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I, INTRODUCTION

l., The present report reviews the activities of the Latin Ameriéan'
FPlanning Seminar, held at the headquafters of the Economic Commission ,
for Latin America (ECLA), Sontiago, Chile, from 19 to 24 February 1962,
under the auspices of the Organization of American States (OAS), ECLA
itself and the Inter—American Development Bank (IDB).

2+ The purpose of the meeting was to study and discuss the experience
acjuired by the Latin American countries in the field of economic and
social develomment planning, with a view to the promotion and intensifica=
tion of the activities which the Governments have pledged themselves to
undertake by virtue of the Charter of Punta del Este, In consideration
of the need to put the conmitments and objectives of the Charter into
practice without delay, the Seminar devoted special attention to the
analysis of the most urgent tasks involved in the formulation, prepara=-
tion and implementation of short-term plans, as well as to some of their
most important technical aspects, .
3« The proceedings of the Seminar, which was not officially inaugurated,
opened on Monday, 19 February 1962, with a statement by Mr, Rafil Prebisch,
Under-Secretary of the United Nations in charge of the Economic Commission
for Latin America, who expounded in broad outline the problems to be
considered and referred to the potential importance of the discussions
ior the development of Latin America. within the framework of the new
policy of international co-operation,

Lo The Seminar was attended by thirty-seven experts, eight of whom were
members of the panel recently app01nted by the Inter-American Economic
and Social Council (IA-ECOSOC) to evaluate development plans,l/ twelve
were technical experts with wide experience in the work of economic and
sociel planning, fourteen were experts from OAS, ECLA and I1DB, and three
were speciolists from other agencies, The complete list of participants
is given in Annex I to the present report, '

1/ The ninth expert, Mr, Gonzalo Robles, was prevented by illness

from attending the Seminar, .
' /5. Observers
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5« Observers were sent to the Seminar by the Pan American Sanitary
Bureau, the Agency for International Development (AID) of the Government
of the United States of America; and the United States Economic Mission
in Chile (sece Annex I). ’

6. It should be placed on record that the experts took part in the
discussions in a purely personal capacity, and that the views they
expressed were based on their own private convictions and opinions

and did not necessarily reflect those of the Governments of their
countries, or of the institutions they serve,

7« The Seminar elected as Chairman Mr, Rafl Sfez and as Rapporteur
lir, Manuel Noriega Morales, Mr, Benjamfn Hopenhayn acted as 'Secretary
to the meeting, '

8. The disvcuésions were based on the following agenda, presented here

in abridged form'.'g/ ' '

I, Basic approach to short-term action

1, Uhat should be the nature of short-term action

2¢ Requirements implicit in short-term action

3e External requirements ’

L4, Economic and social projects in a short~term plan

II, Content and methodology of short-term plans

1. General frame of reference as a guide to planning
‘2« The investment programme

3« The economic policy programme

III, Preparation and execution of plans: problems, organization and

administrative machinery

1, Administrative organization for the formulation, execution
and supervision of plans

2, Role of public investment machinery

3, Problems relating to the preparation of specific investment
projects

IV. International technical and financial assistance in the formulation

of programmes and projects

2/ The full text is given in Annex II, /9. Although
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9« although the items on the agenda were discussed at the plenary
meetings of the Seminar, various working groups had to be appointed

to formulate conclusions in connection with specific topics. The
findings of these groups are incorporated in summarized form in the
substantlve part of the present report,

10, In the following pages (drafted by the Rapporteur of the Semlnar
with the help of the technical personnel of the secretariat), the main
ideas expressed at the meeting are reproduced, tOgether with the conclu~
sions reached‘in the course of the discussions. Apart from the annexes
already mentioned (I, containing the list of participants, and II, giving
the complete agenda édopted for the discussions at the meeting), annex III
comprises the paper entitled Methodological Principles in Short-term
Programming, prepared jointly by the OAS and ECLA secretariats for the
consultations on economic and social development planning held by the
first of the two organizations at Santiago, Lastly, annexes IV to XIII
contain the principalidocumEnts considered at the Seminar,

