the'convicﬁion that the budget statement
should be the instrument wherewith to judge the.difeption and cohesion
of Government policy. With the péésage'ofltime it has become more
clearly evident that such unity, although an essential requisite, is not
enough, since the Government's policy,cannot.be'appraised or conceived
in the same way as that of an independent privaie enterprise, To
ascertain whether Government progfémmes are ovér»ambitious or over-modest,
it is indispensable to fomm en idea of the probable behaviour of the
economy as a whole, The modern concept of budgetary unity therefore
extends beyond the public sector and embraces the rest of the economy.

/Budgetary integration
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Budgetary integration of all sectors is achieved by means of the
instrument known as the National Budget, which comprises the budgets of
the Treasury, of enterprises, of households, of the external sector, of
real national product and income, of saving and of domestic investment.
In a country where free enterprise prevails, the public sector's budget
is fundamentally different from those of the other sectors, in the sénse_
that while the former reflects the action that the Government intends

to take, the latter are merely estimates of what is likely to occur in the

rest of economy during the period covered by the budget.

Probably the most important of all the principles that have to be
taken into account in the conception of economic policy is that of unity,
although, of course, due importance must be attached to the clarity,
realism and compatibility of targets. As a rule, one of the serious
defects 1o be noted in almost all attempts to prepare a policy is the
vagueness of the objectives established, To say, for example, thaﬁ the
aim is to raise the standard of living of the population has very little
value if no clear indication is given of what is implied and how long a
time limit is visualized., The usefulness of defining objectives increases
in proportion to' the accuracy with which they can be quantified, Of
course, not all the objectives of a policy are sﬁsceptible of guantitative
assessment, but this is not a valid argument against quantifying those
which are., Moreover, such a procedure enables the realism of intangible
objectives to be more easily appraised. For examplé, if plans are afoot
to nationalize a given activity, an estimate of the real costs that
‘nationalization implies may help supporters and opponents of the measure
to realize the price that will have to be paid.

‘ Another common mistake is that of setting up targets which are
unrealistic, that is, unattainable within a specific time limit, As .
regards economic objectives, the degree to which they are realistic is
commensurate with the feasibility of achieving them with the produétivé
resources available and the technigues known, and their compatibility ‘
with what people are willing to undertake or accept., A target that_
consisted in doubling per capita income in the course of one year would
be unrealistic, because no country in the world has access to resources
of the magnitude and composition required for such . a feat. Similarly;
/it would
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it would be impossible to double the tax burden within a year, since there
would probably be no means of ensuring the taxpayers! cdmpliance with such
obligations, It may therefore be asserted that the extent to which
targets -are realistic depends largely on the efficacy of the available
instruﬁents, and for that very reason ends and means should be shown at
one and the same time.

The different targets are linked by complex relationships of
complementarity and incumbency, which are sometimes difficult to discern
by the light of common sense alone. Two objectives compete with each
other when they require inputs of the same type. For example, it may
happen that the flow of a river, whose waters can be used for firect
human consumption, for irrigation or to generate energy, is insufficient
to meet these three types of requirements within a given periocd; in a case
like this, the corresponding objectives are placed on a competitive footing.
If they are quantified in such a way thatatotal water réquirénenfs exceed
supplies, the targets become mutually incompatible. . Conseguently, the
incompatibility of objectives is in many cases a question of relations
between their respective magnitﬁdes. In other instances, however, it
derives from the conflict between the effects that attaimment of the
various targets produces., - For example, a medical assistance programme
financed with indirect taxation may cause a deterioration of diet levels
and thus neutralize the effort made by the public health sector.

On the other hand, targets are mutually complementary when one must
be attained before the others can.materialize. The capacity for |
complementarity of the objectives propoged also depends upon their relative
magnitude. Supposing, for example, that the target set up is a two-
per-cent annual increment in family income, and that, on the other-hand,
it is proposed to increase milk production by ten per cent in order to
ensure that diet levels are satisfactory from the nutritional standpoint.
But since, as family income rises in a particular proportion, demand for
milk expands in another, it may happen that the growth of incohe gives
rise to an increase in demand for milk which greatly exceeds the ten
per cent projected. In such a case the two objectives - the rise in
income and the expansion of milk production - prove gquantitatively incompatible,

/whereas if
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whereas if .supply and demand increase at the same rate, they are
complementary. At a more general level, examples can be cited that are
perhaps more striking, like that of the necessary complementarity between
the development of agriculture and that of industry., Until a short time
ago these two activities were usually visualized as alternatives, and
there were "agriculturalists” and "industrialists", Fortunately, it has
been possible to establish that the development of the two activities
must be smoothly co-ordinated, since if agriculture expands and manufacturing
does not, over—production of foodstuffs will result, and if the latter
develops while the former fails to do so, there will be a food shortage.
It is perfectly pocssible, however, for the agricultural and industrial
targets to prove incompatible, if, taken in conjunction, they require
more capital or more manpower than is available,

Incompatibilities also emerge among targets which are not strictly
economic,. For example, in countries with high per capita income levels,
the number of children of school age per pfimary school teacher does not
as a rule exceed 35, An attempt to establish the same ratio over the
short term in a country with low income levels might render educational
targets incompatible with production objectives,

A third principle that must be borne in mind in the preparation of
Government policy is that of the éompatibility and efficacy of the
instruments used to attain the targets set up. '

Much the same applies to instruments of policy ~ taxes, subsidies,
eredits, regulations or whatever they happen to be - as to objectives;
they may be at once complementary and mutually competitive, and may -
therefore turn out to bé’incompatible. Taxation of the higher income
‘groups, for example, is a useful instrument for the financing of publiec
investment, but since it is their income that generates most private
saving, its utilization to increase public investment may, 1f carried to
excess, result in a decline in private investment.

Almost all instruments of economic policy produce effects over and
above those for the sake of which they are adopted -~ often of such a
nature as to mullify all the direct advantages to be derived from their: -

Jepplication, For
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application, For example, exaggerated use of the customs tariff to
stimulate economic develorment maj cause 2 deterioration of the terms of
trade for agriculture so serious as to lead to the stagnaﬁion of this
activity. In a case like this, the tariff could not be described as an
efficacious instrument for economic development, however much it might
encourage industrial production. Another case in‘point is that of
favourable tax treatment for the uﬁdistributed profits of enterprises.
Might not this result in over-investment in the moro developed activities,
and in a tendency towards concentration of industrial ownership?

The indirect effects of certain instruments of economic policy are
often of a social character, and may be seriously detrimental to develop-
ment prospcets, For instanoe, the relaxing of ethical standards in the
business world in countries that have rescrted to particular forms of
exchange control has given rise to a great deal of comment,

The principle underlying all this can be clearly defined, The
efficacy of instruments of economic policy must be judged_in relation to
their global effects, both direct and indirect. But, as has been shown,
competition and complementarity exist among these instruments themselves,
which means that to the foregoing proposition a rider must be added:
instruments of economic policy must be appraised as a single whole.

These requisites are not.easy'to éatisfy.. Much has been written
for and against the several instruments of economic policy, although as
a rule only in terms of their direct effects, which are considered
independently of over-all policy. = In many cases, moreover, it is hardly
possible to determine, and still less to quantify, the direct effects
produced by the application of a specific instrument. The statement that
the efficacy of such instruments must be judged as a complex whole is not
so much a categorical requirement as a way of calling attention to the
twofold need for taking into account the elements creating that
complexity and for promoting research on the complexes themselves.,

Lastly, in the formulation of economic policy, due consideration
must be.given to a fourth principle - that of the interdependence of ends

and means. It was previously pointed out that targets must be realistic,

/but the
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but the extent to which they are so largely depends on the efficacy, and,
of course, the acceptability, of the instruments to be used. For example,
during the post-war period Latin America increased its per capita gross- |
national product at an anmual rate of 2.7 per cent. It may safely be
asserted that, from the point of view of the availability of real resources,
the anmual increment could have been raised to 3.5 per cent, but to that
end it would have been necessary to reduce consumption, strictly regulate
the use of foreign exchange, ration investment and adopt other measures
which probably would not have been readily accepted. Consequently, to
have established the 3.5 per cent rate as a target would have been
unrealistic, because the requisite instruments would have been rejected

by a political majority, . | R

On the other hand, it might happen that, irrespective of political
forces, no body of instruments existed whereby such a rate of development"
could be attained, in which case the target would be uﬁrqalisfic because
of the inefficacy of the instruments available. | ‘ _

The closeness of the relationship between targets and ihstrumgnts
renders it essential that when economic policy is being formulated the two
elements should be determined at one and the same time, If it is furthéf
borne in mind that, as has been seen, targets, like instruments, fom a |
complementary whole, a corollary is evident at first glance; economic
policy must be planned with due regard to the economic complex in its
entirety. This corollary is the first of the four principles cited here
as the most important of those that the public sector should take into

account in devising its policy.

