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I. INTRODUCTION

1. A number of interesﬁing studies have récentl§ appeared on the need

to formulate and implement annual development plans.l/ More and more
emphasis has been placed on the urgency of supplementing the work done

in Latin American countries in the field of long- and medium-term planning
by a systematic and continuous process of annual planning. At a seminar

on the organization of planning activities, held by the Latin American
Institute for Economic and Social Planning (ILPES) in 1965, there was
general agreement that one of the most widespread defects in Latin American
planning was the lack of operational mechanisms.g/ There are few practical
precedents on how to formulate and implement short-term plans and,
consequently, there is as yet insufficient information on the administrative
aspects involved in these operations,

2e This paper is intended, therefore, to provide a preliminary analysis
of the general principles underlying the administrative system and
procadures required for the operation of annual planning mechanisms.

Tt does, however, also take account of the experience of the Latin American
countries in the application of performance budget techniques 3 and the
adoption of national economic budgets.é/

II, THE ADMINISTRATIVE PRCCESS OF ANNUAL PLANNING

3. This paper does not go into the functions, objectives and advantages
of annual plans, since these aspects have been fully treated in the
literature on the subject, It thus concentrates directly on aspects
relating to the organization and procedures required for the efficient
operation of annual planning mechanisms, In short, the paper is concerned
with a set of principles or central ideas designed to act as guidelines
for the establishment of administrative mechanisms for annual planning,

1/ For references to these works,-see the bibliographical footnotes.

ILPES, Discusiones- sobre planificacidn, Report of the Seminar,
Sentiago, Chile, 6-14 July 1965,

2/
3/ ILPES, Las reformas presupuestarias para la planlflcacldn.
L/ TLPES, Seminario de planes anuales operativos (Santiago, Chile, 1966).

/1. Nature
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1, Nature of annual planning

L Annual planning can take two forms. If it is limited to the
projection of macro-economic or over-all variables, which point to the
action to be taken vis-a-vis the whole economic system, it is indicative.
If, on the other hand, it is concerned with specific aggregate and
secteral programmes, activities and projects, and the econcmic policy
measures that should be adopted to ensure a specific allocation of
resources within the economy, it is operational, Generally speaking, it
is accepted that operational planning enters into greater detail in
relation to the publié secbor, for which annual operational plans are
formulated, and is more general in nature in relation to the private
sector, for which economic policy programmes are drawn up.

5. The annual indicative plan is prepared at high government levels
and is intended to facilitate the adoption of macro-economic decisions,
It involves the definition of principles and criteria for determining
the desired gross domestic product, growth rate, investment rate, public
expenditure, private consumption, balance-of-payments situation, ete.

6. Economic policy is regulatory and operational so far as the annual
operational plan is concerned: it helps to establish which economic
mechanisms should be influenced, which procedures should be followed,
which organizations should be involved and which administrative decisions
should be taken, In this phase, annual planning ié detailed, operational
and concerned with short-term intermediate objectives,

Te While indicative blanning is based on macro-economic variables and
is carried out at the highest administrative level (the Office of the
Fresident, the Ministry of Finance and other Ministries concerned with
economic and soclal affairs, the Central Bank, the central planning
office, ete,)}, annual regulatory and operational planning is based on
the macro—economic framework and is formulated mainly in accordance .
with operational criteria and micro-economic analyses at the intermediate
and lower administrative levels (departments, divisions and sections of

Ministries, autonomous agencies, public enterprises, etc.).

/8. At
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8, At the highest level, annual planning - whether indicative or
operational — helps to define strategies and final aggregate or sectoral
objectives, while at the intermediate and basic levels it is concerned with
tactics and sectoral or regional intermediate objectives (which are linked
with the final objectives), and with identifying specific programmes,
operations and projects., In its operational phase, planning is also
linked with the budget process, which is the actual instrument for the
allocation of resources, There is a very close relationship between -
annual planning and budgeting, since the annual plan affects the structure
and orientation df the programme budget, Thus, sectoral plans provide

a basis for the budget programme in each sector; the agricultural plan

and the programme of regulatory and operational measures and decisions,
for example, are what determine the priorities in each of the budgst
programmes, both the substantive programmes (development of stock farming,
crop farming, etc,) and the support programmes (agricultural research,
extension services, technical,assistance,.fertilizers, etc.). The
programme budget thus expresses the annual plan for the public sector

and a programme or preject is a means of implementing the annual plan,

9. At any level, the annual plan is anrexpreésion of development
strategy and tactics; it has specific aims and is intended to achieve
results that are definable and, so far as is possible, measurable, In

simplified terms, these aspects can be described as followss

Definition of Indicative and/or Impact on the
development strategyj___} operational annual |y |economy to
and tactics planning obtain a given
(Intention) : result

10, The operatién of the annual plan entails the action of a great
variety of "social entities® or agents of eéconomic activity, There is an
active agent (the agent which takes the decision or applies it) and a
passive agent (the agent affected by the decision), The substantive
relationship between the active ageﬁt'g and the passive agent B takes

the form of a measure applied by A through an instrument which determines
the degfee of.impact on E. In the case of the application of a tax, for
example, the active agent is the State, represented by thé Tax Department
of the Ministry of Finance, the passive agent ié the taxpayer on whom the
tax falls and the measure is the amount of the tax, established through
the instrument taxation.