II, MAIN FINDINGS OF THE SEMINAR

11, The present review of the most important findings of the Seminar

contains the ideas and opinions expressed in the course of the discus-

sions on the various technical problems implicit in the practical applica-

tion of the principles underlying the Alliance for Progress, especially

in relation to short-term action,. _

12, The main focus of the Seminar was on an examination of the problem

of short-term action, not only because of the urgencyof'the situation,

but also because short-term action may help to launch‘a long~term

planning effort, Moreover, it was in short-term planning that the

cbsence or insufficiency of proper orientation or of practical guide~

lines was felt the most, It should be made quite clear, however, that

in the unanimous opinion of the participants the problems of planning

over the short term cannot be approached without reference to the more

general and basic problems.of long~range planning, In fact, it was

suggested that, properly speaking, programmes should not be referred to
/as short~term
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as short=-term programmes, but rather as transitional or temporary
programmes, since they were, in fact, short~term aspects of long-range
programmes or short—term measures to be taken within the framework of
long-range programmes, '

13, Since the topics discussed were those for which there is insufficient
practical experience so far, and no conventional methodological formulae
exist, the aim pursued on this occasion was to assemble criteria and
guidelines which would contribute to the gradual definition of the most
appropriate forms of action and the fundamental ideas on which they
might.be baseds The findings of the Seminar indicate that a high degree

of wnanimity existed among the participants on most of the topies
dealth with, |

- la Scope of short-term action

4. It was agreed unanimously that there was a pressing need for energetic
promotion of the various measures required to accelerate the development -
process of the Latin American economies and channel it toward the fulfil-
ment of the economic and social objectives of the Alliance for Progress,
This conclusion reflected deep concern on several counts,
15, Eighteen months have gone by since the Act of Bogota was signed
(September 1960), DMeanwhile, allocations of substantial additional
resources to increase international financial co=operation in the
solution of the most urgent social and economic problems have been
approved or pledged, new agencies have begun their activities, and
the work of adapting the pattern of such co-operation to the nature
of the problems to be tackled has been started, This has encouraged -
the Latin American Govérnments to embark upon or expedite the formula-
tion of economic and social. development plans, the preparation and
presentation of investment projects, -the adoption of practical measures
of economic policy and the preparation or introduction of the basic
reforms essential for the attainment of the social targets that the
countries themselves set at the economic conference at Punta del Estes
/16, Nevertheless,



E/CN.12/644
Page 5

16, Nevertheless, the participants manifested their concern over the
fact that practical action, in general and in each particular case, had
not attained a tempo consistent with the pressing demands of the situation
prevailing in Latin America, In this connexion, mention was made of

the reluctance observable at times on the part of the authorities to
make a precise definition of the aims pursued by a development policy

and to express them in terms of c¢lear guidelines for the use of economic
policy mechanisus, or of measures, in conformity with the particular
situation of each country to institute the structural reforms that were
needed if the countries were to emerge from situations that were an
anachronism, hampering development and preventing income from being more
equitebly distributed, Special mention was also made of the lack of
adequate efforts to mobilize internal resources. On the other hand,
attention was drawn to cases in which available resources had not been
used because applications, drawn up in the proper manner, had not been
submitted to the external financing institutionse

17. The shortage of specific investment projects worked out in detail
partly accounted for the fact that the principles of the Alliance for ‘
Progress had not yet been applied as generally, or as intensively, as
might have been wished, As a result, special attention was devoted to
that topic in the course of the discussions, and a number of suggestions
were put forwerd, to which reference will be made in due course;zl
18, The system itself of basing action solely on the consideration of
individual projects was studied at length.&/ It was asserted that the
maintenace of that procedure exclusively might militate against the
effectiveness of immediate action, and that it ought rather to be
combined, wherever possible, with the method of aggregate financing

on the basis of concrete sectoral, regional, or national plans, since
it was difficult under the former system to establish suitable criteria
for determining an order of priorities in relation to various under-
takings, and to ensure a reasonable degree of compatibility between
the action embarked upon and its implications in terms, for example;
of fiscal policy, foreign trade and balance of payments., Moreover,

3/ See section 8 below, . ‘
4/ For a more detailed discussion of this point, see section 7o



E/CN,12/6L.
Page 6

the mode of action prevented accurate evaluation of the total internal
effort on which deyvelopment policy was fundamentally based, and the
intensity of which, according to the brinciples of the.Alliance for
Progféss, 1argely determined the scale of external aid, It was likewise
felt that immediate efforts should be directed toward the more efficient
utilization not only of additional external resources, but also of total
gross investment, including internal resources, In this connexion, it
was pointed out that just as important as the utilization of additional
resources - or even more so -~ were the aggregate investments normally
made in the countries and there was a feeling that their effectiveness
could be substantially increased in the majority of casess