2, Methods of determining targets and selecting instruments

- Twenty years ago, the-possibility of chceiving'economic policy as a
single whole would have beeh é Utopiah afeam. Neither the system of
concepts nor the statistical date requifed for such a purpose existed at
that time.. Econémic policy in the‘pastiwés necessarily rémedial, rather
than preventive as it can be ét the present time. In the following pages

an attempt is made to presént, in simple outline, the system of concepts

/referreﬁ to,
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referred to, in so far as it is applicable to the economy as a whole;
it will then be related to methods of preparing budgets.,

Since targets can be assessed in guantitative terms, and since a
series of known relationships exists among the targets themselves and
between them and the available resources, they can be established in
such a way as to meet the requisites of clarity, realism and compatibility.
For example, if the gross product is analysed from the standpoint of

the use of production, the following relationships result:

PTBl = Cl + Il + D1 + Xl - Ml

PIB; = a (K0 " Il)

H

By

According to the first, the product of any.year.(PTBl) is equsl to

d (KO + Il)

thé algebraic sum of consumption (Cl), net investment-(ll), depreciation
: (Dl),»exports (Xl) and imports (Mi). From. the second it can be geen
that the product equals the preceding year's capital (Ko) plus net
investment (Il), multiplied by the productivity of capital (a); and from
the third, that'deprebiation.(Di)requals total capital (Ko + Il),
multiplied by the rate of depreciation (d).

"The existence of this system of relationships means that targets can be
set up or projectedé/ only for three of the variables it includes., For
example, if it is decided that the product-is to increase by 50 per cent
during the period covered by the programme, and the probable expansion
of exports is estimated it is enough to establish the increment in
consumptlon 1n order to determlne, by the appllcatlon of the system of
relatlonshlps the volume of 1nvestment deprec1atlon and imports.

' Varlables other than those mentloned here can be valued, but in no case
more than three. - N
If the extremely 51mple relatlonshlps noted above are used for

establlshlng targets, it is 1mp0551ble to say __Erlorl what will be the

3/ By "project" is meant the valuation of an element on the basis of
criteria which are unconnected with the system of relationships
in which it is included, and which need not be indicated here,

/resulting balance
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resulting baléhce éf payments (represented in them by the difference
between exports and imports of goods and services). The higher the
targets fixed for the product and for consumption in relation to exports,
the greater will be the difference between X and M, This difference,
which, if negative, provides an indication of the loans and investment
that will have to be obtained from abroad, may be completely unrealistic,
as there are clearly limits beyond which it is neither possible nor
~desirable to obtain such loans, For this reason, when a development
programme is being preparéd the starting-point is usualiy a much more
complex set of relationships, which considers the final balance-of-payments
figure as a determinaht, and which, in general terms, begins with the
projection of the product, exports and the net'floﬁ 5f foreign capital,
and ends with the preparation of three types of medium-term budgets which
cover the whole of the national economy.é/

Although programming methods cannot be analysed in detail in this
study, it ié worth while to preéent in:diagrammatic form the budgets
in which they culminaﬁe, so that some idealcan be formed of how their
preparation is related to the drawing-up of the public sector's budget
in particular, and to the deterﬁination of economic policy in general.

The most important of all the budgets resulting from a programming
process is that of production and supplies of gbods and services, of
which a simplified example is given in table 1, where each column
represents the components of total costs plﬁs the profits of each sector
of production,? and each line, the distribution of sales of the
production of each sector; the figures represent monetary values at

constant prices of any given year,

4/ This method is analysed in detail in the various publications making
up the series Analyses and projections of economic development -
- Introduction to the technique of programming (E/CN.12/363) and

" studies on the economic development of Argentina (E/CN.12/429/Rev,l),

Bolivia (E/CN,12/430 and Add,1/Rev.l), Brazil (E/CN.12/364/Rev.l)
and Colombia (E/CN.12/365/Rev,1) -~ as well as in The industrial
development of Peru (E/CN.12/493), and in the mimeographed editions
of lectures given under the Joint ECLA/TAA Economic Development
Training Programme,

5/  Purchases on capital account made by each sector-are not taken into -
consideration in costs, T B

/The second
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The .second. budget is that oﬁ”invgstmentmnxgkenAdown‘by,$ebtors
of origin and destination; an example is given in table 2, where the
columns represent the investment expenditure that each sector must
incur in order to’ produce the'amounts‘projected-inithe‘production budget,
indjcating the sector of origin of the goods andAsérviges concerned and
whether they are domestic or imported. The lines opposite each sector
give its production of capital goods and show who are the purchasers.

The third budget is that of sources and uses of investment funds,
in which all the items that appear as sources are funds that enterprises,.
~the Goverrment, household and the rest of the world can utilize in
‘"tfaﬂééctions &hich affect their éésété‘éhd‘liabiiitieé,'énd which are-
broken down by uses. The commercial banks and the central bank are
not consdiidated (éee tablé 3} ,' o ‘

From these three tables it is easy to grasp hqw decisions on
production targets and the use of production are closely liqked to _
Government decisions as to econemic policy. To take, for example, line
1 in table 1, breadly corresponding to agriculturs, The figure
~ appearing in the last column, headed "Production and supplies", represents
total availabilities of domestically-produced and imported agricultural
commcdities, . Again, the figure given at the foot of column 1 is the
gross valus of agricultural production, and those shown vertically in
the same .column represent the costs. that will be incurred .in obtaining
the production in question, including profits and indirect taxation,
all of which are elements that determine the tetal value of production.

None of these values can be established without the adoption of
precise decisions in several fields of 'economic policy. To considér,
in the first place, table 1, column 1, The value of the intermediate
products purchased by agriculture from other sectors depends, apart
from purely technical considerations, upon the tax burden borne by the
sectors concerned, For example, in so far as a country levies duties
on imports of fertilizers, agricultural production'dbsts will be higher,
or methods of production will change. . Furthermore, the distribution
among entrepreneurs, wage-carners and the Government - shown in lines (a)

to (d)‘- of the amount bynwhich the value of agricﬁiﬁural production

/Table 1
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OF GOODS AND SERVICES

BUDGET OF PRODUCTION AND GROSS SUPPLIES
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Table 2
NATIONAL INVESTMENT BUDGET
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Table 3
BUDGET OF SQURCES AND USES OF INVESTMENT FUNDS
Sources Uses
Government
1. Surplus or deficit on 5. Public capital formation
current account
5. Cash and deposits
2. Loans
7. Credits to enterprises and
3. Sale of bonds persons
b Issues
Persons
8. Personal saving 10. Cash and deposits
9. Loans from enterprises and 11, Capital contributions to
the Government enterprises -
12. Government bonds
Enterprises
13, Undistributed profits and 16, Private capital formation
depreciation reserves
17, Cash and deposits
14. loans : _
: 18, Credits to Government and to
15, Capital contributions persons
19. Government bonds

/exceeds the
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exceeds the cost of raw materials is closely linked to the level of
procduction that can be attained in agriculture, If the proportion
reaching the entrepreneurs were very small, these might lack incentives
to produce more; if wage-earners received very little, demand for
agricultural commodities might prove insufficient to absorb the volume
of production stipulated; and if it were the Govermment whose share

was very limitéd, it might find itself unable to finance the public
works and the research and extension programmes needed for agricultural
develomment, Lastly, the requirements shown in the end column may

be met with domestic production or with imports, according to general
tariff and trade polic;.- This in tumm has repercussions on the pubiic
sectort!s revenue from taxaticn, especially in countriss where foreign
trade 1s an important source of public funds.

Attention may now be turned to the columns indicating consumption
and investment by the public sector. They show the decisions that
must be taken in respect to a major proportion of such expenditure,
since only transfers are excluded. The values noted in the lines
corresponding to each sector represent estimated purchases of the
various goods and services needed for the discharge of the Governmentt!s
regular functions, Salaries and wages paid by the Goverrment are
given below,

As the foregoing cbservations show, in order to determine the
production targets that must be attained by the various productive
sectors of the economy, decisions have to be adopted on taxation, the
policy to be pursued in respect of remuneration of the different
factors of production of the private sector, trade policy and the
level and composition of public income and expenditure,

Table 2 must now be considered. As was previously stated,
it represents the volume of investmernt that must be effected in
order to obtain the volumes of production stipulated in the Budget
of Production and Supplies, Part of this investment will be the

/responsibility of
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responsibility of the private and part of the public sector, How
much each group should contribute is one of the most controversial
questions in the field of policy. Once this problem has been .
settled, there remains the fact that the share of private enterprise
may differ greatly from what this sector is prepared to invest, To
make its possible investment consistent with what it is necessary to
invest, a policy must be devised which in some cases will provide
incentives and in others deterrents., In such a policy, the instruments
constituted by taxation, credit, import controls, training of personnel,
etc., have a significant part to play.