_ - -
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2. Anmual indicative planning

11. The administrative features of annual planning vary according to
whether the plans being formulated are operational or indicative.
Indicative planning can be divided into the following stages: formulation,
d¢iscussion and approval, execution, and control and evaluation of the
results,

(a) Formulation

12, This stage begins with an analysis of economic and social trends,
identifying the basic obstacles to development, ete, A diagnosis - both
gqualitative and quantitative - has to be made of the present situation,
describing the event in the external sector and specifying the behaviour
cf such economic mechanisms as capital formation, the channelling of
investment, the investment system as a whole, market and price mechanisms,
and mwonetary and fiscal mechanisms,

13. The diagnosis must be accompanied by a prognosis, i.e, by a view

of what will happen in the future if present trends continus and the
economic mechanisms continue to operate along the same lines, If, for
example, there 1s an increasingly regressive trend in the distribution

of national income, it musit be indicated that an accentustion of this
trend might in the foreseeable future affect the size of domestic markets
and lead to a distortion of the structure of production, because of the
demand for highly-processed products on the part of the wealthy sectors,
or an intensification of their propensity to import, which would alsc

have an unfavourable effect on the balance of paymenis; moreover, the
reduction in demand on the part of the bulk of the population might act
as a disincentive for the production of popular consumer industrial goods.
lhe Once the diagnosis and preliminary prognosis have been outlined,

a start can be made on establishing the final objectives designed to
modify the operation of the economic system. This involves identifying
the strategic objectives, within the framework of the over-all strategy
for the long and medium term, in order to establish the raison d'etre

of the action to be undertaken. Once the objectives have been established
- such as an increase in the savings rate, a reduction in the wage rate,
a reduction in profit margins, etec. - the next step is to consider which

/instruments to
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instrumeqts to use: bank rates, minimum cash reserves, tax rates, the
establishment of eredit lines, exchange controls, etc. An evaluation

mist be made of the possibilities afforded by each instrument and of

their capacity to contribute to the final objective proposed, whether it

be price stability; a higher growth rate, more equitable income
distribution, etc. ‘

(b) Discussion and approval

15, Once the basic lines of economic policy and the annual plan have been
established and consistency tests carried out, the successive stages of the
plan mist be discussed with the pelitical authorities. Obviously, many
aspects must be defined by the Head of State himself and by Ministers
responsible for economic and social affairs.

16, But it is also necessary to carry out a technical evaluation, and
for this purpose Ministers, Central Bank officials and the main economic
policy agencies must be consulted. In addition, the programme must be
exanined carefully in the light of the intermational agreements and

commitments assumed by the Government, During this stage, discussion and

approval of the plan is generally the concern of the BExecutive.

17. However, Parliament, too, often has a say in basic economic policy
decisions. In many countries, tax, wage and public investment policies

are laid down in bills which are then submitted to Congress,

18, In addition, certain pressure groups have to be included in the
process of discussion and negotiation, It is unlikely that all economic
groups will find themselves in agreement on an economic policy programme

and annual plan, since a plan usually imposes sacrifices on some groups

and grants benefits to others. The extent of these sacrifices or benefits
depends on the strength of each group and its bargaining power. There is,
therefore, a need for discussion .and negotiation between the warious social
entities: public agencies,\manufacturers' associations, trade unions, etc,
19. Sometimes the time spent on theadiscuésion and approval of the over~all
economic policy programme and anmual plan is unduly long and usually depends
on the complexity of the political machinery invelved.,

/(e) Implementation
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(¢) Implementation
20. Both direct and indirect instruments are used in implementing the

over-all annual plan, It is in this stage thal instruments are applied
by active agents on passive agents, Their purpose is to bring about the
desired impact and modify the behaviour of the passive agents. In other
words, in this stage action is primarily directed towards generating
changes of direction in the operation of the economy. If, for example,

it is desired to increase the savings rate, instruments such as the
establishment of interest rates, taxes, credit, etc., are used to attain
the increase envisaged. If it is planned to increase exports, instruments
for stimulating export activities are applied, either by means of exchange
rates or fiscal incentives, credit, direct investment, etec.

21, All the general executing agencies, such as the offices of the
Ministry of Finance, the Central Bank and the Ministries dealing with
econcmic affairs, must co~operate in the process of implementation, There
must be a conbinuous appraisal of the reactions and repercussions-produced
by the application of the instruments, so that any necessary modification
can be introduced. The impact of any measure sets the resistance mechanisms
of the passive agent into motion, For example, a taxpayer affected by a
new tax may attempt to pass the tax on to the consumer and thus avoid
payment of the tax; an entrepreneur may ignore fixed selling prices; an
importer may oppose devaluation of the currency, etc. To combat this type
of resistance, supplementary measures may be introduced, such as severe
penalties, incentives for those respecting the measures, and other sanctions.