19, In short, it was considered essential to make as great an effort as
possible to expedite action, a prerequisite for such action being a

firm attitude on the part of the Governments, at the highest policy
level, to give the efforts maximum backing, It would thereafter be
possible to enlist the support and active assistance of the public
administration = which in the last analysis was responsible for setting
programmes in motion - and of the general public, without whose whole-
hearted baéking of the objectives contemplated the efforts made might

be rendered ineffective,

20, Similarly, it was agreed that the immediate action envisaged should
take the form of short-~term plans that would endeavour to reconcile the
need for urgency with considerations of effectiveness, and in which the
objectives and basic principles of economic and social policy would be
laid down in conjunction with the investment programme and measures to
prepare or initiate the reforms reqﬁired under the Charter of Punta del
Este, while at the same time the preparatory work would be under-taken
on long=-term planninge '

2. Nature of short~term plans

21, It was remarked at the Seminar that the planning and programming of

economic and social develorment had by no means reached a uniform stage

of development in all the Latin American countries, One group of
Jcountries had
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countries had advanced in the preparation of long or medium~term plans,
while others had made little or no progress in that respect, In regard
to the former, it was recognized that the task of defining their
inmediate action was much simpler, since in most cases it consisted of
crystallizing contemplated activities in the form of specific projects
and in taking economic policy measures within an already established
general framework, In other words, the short-term plan would be the
medium for putting into practice what were,in effect, the first steps
in the execution of longer—term plans,
22, The problem was much more difficult in the case of c;ountries that .
had not gone ahead sufficiently in that field, It was stressed, however,
that even in those cases it was both possible and necessary to prepare
short~term plans, That task was regarded as the first move toward the
esteblishment and progressive improvement of a permanent planning processe
Reference was made to the problems inherent in that approach because,{
among other reasons, no sufficient fund of experience had been acquired,
23+ At the same time it was asserted that the countries and international
bodies engaged in the study of Latin Americatls problems undoubtedly had
a mess of studies and general background information as well as of
practical knowledge at their disposal, which could be rapidly systematized
so as to furnish a general frame of. reference that would be partly
qualitative and partly quantitative, On that basis, the salient economic
and social problems of each country could be pinpointed and their scope
and urgency determined, A frame of reference of that kind would make
it possible to define the long~term objectives and development policies
that were indispensable as a guide to short-term action, '
2Le To many of the participants, the distinction between long and shorte
term plans seemed to be purely formal, the latter being simply the
activities that could be undertaken immediately within a long-term
develomment policy, Others, however, pointed out that while they
recognized the value of stating the problem in those terms, the'conqlusion
reached would have to be reconciled in each particular instance with the
need to take urgent and manifestly justifiable measures without delay.
/25¢ At
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25. At all events, it was deemed essential for short-term plans to be
based on an analysis of a country's econcmic and social situation and of
its prospects, although the broad coverage and depth that such a
diagnosis ought to have would depénd on the background data a&ailable.
It was pointed out that in some countries little quantitative informa~
tion was obtainable and that few people were experienced in data .
processing and analysis, whereas it was often possible to find officials,
experts and, other personnel who were sufficiently well acquainted with
the country, its problems and the relevant aspects of such problems to
be able to'make & reasonably accurate contribution to an analysis of

the situation. UMoreover, it was stated that diagnosis ~ implicit or
explicit -~ was essential to a definition of development policy and
should be as extensive as possible, and that efforts should be made

to include an analysis - however tentative -~ of the structural changes

- that might be necessary.

26, In practice, a number of factors could be found to assist in.pin-
pointing the areas or fields in which short=term action should preferably
be concentrated, within the basic approach of a long-term policye. Such
factors included investment and measures making for better utilization
of resources lying idle or existing production capacity not used to the
full, for overcmning production deficits in key sectors of the economy,
reducing or eliminating unemployment, easing acute social tensions and
1essening external, fiscal and regional disequilibria.