The preparation of the Budget of Sources and Uses of Investment
Funds also calls for a series of decisions on economic policy.

The magnitude of the resources available to enterprises for the
financing of investment partly depends upon the following factors:
(i) tax pollcy, in so far as this affects total profits, the proportion
of profits undistributed to shareholders, and the depreciation reserves
of enterprises; (ii) the policy adopted with respect to corporations
and the capital market in general, which is reflected in the amount
of resources that enterprises can obtain through the sale of bonds
and shares to private individuals, to foreign purchasers and to the
Government itself; (iii) decisions as to ﬁonetary and credit policwy,
since this has repercussions on the resources cbtained by enterprizes
from banks and from the Government; and (iv) policy relating to foreign
loans and investment, which in turn is closely linked to exchange
policy.

The items in the Budget of Sources and Uses of the public sector
are affected by the decisions adopted in matters that have a bearing
on the financing of enterprises, and the same applies to the accounts

of the cther sectors.

é] See Osvaldo Sunkel, "Una metodologia para anglizar la estructura
de los ahorros', El Trimestre Econdmico, Vol, XX, N°4 (Mexico,
1953), for an analy51s of economic policy in the light of the
figures shown in accounts of this type.

/3. Methodological
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3. Methodological requisites for the preparstion of the

mediunm-term budget of the public sector

The preceding section contained a brief accouht of the relations .
between the establishment of objectives in economic development programmes
ard the deqisiohs'adopted in the various fields of economic policy. The
preseht section will call attention to some of the elememts used in
determining the tar'gets for the public sector in the budget of production
and uupplles, ard the way in which economlc policy gradually takes shape
in the course of its preparatlon.

The procedure which will be descrlbed is baoed on g system of |
successive approximations. The fact that all the variables uplllzed are
imter-related means that if any one of them is modified, all the rest are
affected, and a further influence is thus exerted on the first, For
strict accuracy, a set of variables related in this way must be dealt

with 51multﬂneously. |

A system does exist for working out all the variables 31multaneously,
der1v1ng from the new method known as linear programming. It permits the
determination of the price system which would enable méximum producﬁion
of all goods and services to be achieved. This system of prices‘— termed

shadow prices, accounting prices or equilibrium prices - may present a

structure such that some are either unduly high or unduly low from %he
standpoint of the diétribution of income ard incentives, Economic policy,
by means of taxes and'Subsidies, could lower some‘énd raise others without
affecting the alloCation‘of resources, or affecting it in the least
unfavourable way possible,’ Uhfortunately this system cannot yet be
applied for want of statlstlcal data, so that it will not be discussed in
the present study. - ‘

The first requ1site fof'establiéhing medium~-term official objectives
is to determine the levels of acfivity that it is desired to attain in
each of the major fields or functions of the public sector which have
financial implications, To this emd, the following sectors at least might

7/ See, however, Hollis B. Chenery, “Development policies ard programmes" ,
ECLA, Economic Bulletin for latin America, Vol., III, No, 1, March 1958,

/be differentiated:
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be differentiated: education, publiec health, housing, transport, energy,
muricipal services, land ard agriculture, and basic industries. A monograph
on the current situation with resﬁect to each of these sectors must be .
prepared, stress being laid on the ﬁmst important problems and how they

can be solved. In the case of primary education, for example, such a
monograph would irdicate the total popuiation of primary—school‘age; the
number of puplls atterding school in each grade, ard the number for whiph

no provision was made, with an explanation of the reasons, ,

To judge whether and how far the existing situation is satisfactory
or the reverse, it is necessary to set up a standard of reference, and to
guantify this a unit of measurement must be available. In the case of
primary education, this unit might be defined as the number of years of
instruction per inhabitant of school age., The stamard of reference will
show how many years of school attendance per school-age inhabitant are
considered satisfactory, aml comparison of this figure with the actual
situation will indicate the defieit, or magnitude of the deficiency.

The standards set up, like the targets, must be realistic. To test
this, recourse may scmetimes be had to international comparisoné.' 17 it
is found, for example, that in countries where income levels are much
higher a school life of six years has not been attained, such é standard
can be regarded as unrealistic, at any rate unless a radical reform of
elemeniary teaching methods is considered feasible. 1In the instanc: cited,
use might also be made of studies on the relstionship between family income
ard the length of school life, ard, more specificaily, of analyses of the
causes of absenteeism amohé school children; In many cases,,the‘chief of
these causes is the low income of the parents, who, finding themselves
unable to provide for their children, send them to work prematurely.

Once a realistic standard has been determined, provisional maxinmum,
average and minimum targets per unit of measurements are set up. For
example, the provision of fivé,'four and three years of school education
by the sixth year of the programme may be estaﬁlished as the maximum, |
average ard minimum targets, respectively. The total school-age population
is next projected for the whole pericd of the programme, so that the ﬁbtal'
number of pupil/years for which provision will have to be made in each case

can be determined,
/The monographs
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The monographs must also show costs per unit of measurement in both
real and monetary terms. They must indicate, for-example, the: number of
teacher/hours per pupil/year, the number of square metres of classrooms, |
and so on, until all the most important inputs are covered. At the same
time, the price of each input and the total unit cost in money is given.

In the estimate a distinction must be made between overheads arnd investment
costs,

When unit costs and prices of inputs are known, it is easy to calculate
total costs for the three targets, minimum, average ard maximum, OCbviously,
calculations of the same type are applied to each of the sub.functions
included under a function, so that every institution responsivle for
preparing a functional budget may present proposals representing many
levels of achievement, for which purpose all it need to is to combine in
several alternative ways the different types of targets for the various
sub-functions,

From the estimate of the total costs which the attainment of a
specific objective will entail, it can be judged whether the targets for
the sub~function are realistic or not. For example, a target which
implied that half the public resources likely to be available during the
period of implementation of the programme would have to be spent on pre-
university education might in many cases be unrealistic. In others, however,
the meximum target, or that permitting the nearest approach to the stardard
of reference while the programme is in force, may be unrealistic, but not
so much on account of financial limitations as because of some insuperable
physical or technical difficulty. For example, it might be impossible to
train all the teachers needed within the time limit stipulated. Knowledge
of what these adverse factors may be is a valuable means of saving work
in the selection of altermative solutions.

Everything that has been said in connexion with primary education
also applies, in general terms, to the preparation of preparation of
programmes for other sub-functions of the public sector. It therefore
seems worth while to sum up the process, which can be said to consist in

the following tasks: (a) defining the sub-functions; (b) determining the
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unit of measurement for each sub-function; (c¢) choosing stardards
irdicative of a satisfactory level for the sub-function; (d) establishing’
criteria whereby the extent to which these standards are realistic can be
assessed; (e) ascertaining the current situation of the sub~function;
(f) estimating current costs per unit of measurement; (g) setting up
alternative targets; amd (h) calculating the total costs of each alternative
solution, distinguishing between those correspormding to current experditure
and to investment respectively, o

The establishment of targets in the transport, energy anl basic
irdustries sectors may create certain special problems which do not fit
into the general framework of the procedure outlined, In the first place,
none of these activities constitutes an erd in itself, like education and
public health., The objectives which must be attained in each deperd fairly
strictly on the production targets established in the economy as a whole.
For example, once the desired level ard composition of the product is known,
the volume of energy needed is defined within inelastic limits., It is not
therefore necessary, as in other cases, to consider alternative targeté.
Secondly, activities of this type present, in contrast, more technological
alternatives than arise in other sﬁb-functions, and this necessitates
criteria for deciding which of all the feasible methods is the most
appropriate. For example, while the over-all programme gives a saticfactory
indication of the total volume to be attained by transpcrt of goeds, it
says nothing as to whether the emphasis should preferably be laid on rail-
ways or on roads, or, again, on what type of roads. This is probably the
biggest problem that has to be solved by the authorities responsible for
the programming of such activities, Again, it is in this field that the
question of private enterprise as against public action arises in its mcst
controversial form., When the objectives in a transport or energy programme
are established, the problem of allocation of responsibilities is shelved
for the time being, but before any pronouncement is made on Government
expernditure policy a decision must be reached. Lastly, in activities of
this type a great deal of influence is exerted by the question of how long
investment takes to mature - that is, the length of time that must elapse
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between the initiation of the project ard the moment when it can be brought _
into operation -‘aﬁd the technological interdeperdence of several investments
of various types. To increase agridultural production in a giveh area, for
instance, it may bé necessary to carry out irrigation works which will take
several years to construct. If the aréa is destined to become an important
source of supply, very careful attertion must be devoted to the lay-out of
the irrigation works ard to co—ordlnatlon with transport projects. Neglect
of such relationships inevitably results in waste of resources,