{(d) Control and evaluation of results

22, The application of economic policy instruments will modify the
existing situation in varying degrees, It will then be necessary to
embark on the stage of measuring the results in order to obtain a clear
idea of the direction and extent of the change introduced. So far as
possible, a sel of economic indicators must be chosen that will reveal
what is happening in the economy as a whole. These indicators should
primarily show the growth of the gross product, the level of investment,
the increase in public expenditure, the expansion of the money supply,

/fiscal revenue,
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fiscal revenue, the size of the fiscal deficits, the volume of exports

and imports, the wage bill, etc. All these indicators will provide a

basis for over-all control of economic policy and the annual plan.

23s A careful analysis of the economic indicators will make it possible
to formulate a clear picture of the economic situation after the application
of the over-all annual plan and to compare it with the situation prevailing
before the planning process was initiated. A comparison of the levels of
economic activity, employment, investment, etc., in the two periods and

a measurement of the results achieved against the objectives laid down
will make it possible to evaluate the implementation of the economic

policy and provide a basis for modifying the over-all approach and
re-appraising the criteria for the next year's plans, thus starting a

new cycle.

24, The above description was concerned with the different stages in

the process of annual indicative planning, Table 1 relates tﬂése stages

to the institutions participating in the process, indicating sepérately
the fields of competence of the executive and legislative branches.

3. Annual operational planning

25, The point of departure for operational planning is the macro—économic
framework established by indicative planning, However, in contrast with
indicative planning, it specifies particular programmes and projects, the
units responsible for carrying them out, and the detailed economic policy
instruments to be used, Annual operational plamming, too, comprises

several stages and its implementation is the responsibility of specific
intermediate and lower~level government institutions,

(a) Formulation :

26. Once the aggregate and sectoral framework has been defined, annual
operational planning must study in detail the various aspects of the problems
involved and the instruments to be used, If, for example, it is established
that the backwardness of agriéulture is partly due to the farmers' reluctance
to introduce new techniques, and practical policies have been formulated,
specifying the strategic instruments to be used, the plan must establish the
operational measures required to put those instruments into actibn. For

this purpose, regulatory policies and operational decisions must be adopted,

/Table 1
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Table 1

STAGES IN THE PRCCESS OF OVER-ALL ANNUAL INDICATIVE PLAMNING
AND THE INSTITUTIONS INVOLVED

Ingvitutions Exeoutive Branoh Legism
:if i:: Planning | Mnistry |seonony wogl Central ;::;:;
Stages Prosident Offics | of Finanoe i;;i;-is Benl
1, Fermulation
l¢l Over-all diagnosis and
progrcsis X Y Y Y
1,2 Establishment of over-all
oblectives X X Y Y Y
1e3 Annlysis of instruments X X pi4 X X
1ol Study of results X X X X X
2s Dlsoussicn and appreval X X X X X X
2,1 Peasibility study b4 X X X X X
2;2 Approval of ecovnomic pelloy
DI Zramie X X X X X
3s Implementsiden
3ei Aation of the ingtruments X X X X
32 Aniion of the exsouting
egents X X X X
3e3 Analysis of reaoctions and
reperoussions X X X X X X
3ol Adoption of supplementery ‘
measures X X X X
305 Measurement of results 4 X X X
44 Gontrol and evaluation
bl snalysis of indiestors X X
Y42 Evaluation of results b4 X

Note: X w» direst participation; Y @ cs~aparations

/270 Once
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27 Once the objectives to be attained in dealing with a problem have
been established, the plan must contain a programme of action in which
the direct and indirect instruments will be interrelated, establishing

& time period and sequence which will enable the desired result to be
achieved in the shortest possible time, at minimum cost and with

maximum efficiency.

28, An analysis must be made of the usefulnese of the instruments in
relation to the part they are to play in the process, and of the
feasibility of using them, In the example cited above, if it is desired
to persuade farmers to introduce technological changes, an analysis must
be made of the application of such instruments as taxes, credit, technical
assistance programmes, subsidies for fertilizers, mechanized services,
prices and the establishment of minimum wages.

29, COnce the instruments have been defined, the stages of the operation
to be undertaken must be considered, To modify the course of an economic
activity by means of economic policy instruments, the order in which

the measures are to be undertaken must be specified, in accordance with
the requirements of the proposed objectives and the conditions under
which the executing agencies are operating., This order may be established
by drawing up a schedule of priorities, defining the activities to be
undertaken, ,

30, The function of operational economic policy is, of course, to
co-ordinate the effects of the application of each of the instruments

in such a way as to ensure that what is supplied in the form of credits
is not taken away again in the form of taxes, Another aspect worthy of
note is the need for an integrated approach to the use of resourcess
sometimes all the phases of a productive process should be acted upon

in one way or another. This occurs particularly in backward countries,
in which the farmer has to be persuaded to improve his methods of
production by a combination of punishments, rewards and incentives,