27, In comnexion with those factors, it was stressed that short-term
plans should not merely comprise those investments and economic policy
measures that would give immediate tangible results but should attach
equal importance to measures that would take longer to bear fruit but
would open up new prospécts of future economic expansion and social
improvement, It was also stated that one of the most important aspects
of short-term plans was that they enabled the groundwork to be laid and
the machinery established for long=term planning,

/3« Need
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3. Need for national participation in the attainment. of '

development targets

28, Some participants were conviﬁced that effective action for economié
and social improvement 6f'é sustained and lasting nature consisted
essentially in rooting out negative attitudes, restoring efficiency

to institutions which had lost it, and replacing or getting rid of
outmoded structures, Any action of that kind is liable to come into .
conflict with vésted interests and institutional and other figi&ifies.
Hence its success is conditional from the outset upon securlng the

solid backing of public opinion, )
29 This backing in its turn involves certain claims, - To begin with,
the aims pursued should be an authentic expression .of the hopes and
aspirations of the great majority of the population, who should be made
to feel from the outset that they are taking part in the process of
advancement toward those obJectlves. ¥

30, 4As a key factor in the mobilization of public opinion, it was
stressed that the private sector should be offered specific incentives
to contribute actively toward the achievement of development policy
aims, In that respect, mention was made of some of the concrete means
~that might be utilized, such as facilitating the preparation of projects
by means of suitable procedures that, inter alia, would Feduce the

cost of the requisite studies and researchj simplifying admlnlstrative
formalities so that the incentives in the economic policy programme could
be used to advantage; and facilitating research on technological questions,
natural resources, organization and other matters that might be of interest
to private enterprise, in the field of manufacturing as well as in
agriculture and other activities,

4, Economic and social policy and shori~term plans

31, It was generally agreed that the fundamental aims of economic and
social policy had to be defined for short-term plans as for any other

planso s
/32. Apart
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32, Apart from the écdnomic”and social policy measures associéted with
the achievement of long-term obJectlves and necessary structural reforms,
immediate -investment programmes require the concurrent adoptlon of
certain decisions indispensable for their execution, Such decisions
are of course connected with the need for greater mobilizatibn and
better channelling of internal resources which often involve chaﬁges

in taxation and financial policy. In that réspect, reference was

made to measures tending to restrict non-essential types of consumption
- and even investment - and to others designed to encourage the use of
internal resources for more important economic and social ends, It was.
also remarked that the specific projects making up the investment
programmes frequently entailed the adoptiOn of practical measufes to
ensure their feasibility, and that the projects selected should be in
keeping with the tenor of economic policye

33, It was pointed out that the solutior of the various problems typlcal A
of the present economic situation depended not only on an increase in
investment, but also, and in some cases primarily, on changes in

existing investment and in the prevailing ecbhbmic policy. Those

problems included external .imbalances, 1nsuff1c1ent output” in partlcular
sectors, unemployment, etc, ’ '

3L, Special attention was devoted to the fact that the inereased volume
and new methods of international financial assistance might require changes
in the handling of certain instruments of economic policy;i/ That was
because obtaining increased external funds to finance investments whose
execution involved expenditure mainly in national currency might lead to
the improper or wnsatisfactory use of the resources in foreign currency,
unless at the same time a sound import policy was pursued or other
appropriate precautions were taken, Such would be the case, for example,
if external funds were obtained to finance a housing programe and the
additional foreign exchange was used wholly or part;ally to finance the

53/ See sections 7 and 8 below, /importation of
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importation of luxury goods. Similarly, the use of external funds to
extend the provision of certain public services might call for a tax
revenue policy that would ensure the availability of current resources
to provide subsequently for the functioning of such services on a
permanent basis,

35. As the foregoing observations imply, there must be a unity of
purpose in the use of the various instruments of economic policy, which
must be in line not only with the general objectives but also with
selective measures with respect to particular economic areas, regions,
or sectors and with the need to deal constantly with the ad hoc problems
that concern national authorities, This requirement tends to prevent
contradictions and inconsistencies, and a lack of or inadequate .
co-ordination in the use of the instruments of economic policy.