The studies mentioned above, which fall within the pfoéincé of the
specialized agencies concerned, enable the office respon31ble for the
preparation of the national programme 0 study the comoatlbliwty of the
targets for the public and private sectors and to form a prel¢m1nary idea
of the public sector's probable financialirequirements. Logically, the
next gtep is to assess in quantitative terms the resources that will be
available fcr meeting these needs, o

~ The quantification of production targets by éectpfs greatly facilitates
the projection of the revenue which the publiclsector'Will derive from
taxation, It enables a preliminary estimate to be prepared, on the basis
of the assumption that there will be no change inhthe rates of the most
important taxes in forece in the basic pericd, A

It sometimes happens that most of the tax rates are applicable to
tax bases which terd to increase mbré élowly than the precduct, If the
rates remain unchanged, the result is a gradual decrease in the avelage
tax burden - that is, in the ratio between tax revenue and the national
product - which will mean that either Government experditure must litile
by little be reduced in relation to the national pfoduct, or the sjstéﬁ
of taxation must be reformed, Even if ﬁhis is not the case, when 2
development programme is to be put into effeét it almost always becomes
needful to inmtroduce innovations in the'tax system, and the right time to
consider .them is when income is being estimated or projected, :

As was shown in earlier pages, the possibility of attaining the
proposed targets largely deperds on Govermment decisions with respect to

taxation, remureration policies and trade policy. In this connexion, it ‘
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is probably trade policy that will present the greatest difficulties. As
a rule, the acceleration of development calls for the encouragement of |
exports ard a modification of the structure of 1mports, some of which have
to be superseded by domgstlc production, To achleve this, 1t may be
necessary to élter tariffs, exchange rates and export dutles, and to grant
subsidies, Those responsible for setting up foreign trade targets must be
in a position to indicate what the nature and magnitude of these changes
should be, But the adoption of any modification will entail repercussions
on the rest qf the economy that will have to be taken into agcoﬁnt. |

Knotty probl;ms aiso,arise in connexion with remineration poliqy. As
was previousiy poinﬁedAout, each targef necessitates a certain amount of
private investment which may be #ery different from the invesltment that
irdividuals are prepared to-effect, given the existing situation with
respect to.profitaﬁility. Research will consequently have to be urnder-
taken to determine what changes must be brought about in the situation in
question in order to provide imducements to imvest. In a case like this,
it may be necessary to alter taxation on profits ard on the inputs used
by each sector, or to grant. sub31dles. Here too, once a dec151on has been
adopted, consideration will have to be devoted to the 1nd1rect repercu551ons
that are likely to result from the reforms,

It may prove more adv1sable in practice to examine the whole set of
major changes known to be requlred, ard then to anslyse their p0551ble
effects on the economy as a whole and on fiscal income. For this purposé
it may be very useful to resort to the intef—inddstrial felétionships or
input-output tables, which are the same as the‘budget of production ard
supplies, but relate to past events, For example, they enable some idea
to be formed of the approximéﬁe magnitude of the changes that may take
place in price levels in any éiven sector as the resulf of a medification
of tariffs or of any other irdirect tax.

Once the basic changes in the system of taxation have been introduced,
it is possible to prepare the Budget of Preduction and Supplies, aml on
the basis of this to determine, with the help of pfojections of produétion
of specific items in some cases, the total reveme llkely to acecrue from

taxation during the period eovered by the programme.

/The projection



E/CN.12/521
Page 49

~ The projection of probable receipts from the‘Sale of pﬁblic utilities
,presents no mejor diffieulties, as, in accordance with trogramming techniques,
each of,the agencies concerned will have to prepare specific expansion
prognammes, on the bases of which its income is caleulated, By the time
the research has reached this stage, an estimate of the Governmentts current
inceme is available for each of the years covered by the national cevelop=-
ment programme, with several alternatives as regards current experditure,
obtained by combinations of the maximum, average ard minimum targets o
projected for each of the sub-functions, Which of these current‘expenditﬁre
combinations is cﬁosen depends to a great extent on the resources required
by the public sector to finance its investment programmes, that is, the
income on capital account which it must have at its disposal., This income
1s shown, as has already been pointed out, in the Budget of Sources and _'
Uses of Investment Funds, the preparation of which will be brlefly rev1ewed
in the follow1ng paragraphs, _

The column in table 3 showing uses of investment funds by the publie .
sector contains elements deriving from the other basic national budgets,
together with others which have to be determined. The former include the
Govermment's real investment, part of which deperds ﬁpon the current
expenditure established targets. As several alternatives present themselves
here, one of an intermediate nature may be chosen to begin with ard either
adopted as final or corrected according to the degree of equilibrium
registered in the'eapital budget., Another known element is constituted
by the amortization of debts contracted by the Government in previous
pericds, Here some compllcatlons arlse out of the evolution of borrowing,
but it is not worth while to spend time on them, Consequently, it remains
to determine the liquid assets which the Gevernmerrt must maintain in the
form of cash and deposits and the sums it must have at its disposal for
credits to the private sector. The amount of liquid assets required is
relatively easy to establish, The Treasury slways knows how much it needs
to cover the seasonal differences between fiscal receipts and experditure,
The determination of the other item is more arbitrary, although an approximate
idea of its magnitude can always be formed, thanks to the fact that the
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national development programme provides data on the mzjor projects which
private enterprise is to develop, ard which will require financial assistance
from the public sector. The consumer loans customarily granted by the

latter are as a rule channelled through the social security institutions

and can be assessed with a degree of accuracy sufficient for this kird of
work,

Once the public sector!s total requirements in respect of investment -
furds have been established, the full amount that must be provided by the
various sources in the aggregate is also known, The most important of
these sources is the surplus on current account, that is, the positive
difference between current income and experditure. As will be recalled,
in a first approximation it is best to use the average projeciion of the
experditure in question, Ioans constitute another important source of funds
on which the Government can draw, Those obtained through the sale of bonds
can be fairly easily quantified, since the absorption capacity of the
securities market is known. Loans from abroad are estimated when the over-
all development programme is prepared, so that they provide a source of
information for the maker of the sectoral programme concerned,

The item called issues can be estimated as follows. The concept that
the money supply must increase at the same rate as the gross national
product is taken as a point of departure, All the sources of funds which
wiil be available to the public sector can thus be quantified, since bank
loans will have to cover the difference between total requirements ard the
sources which have been analyséd,

TO;détermine whether the programme is or is nbt over-ambitious from
the financial standpoint, the amount of bank loans which will be available
for the private'sector is studied, If it should prove that this sector's-
requirements cannot be covered, the whole programme will have to be revised,
and the mégnitudé of the targets reduced or, alternatively, new sources of

financing provided.
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4. The medium~term budget as an instrument for formulating annual budgets

Once a medium-term budget is available, it is relatively easj'to
establish year-by-year targets. The procedures applicable in the two cases
are very similar, except that in the second special attention must be devoted
to the way in which investment is applied, wherever one project has to be
completed before another can be begun; that much more effort must be made
to tackle stability problems; ard that it is not as a rule necessary to -
introduce substantial changes in the tax system every year,

The relationship between the two types of budget can be much better
grasped if it is reflected that the medium-term budget is not so much a
statement as a contimuous process., It is not really a question of setting
up targets for the next six years and rigidly adhering to their use as the
pivoet of all Government action throughout the pericd, This is impdssible, '
because what can feasibly be done in the future depends to a great extent
on factors which in the present are either entirely unpredictable or
foreseeable only within very broad limits. Consequently, in.cduntries-where
programming of this kind is applied, medium-term targets are revised every
year. In other words, every year a new 5- or b-year prograﬁme is drawn up.
By means of this system, the hypotheses on which the projections are based
can be reconsidered, ard adjusted to the criteria afforded by the nrew
circumstances. For example, export prospécts may have seemed brilliant
when the first projection was prepared, but they may alter in the course
of time and necessitate revision of targets and of the instruments used to
attain them,

The yearly revision of the medium~term prograrme entails an exhaustive
analysis of the forces operating over the short term, which are those that
must be taken into account in the preparation of the anmual budget,

From this analysis it can be deduced whether there will be any need
to apply a compensatory policy, It may happen, for instance, that export
prospects are much more favourable for the forthcoming ysar than over the
medium term, and in these circumstances the attainment of the correspording
part of the objectives may produce an inflationary situation. Since the
stabilizing influence that can be exerted by public experditure and tax
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policy deperds upon what happens in the rest of the econocmy, the Apnual
National Budget must be prepared., In form it is exactly the samé as thoséﬁ
on the basis of which the medium-term targets are determined, but in
substance it differs from them in two fundamental respects. In the first
place, the part relating to the experditure and receipts of the private
sector is a forecast. In the case of the medium-term budget, on the other
hard, the figures for the private sector constitute a projection. The
projection reflects the results which are thought to be at once desirable,
ard obtainéble with the instruments of economic policy that can be applieda.
The forecast reflects the most likely results. If there were no unpredictable
elements and if it were possible to measure the efficacy of the economic
instruments with perfect accuracy, the two ought to be identical. Again,

at the time when the medium-term objectives are prepared, a set of instruments
of eccnomic policy is established which must be maintained over a more or
less lengthy period. This set of instruments may be efficacious provided
that there is no change in the average conditions that were taken as a
framework of reference when it was adopted, but may prove ineffective if
téhpbrary distortions take place. Fluctuations in the degree of efficacy

of the economic instruments resulting from changes in conditions and '
circumétances may thus be another cause of discrepancies betwesen the forecast
ard the projection,

Over the short term, the forecast is more useful than the projection .
for the reason already mentioned; it is not easy to adopt a fresh set of
instruments of economic policy, Moreover, there are many instruments whose
effects take a considerable time to make themselves felt.