i

~ /31, Not
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31l. Not all the instruments of annual operational planning are equally
important: there are critical instruments whose application generally
determines the fate of a project or activity; in the example cited,
taxes, credit, technical assistance and government purchasing power might
constitute such instruments, In each particular situation, therefore,
particular attention must be paid to the critical instruments.
32. When the phases of the operation to be undertaken and the instruments
to be used have been studied, it should next be determined what type of
agent will use each instrument; e,g. the mechanized services of Ministries
of Agriculture, departments of agricultural extension services, agricultural
marketing corporations, agricultural banks, tax departments, Ministries
of Public Works, etc,
33. At this point it is already possible to arrive at an approximate
quantification of the fiscal impact of the téx, the value of the credits,
the amount of technical assistance, the volume of improved sceds to be
delivered, the amount of produce to be stored, etc., This whole set of
factors will make it possible to assess the likely impact of the application
of the instruments and, consequently, the probable reactions of the
passive agent, :
34. On balance, the situation will produce either a positive or a
negative effect on the farmer, which will determine whether or not the
project or activity should be carried out, In this sense, an indicator
is a clue to past experience, and if in the past the price factor, for
example, has played a constrictive role, ways of correcting this should
be considered. However, the modification of any instrument may have
repercussions on a number of other problems, For example, if prices
were made much more remunerative, farmers would probably decide to
concentrate on the product favoured, substituting it for other crops
produced on the farm, and these crops would suffer because of the lack
of incentives for production,
35, Consequently, operational policy should be as precise as possible
in defining the kind of result it is hoped to achieve and should attempt
to ensure that the application of one micro-economic pélicy does not
prejudice another and thus run counter to the purposes of the macro-economic
policy.

/(b) Discussion
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(v) Discussion and approval

36. Once the macro—economic framework has been appfoved at the highest
level, the detailed discussion and approval of the operational plan is the
responsibility of the Ministries and decentralized agencies, It is the
departments, divisibhs and sections which must discuss and decide how the
instruments are to be épplied, and study the'feasibility of using the
instruments and sub-instruments, ,
37. - Each agency involved will then have to approve a schedule for the
application of an instruments st the appropriate time,

(e) Implementation of operational plans

38, This phase consists of the detailed implementation of the micro-
econcmie policy decisions and operations., In one sense, in this stage
operational planning and administration are inextricably Eound up
together., The success of planning depends to a large extent on the
directive and administrative capacity of each of the social entities involved,
39, The timely application of the measures and operations proposed will
depend on aduinistrative efficiency, and the practical activities of the

agents responsible for implementing micro-economic policy will determine
the fate of the whole operational planning process.
40, The administrative branch will have to continue allocating its
resburces and timing its activities stage by stage, analysing the
activities and the subsequent reactions and repercussions, and reporting
on them to the higher levels so that supplementary measures can be taken‘
where advisable. On the basis of all this information, the results will
have to be measured and quantified for evaluation purposes and related
to the macro~economic framework established., As has been described above,
operational planning comsists, in the first place, of the establishment
" of an over-all framework, which process involves the institutions listed
in table 1, ard in the second place, the establishment of detailed
programmes, projects and instruments by the various administrative units.
" Table 2 indicates the different agencies involved in the operational

phase as such,

/Table 2
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Table 2

STAGES (P CPERATICNAL PLANNING AS SUCH AND THE
INSTITUTIONS INVOLVED

Ministries Detentralized agancles
Developm Contr
Planning Enter-
Minigtry Depasmant|Seoticens | ment Bank agen=
office agenolas prises vies
3, Pormulatlon of programmes
end miopo-eoonomis pollolsg
1,1 DMagnosis and prognosis
of the situation X X X
1,2 Establishment of mioro-
econemio objeotives X 7 X X
1.3 Analysis of ingiruments X X X X b4 X X X
144 Plan for aspplication of
ingtruments .4 X X X X X
145 Study of pheses of
oparaiion X X X X X X
1,6 Deoision on agent applying
7 frstrunents X X X Z X X z
1.7 Study of impast on
pasgsive agent X z X X X X
1,8 inalysis of poasible
reaationg X X X X X X ) 4
1,9 Analysis of possible
repersussions X
1s0 Definitien of results b 4 X
24 Digeussion and epproval
2¢1 Feasibility study b4 X X X X X
2¢2 Approval X X - X X
3s Implementation
3el Appllosticn of ingtruments X X X X X X
342 Aotlon of agents applying
Instruments . X X X X X
3e3 Appraissl of reaetions X X X X X X X X
3!t Supplementary meagures X b 4 X b b 4 X X X
3.5 Heasurement of results X X X X X X
4, Centrol end evaluatien X X X X X b4 X
/ 4s The
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he The setting for annual indicative and
' operational planning o
1. Anmual planning is closely linked with medium= and long-term
planning on the one hand, and with the government budget process on
the other, Planning possibilities are to a large extent determined
by a great variety of factors, including the forces emanating from
political, economic, s0cial and cultural étructures. The relationship
“between these structures and their link with the public administration
‘determine the way in which annual planning will operate in the country
" at any given moment, |
2, In addition to these permanent determining factbrs, there are
others which are purely conjunctural, These include a series of
fortuitous circumsﬁances, such as crises in foreign trade, changes in
international relationships, wars and revolutions, There are also
factors deriving from physical conditions, such as droughts, disasters,
floods and earthquakes; and social factors, such as shifts in the
power of social groups, growth of trade union influence, 3trikes,-
stoppages, boycotts and social pressuress
3. A1l thése factors may affect the'process of both over-all and
operational planning. The complexity of the structures referred to
and the combination of conjunctural factors make it impossible to
guarantee'that planning will operate normally, and this represents
a considerable obstacle to long- and medium-term planning,

- .JIII. ADMINISTRATIVE
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IIT. ADMINISTRATIVE ORGANIZATION AND PROCEDURES
FOR THE PREPARATION OF ANNUAL PLANS