36. The views expressed indicated that in any country that intended

- to prepare a short-term programme, it was vital to formulate an economic
and social policy with specific objectives and goals, if that had not
already been done, so that measures reflecting that policy could be
included in the investment programme, in line with the objectives and
goals indicated, which in some cases might be broad in scope, In
countries where such a policy had already been defined, but where there
were no specific development plans, the policy would have to be re-examined
when the first plan was worked out in order to ensure proper consistency

between goals, resources and means of action.
5. The balance between social and economic investment

37. One of the most controversial topics discussed during the Seminar
was the relative importance to be attributed, in short-term action, to
social as against economic investment,
38, Socme participants expressed concern lest, as a result both of the
influence of the ideas on which international aid programmes were based
and of the greater ease of drawing up social projects, short-term action
might over-emphasize such projects at the expense of investment that
/were essential
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were essential to the elimination of bottlenecks in the develomment
process and the attainment of a satisfactory and éustained rate of
economic growth,
39. However, it was pointed out that the new policy was aimed at redres-
sing the imbalance thét was in fact developing in Latin America, since
sufficient funds were not forthcoming or were not mobilized for soeial
investinent to serve the needs of large sections of the population, and
the virtue of the Alliance for Progress was precisely that it aimed at
restoring the balance betw;en the twb and helping to meet hitherto
unsatisfied needs, ‘
40, A number of participants expressed the problem in different terms,
pointing out that the two fields were closely related, While it was
always possible to define social and economic objectives clearly, it
was not so easy with respect to soecial and economic investment, Never—
theless, the Seminar recognized the need for pragmatic definitions of
the social investment listed in the Act of Bogoté that guided the
activities of the Social Progress Trust Fund administered under
agreement by the Inter-~American Development Bank, No substantial
expansion in the provision of social services could be envisaged in
the absence of an increase in the productive capacity of the industries
that would have to provide the current and capital inputs that some of
those services would require, and of measures to ensure continuous
provision of the funds required to operate and maintain the services
in the future, |
L4l, Thus there was general agreement on the need to attain a proper
balance between the two aims; at the same time it was pointed out that
no strietly technical standards were available for establishing an
exact order of priority., Nevertheless, the requirements of practical
action meant that rule-of-thum methods would have to be used to
estimate the total volume of funds needed, and the way they should be
allocated, in the light of the goals that each country desired to
attain in the field of economic and social development,

/L2, Various
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L42. Various methods were sugzested to meet that needs One consisted in

estimating the volume of investment needed both to deal with emergency

situations and to ensure a given rate of growth of the national income;

if that amount were set against the funds normally available, the

gifference would give an approximate idea of the funds available for

socizl investment, A comparison of that sum with the objectives

established in the social field would make it possible in turn to

estimate the need for the mobilization of the additional funds, domestic

or foreign, needed to ensure a desirable balance between the two types

of investment, '

43, Vhen it was suggested that such a method might imply that a lower

priority was being accorded to social investment, the answer given was

that the distinction was made for purely methodological purposes, since

- the essential aim was to decide what weré the objectives to be attained,

It was also stated that, viewed in that light, the method had the

additional effect of drawing attention to the extent to which aims of

social improvement were dependent for their attainment on a substantial

increase in domestic effort in conjunmetion with increased external aid,

It was added that the domestic effort must involve the provision both

of funds (through an inerease in the rate of national savings and above

all of tax revenue), and of other kinds of resources, In the second

case care must be taken to ensure that the capital goods available for

investment were not diverted into investments thét might amount to

forms of luxury consumption, Some participants went on to suggest

that a high progressive tax on luxury building might provide both a

means of freeing real resources that could be used for low-cost housing

and a source of additional tax revenue, .

LLe Apart from the general problem of the balanced allocation of resources,

there was general agreement that experience in Latin America indicated that

very ineffcciive use was being made both of the existing capacity of the

present social services in the fields of education, public health, housing,

etcsy, and of the funds normally devoted to those purposes, Better designed

services, more rational organizational patterns, greater administrative
/flexibility and
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flexibility and more efficient organizational methods would all do
much, without any great additional expenditure, to enable many more
people to benefit from those services, and short-term plans. should
therefore include such improvements as fundamental features,

45. With respect to the additional resources to be devoted to the
provision of social serﬁices, it was regarded as essential, in addition-
to taking account of the aspects already referred to, to introduce
economic rationality., Many participants suggested that in the field

of social investment there should be special emphasis on those investments
that, apart from contributing to social improvement objectives; had a
greater economic significance than others that would entail, in many
cases, considerable attention not only to criteria for allocating
resources by broad categories of éocial services, such as educaticn,
health, etc., but also to the type of projects that should have priority
within each of these categories, It was also commented, however, that
altiiough that idea should constitute an important principle in formulating
a programme of social investment, it ought to be remembered that it was
not always easy or possible to concentrate action in narrow sections of
the vast social complex, since the result might be dislocations in the