The other basic difference between the anmial and the medium-term
budgets lies in the fapt that in the preparation of the latter the prices
of a given base.period are taken as censtant., The annual budget, in
contrast, must make allowance for probable changes in pricetlevels. In
countries whose economy is greatly deperdent on foreign trade, this
consideratibﬁ may be very important, both because a fluctuation in world
prices may produce balance-~cf-payments movements without affecting the
volumes of trade, and because such fluctuations may influence the over-all

level of internal prices,

/In a



E/CN,12/521
Page 53

In a given month of the year the budget office or the programming
office must be in a position to say what is likely to be the level of
economic activity in the private sector and, in particular, what are the
prospects for exports and the other sourées of foreign exchange. These
predictions are surmed up or cast in specific form in the annual ﬁational
budget. The annval budget will indicate the probable supply of goods and
services, valued at the preceding year's prices, and the availabilities
of specific goods and services which are liable to cause a bottlenzck in
the economy. Foremost among these are foreign exchange, foodsﬁuffs, energy
ard certain types of skilled labour. In addition, it will establish the
magnitude of global demand arnd of specific demand for goods amd services
of key importance. From a comparison between supplies of gouods and services
on the one hand and aggregate demand on the other, an idea can be formed
of thie force with which inflationary or deflationary tremds may operate,
as well as cf the possible magnitude ard composition of Government receipts
ard experditure,

Once a decision of this nature is reached, the central budget office
works out a provisional distribution of income among the varisus functions
of the public sector; thence in turn the specialized executive agencies
can draft their annual budgets.

Each of these agencies next prepares three alternative draft funchtional
budgets ~ the volume of expenditure involved being equal in one of them
to that fixed by the central office, exceeding it in another ard in yet
another falling below it. The first of these should show separately which
are the activities that are expanded in relation to the average budget,
why they were chosen ard what benefits would be derived from their execution,
The last must irdicate which activities would be restricted and why it was
thought preferable that the éontraction should affect them rather than
others., Each agency must also describe in as much detail as possible the
priority eriteria which were borne in mind in the selection of the proposed
targets for each sub-function, and, where relevant, those which were

utilized in choosing between alternative techniques.
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Once these alternative budgets are available, the next step is to
study what degree of cohesion exists among the programmes prepared by the-
various specialized agencies, This study is carried out by inter-ministerial
comnissions comprising representatives of the central programming office,
the budget office and the joint parliamentary committees. In reality, they
should be standing commissions, to prevent mistakes in co-ordination, which
are difficult to set right once the draft budgets have been prepared.

The co-ordination of the various functional and programme budgets
having been checked, the budget office can proceed to choose a combination
which will be corductive to the attaimment of the basic objectives pursued,
whether these relate to the expausion of produciion, to stability or to
redistribution of income, each being given the weighting thal will ensure

achievement of the maximum net social benefit.
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IV, CO~ORDINATION OF BUDGEIS IN THE PUBLIC SECTOR

l, Co~ordination of perfcrmance budgels within each sub-function

The sub-function was. defined as the sum or aggregate of theose tasks to
‘each of ﬁhich one and the same humogenecus unit of measurement is applicable,
It was stated that primary education constitutes a sub-functicn because all
the activities involved in its provision can be related to the unit of
measurément "vear of instruction per scholar", or pupil/year, As a rule5
the literature on the subject refers to these units of measurement as units
of final preduct,

The importance of defining final products or units of measurement can
be more clearly grasped if the situation of a private entrepreneur is
considered., 1If this entrepreneur manufactures only footwear, the output
in guestion is homogeneous and production costs can therefore be accurately
calculated. On the other hand, if he produces footwear, gloves and handbags,
it will be much more difficult for him to zvoid the application of arbitrary
procedures to allocate costs to esach type of product. Again, he prepares his
production programmes in terms of units of footwear or of a combination
c¢f products, but not of » sum of heterogeneous products. In reslity, if it
were impossible for him to define homogeneous products he would be unagble
to form an opinion as to the efficiency of his operations or to prepare
production programmes on any sort of operational basis. The same is true
of the public sector.

Broadly speaking, it is not always easy to define the units of
measurement of final products of the varicus Government activities. For
instence, what mgy be the finsl product or products of policing? It is
sometimes recommended that the number of offences end arrests should be
used, but this obviously does not tonstitute an appropriate definition,
since the object of the police force is not the mere adoption of messures
against disturbers of the peace but the prevention of such offences, In
fact, given socio~economic conditions, the fewer offences are committed
the more efficient is the police force, 7The final product ﬁuét therefore
be defined in such @ way as to indicate the effectiveness of the.effofts

made to fulfil the purpose of the function,

/Scme of



E/CN,12/521 . .
Page 56

Some of the tasks carried out by the public sector cannot be related
to & specific final product. Cases in point are the administration cf
justice,‘éxternal defance, foreign.affairs and.others of the seme neture.
Here the procedure is bused on what are termed units of volume of
significant work, In the case of justice, for instance, the elements
utilized are the number of sentences pronounced and the number of appeals
and othér petitions presented, so that the requirements of the
corresponding services can be evaluated. In these instances the programme
budgets can only be prepared and vresented in monetary terms, If, however,
significant work units can be used, the amount of resources that will have
to be earmarked for this type of activity in the future can be projected
on the basis of past experience, The efficiency with which the type of
activity in qpeétion is carried out will hsve to be judged by means of a
compariscen of the changes through time in indices of volumes of significant
work, on the one hand, and, on the other, in menetary expenditure.

 There are yet other tasks in which the definition of the final product
seems a very simple matter, since custom hes senctioned the use of certain
definitions. However, brief consideration suggests that they are not the
most apprdpriate, With respect to transport, for example, the final
product generally used is the kilometre of road built according to
certain technical specifications. & serious drewback attaches to such a
unit, since the:objective of this type of activily is to facilitate
tranéport of goods and passengers. Road-tuilding is only an instrument
with which to attain this end; it does not constitute an end in itself.
This confusion may lead to the building of roads or other means of
transport where there is no demand for the service concerned. The most
appropriate unit of final product mey in this case be the ton/kilometre
for freight, and the passenger/kilometre for persons.

In public health programmes the final product depends upon the

vérying objectives that may be pursued through action of this kind. 4s
a rule, a distinction is draswn between mezsures for the protection, for
the promotion and for the restcration of health. The aim of protection
is to avert the risks deriving from community life, and includes such

activities as control of contagious disesases, inspection of - food and
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rinking-water, etc. The object ‘of health promotion measures is to
improve conditions for the physical and mental development of the
individual thirough the encouragement of dietary habits, cccupational
hygienc and other similar activities, Lastly, the measures bearing cn
the restoration of health perizin wholly to traditional curative medicine,
This list 3% the objectives of the public health function suffices to
give some idee of the difficulties arising in comnexion with the
specification of units of final preduct, Heowever, as every unit of
measurement is always conventional, specialists in the fields concerned
will be able in the course of time to establiish units which meet the
requisites of describing the objeétives that has %o be measured and.
being susceptible of quantification.

So far units of measurement or of final product have been discussed
in relation to sub=fwmictions, A few brief remarks must now be made on
units of measurement by activity. As will be recalled, an "activity"
wag defined as a set of similar tasks which have to be carried out in
order to attain the target established for a sub~funchtion, To tzke
once again the example of the transport function, rcad~building corresponds
exactly to the definition of an activity given here., In this instance
too it is necessary to define units of measurement or of firal product
which are as far as possible quantifiable,

Since the executive aspects of administrative organization are much
more highly developed than those concerned with programming, and units
of final products relating to activities are more useful for executive
purpo =2s than those relating to submfunctlons, the former have received
much more attention, Thus in budgetary practlce-many definitions are
found of units of measurement in the fi=2lds of education, public health,
admiristration proper, policing, development activities, etc.