4),, Reference must now be made to the governmental procedures, methods,
organization and structure that need to be established to make the process
of annual planning possible.§/

1., DTime schedule for the prepasration of
the annual plan

454 The first stage in the anmual planning progcess is the preparation of an
an anmial indicative plan, Several months before the plan implementation
period begins (perhaps in May of Year O), some idea should have been formed
as to the possibilities of attaining the targets set for the period in
question under the medium~term plan. One of the aims of the annual
indicative plan is, of course, to determine the approximate share of the
varicus economic units in plan implementation. To that end, an indicative
economic budget should be available at the aggregate and sectoral levels,
containing, inte ia, datz on national intome and the national product,
consumption, investment, the part played by the government, and the role

of the external sector, Sectoral data should be prepared for key economic
and social sectors such as sgriculture, industry, transport, housing, etc,
A1l this background information should be supplemented by projections of
public-sector activities, with particular regard to public income and
expenditure levels in the programme budget. This is very important, since
in practice the annual indicative plan constitutes the over-all framework
for the formulation of the public-sector budget, The foregoing instrument
must be complemented by monetary, financial and foreign trade guidelines,
The annual indicative plan will of course have to put forward options on
which short—term policy decisions can be based.

5/  For a study of questions bearing on plan implementation and supervision
see "Control of Operstive Plans, Programmes and Projects”

(ST/ECLA/ Conf.30/L.4), 29 November 1967 (a paper presented at this
Seminar),

/&t this
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At thi? stage, several of the‘instrumeﬁts of”indicative planning are
.uséd..'Indéea, at the start of an operational:planning process, the annual
indicative plan is based on a perspective plan (medium- or long-term),
'ﬂaé' ~ Once ﬁhelmqst suitable option has been,décided upon, the way is
open for the preparation of the annual opératiohal'plan.. Between May and
fséptember in Year O, the annual operational plén thét will be in force
duiing Year 1 shbuld be formulated., The first step might be to establish
thé framework within which the econcmic units will have to act in
co—ordinétion; and to mske it easier to ensure compatibility between their
. getivities, the plan should be based on an over-all and sectoral economic
budget drawn up in accordance with social accounting methods.
The national economic budget should be broken down sufficiently to
show the roles that will be incumbent on the public and private sectors.
For thas public sector, the operational instruments are the general government
1programme budget. and the State enterprise budget. These must be broken
down by sectors so that they can more easily be incorporated in annusal plans,
In addition, the programme structures should follow the outlines established
:in the medium-term plans, in order to facilitate co—ordination between the
two instruments and comparison with each yeart's actual achievements.
47, Table 3 outlines the time-gchedule for the preparation of the eccnomic
budget and the partial budgets, The latter are of various kinds (seeitable L),
As stated above, the gensral govermment budget -~ which also includes cash
- budgets to serve as a guide in the formulation of conjunctural financial
policy, and programmes for the execution of public-sector projects of key
importance - is the instrument of action in this branch of the public sector
and is supported by the public enterprise'budget. The monetary budget in
its turn forms part of the annual plan, and must include directives and
specific targets for monetary policj. Since financial policy is a related
field, a breakdown of financial objectiVes by sectors and agencies should
also be availéble.é' The foreign trade budget is another basic component

of the opeational plan,

&/ See ILPES "Algunas consideraciones sobre la programacién monetaria-
flnan01era de corto Elazo" September 1967.

/Table 3
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Table 3

TIME-SCHEDULE FCR PREPARATION CF THE NATICNAL ECONCIIC BUDGET AND PARTIAL DUDGETS

Date Cemponent Funotion
Magregate To serve e3 a general frame of reference for
and Mey ANNUAL INDICATIVE FLAN the formulation of the flseal budget and for
Year O Year 1 asoertaining the pozsibilitios of implementing
jsectoral ths medium~term plan
lavels : .
To specify more precigely the actlon 1o bo takenr
Sepember ANNGAL OPERATICNAL FLAN in the following ysar and the instrupents to be
Year 0O Year 1 uged
A. BUDGETS To ensurs compatibility of measures and aoctivi.
. =~ Eoonomie budget-at ths aggregate level, and broken down by sestors {used | To serve as a guide for the aotivities of the
lAgeregatd of various types of surweys to cbtaln information on the pelwmte sestur) |reaponsible institutions
: - General government budget (excluding publie entex-prises), by seotoral
and programmes
[seotoral - HMondtery budged To influenge the action of the publis and pri.
levels vete soctors by direst end indirect rcacures
’ = Forsign trades budget ‘
~ State enterprise budget
- Nationsl investment budget _
Be DECISIONS (N ACTIVITIES OF ECONCMIC UNYTS
Private Ce PROGRAMME OF ECCNOMIC POLICY AND KEY PROJECTS FOR To induce the private seator to assume
seotor THE PRIVATE SECTCR responsibility for key investment projects
Rosouroes D, ESTIMATED BALANCES OF HUMAN AND MATERIAL RESOCRCES To deternine the resourdes to bs used fox;
(dtsiinguishing between the public and privete seotor) implementation of the oparational plan
Implemenj,N b PROGRAMMES FCR THE EXECUTION OF ¥EY PUBLIC-SECTOR PROJECTS To asteblish detalled time~schedules for the
ation prd "CVOMPEr (s broader conoept than that of investment projects) basie publicmseotor eotivitles provided for
gramme | Year 0 in the budget
for the MONTHLY CASH BUDGETS FOR THE PUBLIC SECTIR Te serve az a gulde Yo conjunctural financial
year polliey
' tional plan for Year 1
Vey | REVISED ANNUAL OPERATIONAL PLAN Year 1 T o e e orerh snoe and snform
Year 1 [ ANNUAL INDICATIVE PLAN Year 2 ation and to dovm puidslines for the fol-
lowing year {Veny 2