Units of measurement by activity, which must be homogeneous, like
those which relate to sub-fimctions, present additicnal difficulties in
this respect deriving from technical factors. Seldom is ons kilemesre
of road built, or one hectare irrigated, cxactly the same as another.

In other cases - for example, in that of hospitals for lung patieuts «

yields may differ from one to anbther because of changes in techniques
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for the treatment of the disease, 4ll these iypes of difficulties can
be overcome by means of conventional,sélutions, which are satisfactory
for the énds pursued, '

Tc establish tarzets for Covernment activities and co-ordinste projects,
not only it is necessary to define the finel products or the tasks to be
acconplished, but it is alsv essential to celculate the wolumes of human
andvmaterial resources that will be required and to determine their costs,

To calculate the volumes of resources necessary for attaining the
targets set up; certain technolegical relationships are used, expressed
in terms of coefficients of messurement., In elmost all sectors of
Governﬁent activity, coefficients of yield from resources can be determined.
It is thus possible to estiblish the volume of activities that must be
developed in order to graduste the effects which will help to ensure a
given quantity of finsl product, in accordence with a standard of yields.
For example, the construction of -z certain nunber of square metres of
school premises msakes it possible to educate a speciiic nimber of pupils,
and requires the training of so meny secondary school teachers employed in
giving so many hours of classes per week or per year. In'the field of
public heslth, standards of this kird also exist., Thus, for example,
if the number of patients that will be given atten@ién is known, the number
of beds thet will have to be provided can be caleulated on the basis of
the average coefficient of days in hospitel per petient. 1In this way it is
possible té:hniéally to establish the target for available hospitaljbeds
which is compatible with the other objectives programued, such as those
for the eipansion of hours of medical or paramedical attendsnce, brobable
phérmaceutical requirements and other aspects of the activity in question,
The same thing haprens in the cuse of transport. If, for instance, it is
established that the vehicle park will be enlarged in a specific
proportion, the average "wehicle/kilometre" coefficient can be appiied
to determine the intensity of road use and subsequently'to check whether
the road-metalling target is or is not properly adjusted to the target
for the expansicn of motorized transport. Suppesing that, in default of
this procedure, a country were to initiate a policy ofisubstential
facilities for importing lorries, passenger-cars and 6thér motorized

vehicles, without taking the necessary steps to exténd the network of
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metalled roads, the result would be an additional expenditure on spare
parts and repairs which would exert a negative influence on the soclal
benefit’s of such a policy, thus detracting from the usefulnebs of the
programme in question, It must be made clear, however, that‘these
relationships should nol be taken as inflexible, but should be adopted
for calculation purposes as approximate indicators wherewith o define
volumes of resources, a matter in whﬂch the good judgment of the programme-
makers must be brought into play. ' |

Once zn estimate hss been made of the volume of resources reguired for
the attainment of targets in each sector where this is possible, the
process of calculating costs of targets bj activities begins, The object
of the system of programme and pefformance budgets is precisely that of
determining the costs of eaéh of the final products or activities
programmed. |

The procedure for the puollc health sector is to calculate costs
and construct performance budgsts after first determining costs per unit
of final product. For exaﬁple, with respect to the food target, an
estimate is first made of the total number of rations that will be
distributed in hospitals in the coﬁrse of one yesr, the average cost
per ration is next determined and,'laStly, the total number of rations
' programmed is multiplied by their unit cost, the result being the total
value of the target established,

there pharmacy is concerned, prescriptions per consultation and per
bed/day are taken into account for the purposes under discussion, In
the case of care and medical treatment of hospital patients, the starting-
point is the number of beds available; the average number of patienté
daily is next calculated, that is, the average day/stay, and the occupation
of bed is determined; the number of patient/days is then established, on
the assumption that a hospital functions 365 days & year; sub;eqﬁently, the
cost per patient/day previousiy calculated is multiplied by the mmber of
patient/days, and in this way the cost of the activity is calculated.
This method is applied to eétimete the cost of each activity, and the
budget for the year concerned is drawn up, on a tasis of classification

by sub-function and by public health activity. A similar procedure can also
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be adopied for other sectors of Govermment acﬁivityc In the case of
education, the cost per pupil is determined; in that of road transport, the
cogt per mile or per kilometre of rood or stireeb; in that of policing, the
cost per priscner, euc, |

In comnexion with the establishment of wunit costs, various probiems afise,
to which due consideration must be given by the autherities responsible for
prepering the budget, In ithe first place, the normal cost of one kilometre-
of road varies from one year Lo another as & result of fluctuations in price
levels; in countries with a rapid rate of inflation it is difficult to
determine a significant average annual cost, ahd in those where public
investment has a high import content it is csometimes impossible to predict
the influence of devaluations of the exchange rate. In the second place,
costs may vary 2s a result of technical inncovations, in so far as these
lead to a saving of time, labour and materials which often implies a
substantial reduction of costs, &s well as changes in their composition,
in accordance with the structural medifications that have to be introduced
in the combination of resources, -

The targets in & programme budget are attained through the activities
specified in the performance budgets which compose it. In many cases, in
order to achieve any sub-functional objective various combinations of
activities can be used. For example, to provide a given number of pupil /years
of primary education the constructicn of a certain number of school buildings
can be combined with the training of a certain numbef of ‘teachers, but the
propertions can be altered, more importance being attachéd to either one or
the other of these activities. Which of these combinations is preferable?

A problem of selection also arises within each activity. For example,
if school premises have to be erected, it must be decided howfmany square
metres will be built per pupil, what the cheracteristics of the buildings
will be and what materials are to be utilized, |

In both cases, in order to ensure that the choice made is in no way
arbitrary, some standard or norm on which to base the reguisite decision

must be available. These standards are known as priority criteria,

/In practice,
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In practice, several types of priority criteria are used, but all have
features in common. The chief of these is the invariable need to measure,
on the one hand, the benefits deriving from the proposed action and, on
the other, the costs which ils execution implies. 1In the example given
above, the benefit woulc be repccsented by the nunber cf pupil/years and
the posts‘would correspond to the monetary value of the set of activities
selected with a view to the provision of this service., The coefficient
obtainabkle from these figures would have different values according to the
combination of activities chosen. It might happen that if stress were
laid on thg building of'school,premises, more money had to be spent per
pupil/year than if the emphasis were placed on the training of teachers.
In that case, unless there were intangible costs or benefits, the second
combination of activities would be preferable to the first,

Selection within each activity entails action on the basis of

projects. By a project is meant the set of tasks which must be performed

in order to fit any productive unit for independent operation. For instance,
according to this definition, the building of an irrigation dam would not
be a project, since its construétion alone would not suffice to permit the
irrigation of new land. In the case of school premises, the project would
consist in the bulldlng of the premises and the:supplying of equipment.
This def1n¢t10n in terms of independently operating productive units is
very important, because for engineers the concept 'projecti! has a2 different
meaning. If budgetary resources are allocated to a "project" which does
not constitute an independent unit, it may and often does happen that works
are constructed and for a long time left unused or that they are not
correctly evalusted,

In the case of dct1v1tles, the problem of priorities consists in
determlnlng which is the most advantageous combination of projects.

The nature of the difficulties attendant upon the selection of
projects is in broad outline the same as for the selection of activities,
although in practice obstacles of a different_kindwarise, in accordance

with the type of project, in relation to the definition and measurement of

/both benefits
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both benefits and costs, These problems cannot be fully discussed here,
but, by woy of example, some aspecis of the evaluation of rcad-building
projects may be briefly described, In the determination of priorities,
the main difficcelties derivs from the method wsed to estimate the benefits
accruing from roads. Fer this purpose, the suthorities responsibie for
road-building plans have worked ocut statistical methods of measurement,
which take into account the influence of the population; of agricultural,
industrial and mining activities; of the tourist industry; and of transport
of goods and passengers. The population factor takes into consideration
direct transif between cities and towns, Such transit can be approxﬁnaﬁely
measured by means of the vehicle/kilometres registered between various
points. In order to calculste these vehicle/kilometre it is necessary to
ascertain what traffic is likely to use a road of which the construction
is contemplated, _‘

To make the estimate, an equation is used which is a function of
towns and the distances between them. This equation relates the population's
travel needs - which depend on the economie, social and culturszl activities
of the verious built-up areas, and which are symbolized by "T" - to the
number of inhabitants in two built-up areaé, symbolized by "Pi and P2"
and to the distance between them, symbolized by "D", with a proporticnality
constant "K"., This formula runs as follows:

P, P
7.k T 2

D,

The formula can be applied to any caese; the proportionality factor K
is the same for ail roads that are equally fit for traffic at a given
time, and can be deduced from the data relating to traffic between different
places, By its means the probable amount of traffic can be approximately
estimated, and the benefits of a road which does not yet exist can be
compared with those of one in service, As has already been pointed cut,
it expresses only traffié between towns, and must therefore be adjusted

to take into account the incidence of agricultural, mining, industrial and

Jftourist activities
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“tourist activities on road networks. Thet of sgriculture is measured by

the total value of the estimated agricultiral production of the roadis

zcne of attraction, divided by its length., This index is used to prevent
long:rgads traversing areas of little agricultural value from working out
to he more impertant then short roads rumning through potentially rich
areas., The estimates must be based on the most comprehensive data that

can be obtained with reepect to the land under cultivation, showing products
and average yields per hectare. Each cultivated area is divided into
sectors corresponding to the zones of attraction of the roads under
considerstion, and the quantities of each article which each sector is
capable of producing are calculated, Next the monetary value of the
products of each sector is estimated on the basis of average prices in the
area for the farm yeaf in guestion, The influence of mining is taken into
account in the same way, except that the estimate exciudes large mining
enterprises whose output is carried by rail, as well as mines producing
high grade gold and silver in small volumes, which do not need good roads,
The only mines taken in%o consideration are those using highways and having
a minimum annual output of 500 tons. The influence of industry is evaluated
by estimating existing and probable industrial production in the zone of
attraction and calculating what proportion of the raw materials and finished
products will be transported by the roads concerned. THe influence of the
tourist industry is measured in terms of passenger-car traffic, the total
volume being determined by means of a comparison between that registered

in the tourist seasons-and the figures for the rest of the year, Another
‘way is to compare the number of tourists registered at hotels in the

various areas of interest; it is assumed that & certain constant percentage
of tourists for all zones trevels in cars and buses. The point of departure
of the tourists visiting each centre is next determined, so as to ascertain
the roads they will use. Some specialists reconmend preparation of an -
index of benefits for an "ideal" road., For this purpose, in specific

areas the best sections of each existing road are selected until a length

of 100 kilometres is completed, The index for each factor of influence

is next calculated for each of these sections, weighted in every case by

/the relative
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the relative importance cf the various agricultural; mining, industrial
and other activities in the area. The resulting indices for each section
choozn are averaged, 2 value being thusz sbtained which is taken as equal
to 100, and which represents the best or ideal road for the area. .Every
road-building rroject which shows an index of benefits approaching 1C0
will have a high priﬁpity. -

411 those agenciés which are responsible for drawing up a programme
budget must prepsre a number of projecus such that the sum of their costs
is higher than the maximum allocation of resources that can be contemplated
for the financing of the activity concerned. For example, if ii is expected
that 20 million pesos will be available for road building, the projects
evaluated should total more than 20 million. If there are projects only
for 20 million pesos, those will be the roads that ‘have to be constructed
anc there will be no possibility of comparisomn.

Fach of the projects kas an index of priority, so that they can be
arranged in a scale headed by the project with the highest priority.
Opposite each project is shown the tolal cost of its execution plus that
of all the others preceding it in the scale of priorities. It is thus a
simple matter to determine which will be the projects to be carried out
once the allocation of resources to each activity is established. 7

A similar process takes place with each of the activities making up
a sub-function, FEach has an index of priority, and by means of comparison
it is possible to select the one best calculated to promote the objective
of a sub~function,

When the selection of projscts and activities has been completed, the
agency carrying out the studies finds itself faced with a series of
alternatives in support of which it will be in a position to adduce objective
_.arguments, in the certainty that, in any event, it is recommending the
best combination of activities which can be conceived on the basis of the
data available,

/2. Co-ordination
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2, Cowordinetiocn of progrsmme ancd functional budgets

Integration of the targets of the programme and performance obudgets
having been achisved thfough the process of evaluation already described,
the sub-functional objectives must be duly relatec to those of functicns,

Activity ta?geﬁs are eﬁprassed in terms of homogeneous final products
which can easily be integrated within the sub-function, but the same does
not apply to the integrationﬁdf.sub—functional with functional targets,
since the former are eipressed in units which cannot be added together,
For this purpose, the prdgramme budgets must be grouped in monctary units
so that the total cost of the fuﬁction may finaily be estzblished, The
method of comparing a functional budget with others, therefore, is through
their respective costs, since, as has already been pointed out, it cannot’
be done in terms of final products. In view of these considerations, the
spending of larger sums on a particular function than in some other way
becomes an entirely political decision, and most countries seem to have
envisaged it thus; inasmuch as they have established in their budgetary
procedures mechanisms to permit the ihcorporation 6f political decisions
and the influence of the groups which exert pressure. Through the preparation
cf the budget at the executive level and its discussion in parliament; the
distribution of resources among the sectors 1s finally determined. The
officials responsible for preparing budgets receive the various functional
budgets, presented in accordance with the scale of.minimum, average and
maximum alternatives referred to above, and decisions as to the degrees of
intensity with which the various programmes will be developed are incumbent
upon them, in the first place, ahd then on the members of parliament, who
have the last word on the importahce that shall be given to each sector,

The establishment of‘priority‘criteria is, as has been shown, the
cornerstone of the co-ordination of public action at the level of projects
and activities. On the other hand, co-ordindtion of functions and of
Govermment action as a whole with privaﬁeAenterprise is effected on the
basis of political decisions., However, the problem of co-srdiuation in
general is broader and it is worth while to add a few further remarks in
this contest, | '

/tlell-ordered
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Well.ordeved governmental effort in pursuit of the objectives selected
calls for the creation of institutionzl mechanisms to assamble”decisions
ard synchronize their implementation. OItate activity should be co-ordinated
in two cirections ~ “owards the formulatiecn of pregremmes of action, ard
towards their execution, To serve the first purpose, the Coverncent must
crezte an institutionalized programming apparatus by means of which it can
formulate sectoral programmes and subsequently integrate them in an over—all
progr&mme,. This mission is fulfillsd by the septoral_programming offices of
the ministries and agencies and the central programming office. Within the
programming system itself a co-ordinating mechanism is needed to synchronize
studies, preparation of statistical data and the other information required
by the programme-maicers, There are various methods by which this co-ordination
can be achieved, Some take_the form of technical co~ordinating‘committees,
while dthers consist in the creation of committees to promote unofficial
contacts ameng programmé-makefs. Institutionglized systems‘are those applied,
for example, in the Netherlands, where the inter-departamental commissions
made up of technical expérts from the ministries ard representative of the
Central Pﬁogrémming Office effect co-ordination among the sectors. Another
mﬁbhénism is that used in Norway, where an Advisory Committee cn the Economice
Budget exists, the members of which are 30 high-ranking officials representing
the ministriés, and which is responsible for co-ordinating the sectors. The
same task is performed in the United Kingdom by the Economic Planning Board;
in the United States, by the Advisory Board on Ecbﬁomic Growth and Stability,
ard in varlous Latin Amefican countries, by the Co-drdination‘and Programming
Boards.‘ Systems based on informal contacts operate ﬁainlyuat.the level of
ministriés aﬁd official agencies. Their disadvantages lie in ﬁhe fact that
they leave co-ordination entirely to the initiative of the prograrms--makers.

In a second direction,,qo—oréination relates, from the standpoint under
consideration, to the unified execution of programmes. As a rule, this type
of co-ordination is effected through Cabinet meetings or the action of
ministerial Under-Secretaries, while the programming agsnecies have fo |
exercise general supervision, ard, above all, perform the task of evaluating

the implementation of policy ard programmes,

/V. NECESSARY
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V.  NECESSARY CHANGES IN GOVERNMENT ORGANIZATIONS TO PERMIT
THE USE OF THE BUDGET FOR PROGRAMMING PURPOEES

In most of the Latin American counhries, with the extension of the
gphere of competence of the State new agencies have come into being.
Development corporations, investment banks, social security institutions
and other autonomous bodies have been created to absorb new functions in
the promotion of development. Thus, in the apparatus of Government a
process of "growth by aggregation" has taken place. To the increase in
the functions of the State corresponds a correlative increase in official
agencies. ‘

But over against this type of purely quantitative development of the
wachinery of the State, qualitative changes in the apparatus of Government
may also come about. - A change of this kind generates new methods of
action, new procedures; it engenders modifications not only in the anatomy
of bureaucracy but also in the physiclogy of government., A case in
point is the introduction of a system of performance budgets.

The establishment of a budget of this type implies radical alterations
in the structure and operation of governmental machinery, &nd, what is
more, a metamorphosis of the behaviour patterns and mental attitude of
public officials,  Action in terms of previously established programmes
constitutes a sweeping reform; hence, in order to introduce the system,
an invisible and powerful enemy must first bé overcome - established custom.