g/ The present table 1s based an one eppearing in the report of & semlnar on ammual operatimeal plans held by the Latin American Institute for
Econctie and Social Planning {ILPES).
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Table U

ANNUAL PLAN

Economlo budget at
the sgeregate
level

N ST

> Publie zector

Eeoniomia budget -
broken down by -
gectors and <
reglons, for the
publio soetor anly

5' Private seotor
budget

Porelgn trade
budget

Monstary budget {

5 = Seetor
R = Region

/14-80 Yet
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48, Yet another important feature of the annual plan consists in the set
of decisions that have to be adopted for plan implementation purposes.
They relate essentially to short-term economic and social policy or
operational policy, i.e,, to tax measures, incentives and disincentives,
customs regulations, price and wage fixing, authorization to install new
industries, import and export regulations, etc, Key projects for tiie
private sector are also among the components of the annual plan, and really
represent direct inducements to the private sector to assume responsibility
for undertakings connected with the production and marketing of goods

and services,

49, Lastly, the annual plan must contain estimated balances of human and
material resources, distinguishing between the public and private sectors.
These are necessary tools for ascertaining, on the one hand, the level and
composition of employment of manpower, and, on the other, the use to be
made of goods and equipment required for the implementation of the plan,
50, The instruments referred to should be prepared in Year O, in the
month of September, with the exception of the programmes for the execution
of public-sector projects and the cash budgets, which are drawn up in
November of that same year,

51. In May of the following year (Year 1), when the annual plan for

Year 1 is already in operation, it should be revised, and another cycle

should be started with the preparation of an indicative plan for Year 2,

2+ QOrganization for annual planning

52, Organization for annual planning is not a substitute for the structures
set up in a number of countries for planning and budgeting purposes. On the
contrary, it strengthens them and brings them into line with each other,
making it easier for them to work better as part of an organic and consistent
whole. In msny instances, it is herdly an innovation, since many of the
requisite instruments and decisions have already been established, Cases

in point are systems of national accounts, monetary budgets, foreign exchange
budgets, etcs If often happens, however, that these instruments operate in
isolation, and therefore not on a co~ordinated basis. Consequently, they
fail to ensure the compatibility of the measures to be taken. Herein lies
one of the merits of annual plenning: it is a means of promoting the
co-ordination and consistency of the activities of the economic units in

relation to plan implementation, /53, Annual
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53 Ahnual.planning, however, entails changes in the administration end

in its procedures. To that end, the starting-point should be the formation
of a team to be responsible for the annual plan. This group should guide
annual planning activities in the agencies concerned in the process,
facilitate the participation of'the private sector, promote a thorough
overhaul of certain routine procedﬁres, and encourage the establishment of
new channels for decision-making, reporting and control within the over-

8ll planning process. o

S4e For the operation of planning systems in Latin America, central,
sectoral, institutional and regional planning agencies have been established,
In most casés the central agencies have taken the form of national planning
councils or central planning offices; and are generally to be found at the
highest institutional level, i.e., attached to the Office of the President
of the Republiec, These agencies have mainly assumed responsibility for
long- and medium~term planning, As an exception to the rule, in a few
countries -~ Costa Rica, Panama and Uruguay, for example - they have also
undertaken short—~term planning (annual plans and budgets),

55, Most of the sectoral agencies (planning offices for agriculture,
industry, etc,) are directly sub-ordinate to the Ministries responsible

for the sectors concerned, and their function has been to give advisory
assistance in the formulation, discussion, execution, control and evaluation
of sectoral development plans,

56, Lastly, the purpose of the regional planning offices is to tzke charge
of planning for specific parts of the country concerned. The development

of such offices in Latin America has become an increasingly urgent need,
since it is eséential to draw new areas and communities into the development
process. end to prepare plans on a regional basis. In some instances these
offices are directly attached to the central planning agency;rin others
they have been set up as component units of regional development corporations
as in the case of the Supervisory Agency for the Development of the Northe
East (Superintendencia de Desenvolvimento do Nordeste - SUDENE) in Brazil
and the Andes Corporation (Corporacidn de los Andes. — CORFORANDES) in

Venezuela.

/87, s
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57, As regards organization for budgeting, central budget offices in

Latin America are usually under the authority of the Ministry of Finance,

In some countries, however (Brazil, Costa Rica, the Dominican Republic,
Ecuador —~ for a few years —, Panama and Uruguay), they form part of the
central planning offices, Sectoral and institutional budget offices are
either directly responsible to Ministries or included in administrative
departments, Sometimes they are attached to the sectoral planning offices
(to those of the agricultural and housing sectors in Chile, for example).
58, In certain countries the above-mentioned planning and budget agencies
have played a more or less preponderant part in the annual planning process.
There are many instances, however, in which there has been tco little
commnication to ensure the consistency of short-term policies, partly

owing to the lack of linkage with the central banks, credit banks, development
corporations, Ministries of Economic Affairs and other similar institutions.
59,  Although in some cases the central budget offices have influsnced the
formlation of short—term budget policy, they have not succeeded in
establishing compatibility between the budget instrument and monetary or
foreign exchange budgets, and have therefore not secured consisztency of
action, Monetary policy has been formulated and implemented by the central
banks, and in many cases has not been properly co-ordinated with production,
finance, hudget, price, wage and other policies, The centrzl banks have
also intervened in foreign trade matters, even where special agencies exist
for this branch of economic activity.

60, In some countries the co-ordination of monetary, financial and foreign
trade policies is attributable to special circumstances which have laid the
responsibility for all three on a Minister of FinanceGZ/ In the field of
price fixing and control, which is another variable of great importance over
the short term, it is the Ministry of Ecornomic Affairs that has taken action.
Wage policies have been in the hands of the Ministry of Labour, although the
Ministries of Finance and of Economic Affairs may have had something to do
with them, Tax policies are generally established by the Ministry of Finance
in the Latin American countries, The responsibility for production,
employment and other sectoral policies is incumbent upon another set of
specialized agencies,

v/ Inasmuch as at the same time he has held the office of President of
the Central Bank, Minister of Economic Affairs, etc. /
61 « To
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6ls To sum up, many agencies are concerned in short-term policy, but
their activities are often insufficiently co=ordinated to form a consistent
whole, within the framework of medium~ and long~term development policys
Hence the need to co-ordinate short-term action on an institutional basis,
iees, to adapt systems and establish machinery for the anmual plamming
processe

62« In the first place, the necessary organizational changes should be
introduced to enable the central planning agency to take the lead in

annual planninge A team might be set up, whose members were engaged in
official activities bearing on the short=term planning processe

63« This annual planning group or committee might be formed by representativer
of the central bank, of the foreign trade agency, of the central planning
office (the .national accounts institution), of the central budget office,
of the agencies concerned with prices, wages and production, and, in short,
of all official staff taking part in short-term actions

6L,e To vhich administrative department such a committee would be
answerable, and under whose direction it would operate, would depend upon
the structure of the national administration and the location of the
decision-making centress If, for example, the planning office is responsible
for annual plans and forms part of a high-level decision~making centre, a
committee on annual planning could act as an advisory agency of the Planning
Council (which is usually under the direction of the President of the
Republic)e On the other hand, if the responsibility for short-term policy
rests with the Ministry of Finance, the committee could be headed by the
Minister of Finance and assist him in an advisory capacitye. No single
procedure can be recommended for adoption in all situalionss

65 The camnittee on annual planning will need a very small team of
specialists in each of the short~term fields: monetary policy, financs,
foreign trade, prices, employment, etce Needless to say these specialists
will not replace the permanent operational units; their function will
rather be to co=ordinate these and see that their lines of action are
compatibles The team will be in constant contact with the Ministries and
agencies taking part :Ln the formulation of short=termm policye

/66. Another
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66a Anocther very important point is that the private sector should be
consulted by the committee on annual plannings To that end, a private-
sector consultative group might be constituted. This procedure is a
necessary safeguard against the poseibility that if the private sector does
not play an integral part in the formulation, implementation, supervision
and evaluation of annual plans, any attempt to co-ordinate short-term
economic action may be frustrateds

67« For the purposes of sectoral, regional and institutional organization
for short-term planning, an essential step would be to establish proper
chamnels of communication with the central operational agencies, and to
institute the functions and provide the personnel required for integrating
the activities of all participants in the annual planning process»

3> Operation of the committee on annual planning

68s As pointed out above, the basic tool of annual planning is ths annual
indicative plan. This should be prepared by the committee on annual planning,
on the basgis of data furnished by the institutions and agencies directly
coticerned in short—term action. In theory, it would be advisable for the
following bodies to co-operate in the formulation of the plans:
(a) The national accounts and national statisties offices;
(v} The central planning offices;
(¢} The budget office;
(d) The central bank;
{e) The credit bankss ‘
69« One of the functions of the committee on annual plauning would be to
co~ordinate the preparatory work for the formulation of the arnual indicative
plan, using the following basic data:
(a) The national product and income sections of the national accounts;
() Balance-of-payments data;
(c} A simplified table of sources and uses of funds;
(d) Finencial balances of the public sector;
(e) Monetary and credit statistics;
{(f) Wage and employment statistics;

(g) Human resources statistics.

/These data
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kThese data would provide the material for short-term programming
models, which would facilitate the determination of variables in relation
to the short~term activities of the different economic units, The annual

indicative plan recommends that various alternatives be considered, thus

making it easier for the authorities to choose the best possible course.