1, Adjustments in poverrmental machinery to create a

system of prcgramme budgets

To bfing the programme budget into being, aroompleté strategy
should be wcrked out to lead, step by step, to the introduction and
subsequent operation of the new system. t

The following are the two most important of the basic tools which
Gobernments have to handle: the central budget office and the '"pilot
groups" for budgetery programming, set up at the key points of the
governmental apparatus. | J

Functional and programme budgets cannot be grafted on to tae
administration from above; the basic work must begin at the intermediate

and lower levels.
: /To judge
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To judge from the experience of various countries - inciuding the
United States, Puerto Rico and the Philippinés -. the foilowing.are the
chief steps which must be taken in order to establish a functional budget:
1, A highedevel decision must be adopted as to what part the Goverrment
is to play in economic aétivity; to this end, the quota of national
income which will be gbsorbed by the public sector is established, and the
appropriate propoftipns are alloczted to the central Government and to the
decentralized bodies, .
2¢ The participation of the Government in the development process, must
be determined, together with the quétas of Go?ernment resourdes which will
be earmarked for investment, consuwption and transfers.

3. Funds for consumption, transfers and investment must be distributed
among the various functions which the Government will fulfil in the
forthcoming year, Guotas for pﬁblic health, education, policing,
agriculture, etc,, are allocated in accordance with the corresponding
sectoral development programme,
Ls Once the quotas‘are'fixed, the central budget office must help to
determine the work programme which are to be developed in the performance
of each functions; the ministries and public services must try to
differentigte between the sub=functions énd to estéblish programmés‘wiﬁh
due care to define the résponsibility of the public officials concerned.
5+ The programmes having been establishéd, the structure of administra-
tion must be studied, so that each directorste, department or division
can be made responsible for a complete programme or for part of it,
éa  Unite of activity must be defined within each programme; these
vnits may be a final product or an actiﬁity or piece of work,
7« The cost of each activity must be measured; if the volume of
inputs and their respective values are ascertained, the‘cost of =acih
programme can be determined,
8. An internal information system must be organized witn the object of
measuring the progress achieved in the execution of the programme and
comparing its results with the original plan,
9« The annual programme budget bill must ke presented to this end, the
system of allocations should be simplified so that as far as possible
each programme could be financed with a single allocation,

/10.  Accounts
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10, Accounts must be opened and kept for the supervision and registration
of expenditure on the tasis of programmes, broken down by units of final
product or of significant work.

It should be made clear that, in taking these steps, the central
budget office must maintzin close contact with pulilic officials and
'étandardize brogramme nomenclature and structure, But it must also be
reca;led that during the phise of establishment the greatest responsibility
is‘éhoﬁldéred by the publiec officials who have to prepare the programmes
and bﬁdgets; it is they who must ensure that the prograsmmes are studied
in such a way that the administration can effectively follow the lines

laid down therein,

2o, Reforms in the budgetary process to permit

the operation of budgetary programming

Once a programme budget system has been organized, the supplementary
measures required to permit its Moperation" must be adopted, To this
end, a study should be made of the most important measures that must be
taken 1f the budgetary process is t6 lead "naturally" to the formulation
and integration of programmes, to the evaluation of the pertinent priorities,
to their expression in budgetary terﬁs, to their'épproval by the public
authorities, to their implementatioh and subsequently to their inspection
by the State, In this connexion it is worth while to formulate the
following considerations: A ‘ o |
1. It is essential that Governments should substantially reinforce
their programming Syétems or agencies at allﬂleveléréf'publicVadminiétraw
tion, ‘endbwing them with the necesséry specialists and rescurces; a
good programme budget is inconceivable if those who prepare the prograﬁmes
are not technically trained to do so.

2« Central programme and budget offices must be created or strengthened,
The formerr are mainly responsible for over—all programming and for the
programming o public investment, This latter must be co~ordirated
through a capital or investment budget for the public sector, prepared

by the central programming agency itself, Operétional and transfer

programmes would be incumbent on the central budget office, whose task it

~ /is to
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is to formulate and administer the general budget, In all the Iatin
Mrericarn countries the central budget offices must bz organized on strictly
technicel bases., During the next few years important work will have to
be dene in respect of the training of specialists in budget questions, so
that there will be no lack of human resources with the technizal knowledge

.essential in any atterpt at reforming the budget for the purpeses described,
3. Governments will have to draw up schemes which are at once theoretical
and operative, 50 that they can estsblish an order of priorities in their
programmes, The Jormulaticn of a practical and handy method of evaluation,
even if it is not highly perfected to begin with, is a task which must be
undertaken without delay, The establishment of svaluation standards or
criteria is indispénsable for budgetary programing, as there has already
been an opportunity of pointing ocut. o
L. The basic inflexibility of legislation, which hampers budgetary
programuning, must be eliminated, A case in point is that of expenditure
which is compulsory under the provisions of permanent laws that the anmal
budget legislation, temporary as it is, cannot meodify, Tt has been
estimated,.for;exahple, that in one latin American country 80 per cent of
the central Government!s expenditure is predetermined and cannot be altered
by ‘thoses responsible for pfeparing_the budget, Unsound practices like,
for instance, that of creating taxés allocated to specific purposes and
earmarked for the formation of special funds will also have to be reduced
to a minimun, Another undesirable custom 'is that of burdening the
executive with the obligation to‘presentrto the legislative a balanced
draft in which income and expehditure are levelled up, To facilitate
programming, the English custom of authorizing the executive to include
changes in tax rates in its budge£ bill and thus adapt tax yields to the
expenditure programme should be progressively introduced,

"5, A budgetary statement constructed in accordance with the component
programmes should be transmitted to the legislative, To this end, the
latter shouwld be supplied with a maximum amount of information on programmes
and allocations, and éndowed with standing aﬁcillary agencies of a technical

. character, responsible for supplying technical data and studies which will

enable members of'parliament to discharge their functions with greater ease,

/In this
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In this way Congress would be converted into an agency thoroughly acquainted
with the programmes and requirements of the executive,

6. Measures will lave to be adopted to leave the execution cf budgets

and programmes in the hends of a central directorate, The synchronizace
tion of objectives and the timely and appropriate allocation ol rasources
can be achieved through a department set up in the centrsl budget office

or in the Ministiry of Finance,

The centralization of the execution of the budzast is reflected in a
certain "normative' authority acquifed by the central budget office,, DBy
virtue of this, instfuctions are issued to the various important services
as to the method of investing funds and the dates for drawing on their
allocations, In oxder to fulfil this obligation, the central office must
have a clear conceptién of the receipts collected by the treasuries, of
month-by=-month rgqﬁirements end of the financing possibilities that will
exist in future months, For this purpose, seasonal fluctuations in the
various types of income mast be ascertained and the use of treasury funds
throughout the course of the year must be properly programmed.

T © Radical changes must be'introduced in the ideology and practices of
the agencies responsiﬁle for financial administration and for official.
supervision of the budget, The book-keeping of the publie sector must

be adapted to the information and inspection requirements that derive from
a programme budget,

The financing agencies must understand that the budget is a programming
instrument and that financial administration is a mechanism for the execu~
tion and supervision of programmes and budgets, The fiscal administrator
must recognize that the budget cannot be subordinated to the functions of
collecting and taking charge of public funds, and keeping and officially
auditing the accounts, Once the conception prevailing among ey state
officials has been modified, there will be no danger that financial
administration will steer a mistaken course or that the officialg concerned
will lose sight of the final objective of their activities ~ that of
contributing to the attainment of certain targets established in programmes,
The distortion caused by a financial adninistration designed only te
safeguard legality and trustworthiness will gradually disappear as

/Govermments grasp
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Goverrmen®s grasp that in order to carry ovht the programmes forimulated

with the minimm waste cf time, material and ¢ffort a flexible and

efficient fiscal system is needed, Tliz most important zspect of budget

implementation does nsot, therefore, consisgb in the complicated administrative

processes designed to give effect 1o measures of State control, bub in

efficient achicvement of the objectives mapped out; Governments will thus

cease to devote their attention to strengthening independent control

agencies and will direct their efforts towards the creation of efficient

systems .of financial administration that spring essentially from the

programming and budgetary mechanisms, and are unhampered by red tape.
Consequently, the financial authcrities hold an important place in

public administration, The firancial administration agencies must be

ancillary to the executive authorities, . As has already been stated,

their mission is, on the one hand, to collect Government revenue, and,

on the.other, to take charge of funds and apply them to the appropriate

purposes, In the whole of this process they are co-operating in the

fulfilment of the Govermment!s decisions and programmes. Thelr rcle is

to smooth out the minor difficulties which hamper the implementation of

the programmes, not to eliminate the programmes themselves, or t¢ prevent

their correct application,