70. The following are the most important items on which the conmittee
on amnual planning might present data for the purposes of selection of
the policy option on which the annual operational plans will be based:

(a) Changes in the gross domestic product;

(b) Consumer price levels;

(¢) Employment and unemployment levels;

(d) Ievel of external indebtedness;

(e) Salary and wage levels;

(£} Public and private saving and investment levels;

{g) Level of public income and expenditure;

(h) Sectoral production levels;

(i) Basic investment projects, by sectors,
This information will pave the way for definition of the alternative courses
open to the political authorities (the Pfesident, the Council of Ministers
and the Planning Council), Thus begins the preparation of the annual
operational plan proper,
Ti. The-planhing and budget agencies must take part in this stage of the
proceedings, since they havé to draft the fiscal budget for Year 1, which
mist be adopted before 31 December in Year 0. In order to prepare the budget,
the executing units must thoroughly acquaint themselves with the operational
approach, and above all with the sectoral breakdown of budget programmes.
During this phase, care must be taken to see that the programmes really do
reflect the sector's objectives and targets, anhd that they fall within the
areas demarcated in the medium- and long~term plans. The parts relating
to private-sector activities will be formulated with the advisory assistance
of the consultative units which‘organization for planning comprises., At
this stage, more intensive use should be made of direct consultation and

surveys in specific sectors and branches of activity.
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72. It would be advisable for the committee on amnnual planning to have

at its disposal, before 1 September in Year 0, not only the draft econcmic
budget at the aggregate level and the sectoral breakdowns, but also the
draft public-sector, monetary and foreign trade budgets. The next step
would be for the political authorities to take cognizance of these budgets,
upon their submissicn by the committee on aniual planning, and to discuss
the economic policy measures that it would be necessary to adopt. It
should be noted that in some countries the annual plan has to be approved
by the Executive even before the month of September, because the Legislabure
requires from three to four months to discuss and adopt the budgets

73+ Since the public-sector budget is a part of the annual plan, when it
is submitted to Congress (the fiscal budget usually for adoption, and the
budgets of decentralized institutions, State enterprises and leocal authorities
merely for information), it should be accompanied by data which will acquaint
the political authorities with the whole of the policy to be pursued. To
that end, the tools listed in table 3 would have to be presented for
information purposes. ‘

74e  The budget data should be submitted in the form of a consolidated
public-sector budget, broken down by sectors, and brought into line with
development plans. Once the budget has been adopied by the Legislature,
and whatever laws are required for putting the plan into operation have
been passed, the measures for implementing its provisions should be revised.
A budget execution programme should be drawn up, showing targets and
regources for guarterly, four-monthly or other sub~divisions of the budget
periods It would comprise a cash budget and a time-schedule for the
execution of investment projectss Time~schedules would also be prepared
for the implementation of monetary, foreign trade, price, wage and other
policiess Such sub-period programmes, besides going into still further
detail as to the activities to be undertaken and the responsibilities to

be assigned, serve as a control instrument, by means of which achievements
can be compared with objectives and the factors accounting for success or
failure can be identified,.

/750 The
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75« The committee on amual planning would see that the agencies
involved in short-term policy programmed the.execution of their activities
on the lines previously indicated. Where the public sector is concerned,
the units responsible for the execution proéess mst possess the facilities
and powers they need in order to become promotors of annual action,

76. At this stage, systems of reporting and measurement of results
should be brought into Opération, so that information on the implementation
of operational plans may be available. The same machinery and procedures
as were established under the planning systems, on the basis of flows'df
information from the executing units to the sectoral and regional levels
end thence to the central authorities, can be turned to account during
this phase, Machinery for ascertaining what is happening in the private
sector, however, will have to be set up. Such information can be obtained
from the private sector!s representatives on consultative committees,

ag well as through direct contacts and surveys.

77. The committee on annual plamning should periodically receive

factual and financial data on budget execution, monetary matters, foreign
trade, production, prices, ete,, and should report to the political
authorities so that they could evaluate and revise the relevant policies,
During the second quarter of the operational plan year, a revised
operational plan could be drawn up, if appropriate; and the work of
formulating the indicative plan for Year 2 could be started. Thus a new
cycle would begin,

4e Annual planning and the public administration

78. Operaticnal plans are not merely annual planning instruments,

They are the real mainsprings of the process of clarifying the organization
and functions of the public administration and determining the contributions
of the various economic units to economic development. Indeed, the
characteristic feature of operational plans is that the responsibility

for their implementation is assigned to fully-identified administrative

units or agencies,

/79. It
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79« It is for this reason that a prerequisite for anmual operational
planning is an improvement in the organization of the public sector. All
sorts of problems arise in connexion with the capacity of the public
administration in some Latin American countries to secure the satisfactory
attainment of plan objectives, Operational plans should therefore

include measures designed to perfect the public administration and
incorporated in a consistent programme for adapting it to the needs of
administration for development,

80, Accordingly, operational plans may contribute to the re-organization
and strengthening of operational agencies, under whatever name they go

-~ central services, decentralized agencies, local authorities, Staie
enterprises, etc, = 8ince in the plans the emphasis is lald on actual
achievements,

8l, While it is true that the private sector has a more substantive rcle
to play in the preparation of medium=term plans, repreeentatives of its
economic units should take an organized pert in anmual planning, so that
it cza be quick to resmond to the demands of clrcumstznces, It should
alsc be given the opportunity of participating in the contrel and
evaluation of medium=term plans,