- various factors that affected the solution as a whole,

46, Consequently it was concluded that a certain balance must be
maintained within the field of social investment itself, while under-
lining the fundemental principle that the improvement of living
conditions was often directly.reiated to investment traditionally
regarded as strictly economic, That applied particularly to investment
contributing to a better and more balanced diet for the population, an
advance without which there would be no real hope of attaining a
substantial improvement in health patferns;

47, While the Seminar was anxious to introduce criteria which would
ensure a balance over the long term between social and economic
investment, and also within each of those types of investment, the
contyrasting view was stated that in some specific cases the question

. /should perhaps
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should perhaps not receive undue attention within the framework of a
short-term plan, It some Latin American countries that lagged far
behind in the work of preparing economic investment projects and, at
the same time, had idle funds, social investment financed with external
assistance might be an important factor in reviving economic activity,
1,8y In order to toke account of all the factors that should guide action
in the social field, it was argued, that a modicum of instruction in
planning technigques and basic economic concepts should be made
available to experts entrusted with the formulation of social action
programmes and that planners should receive adequate training in the
aspects and. technical requirements of those programmes, It was stated
that international technical assistance would find a broad field of
action there, and the hope was expressed that thé Latin American
Institute for Economic and Social Planning, in considering its future

- programme of work, would give particular attention to those problems,
thus complementing the training programmes df other international
institutions.

6,A Means of evaluating total investment recuirements

49, While recognizing the methodological difficulties involvedy the
Semir.ar stressed that short—term plans should include an evaluation of
tobal investment rzguirenents,

50 That regquirsuent was justified by several factors., Tc begin with,
it was a basic tenet of the Alliance for Progress‘that the size of
external aid depended l.zrgely apon the extent of the action taken by
Governments to achieve full mobilization of their internal resources,

- Hence, in evaluating shorietern rizas which countries wished to submit
to international finanzial agensies for consideration; cne cf the basic
criteria should be a comparison of the external fundc requested with
the internal resources that, could be mobilizedol Such an assessment
coth, 1 endy pennde 1f the plans included an approximate evaluation of

the total imves.ment to be made,
/51. It
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51, It was recognized that there were practical difficulties involved
in determining the total amount of investment that should be included
in a plan, since the problem was no longer simply one of mobilizing the
same total amount of yresources that had been mobilized in the paste

The objeetives of the Alliance for Progress required a greater domestic
saving effort; depending on the magnitude of that domestic effort,
greater foreign resources would be forthcoming also. Both from the
point of view of each country and of the international financial
co-operation agencies, there was need for at least an aﬁproximate
caleculation of the total resources with which those basic objectives
could be brought closer to achievement, '

52 The point was made that there, as in other aspects, the element

of urgency should be reconciled with the time required for a relatively
accurate operation of that kind, Nevertheless, the formulation of a
very general diagnosis would be of assistance in evaluating the investment
recuirements which would serve to overccme the major obstacles of the
moment and to ease the most pressing social tensions. For its part,
definition of the long-term objectives of social betterment, combined
with a rough assessment of a sustained rate of expansion of production
capacity, would make it possible to evaluate the investment made to
achieve those objectives,

53, It was suggested that a realistic evaluation of a programme should
consider the status of the concrete ihvestment projects in preparation
and of the plans to be formulated, as well as.give an estimate of the
investment proposals that were not yet ready.

Te Lternational financial assistance procedures

54L¢ The Seminar stated that, in the spirit of the Alliance for Progress,
an attempt was being made to define a new method of action in Latin
America imposing new obligations both on countries and on international
agencies that provided financial assistance.
55, Heference was made to the fact that external financing institutions
generally concentrated on individual projects not immediately related to
total investment requirements, with the disadvantages referred to in
/relation to
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relation to several topics dealt with by the Seminar, However, two
matters were noted in that connexion: (a) some of the institutions
had long stressed the necessity ofibrmmlating'and executing individual
projects within the framework of sector programmes and of more general
investment programiaes, and had provided technical and financial aid for
that purpose; (b) the earmarking of external financing for specific
projects, which was likely to continue, was not a matter for concern,
but was rather a question of accounting, so long as they were parts of
more genéral programmes for which global commitments of long=term
support could be made;‘ The absence of programmes capable of eliciting -
such support has largely been responsible for the seeming rigidity of
the policies of extefnal financing institutions; plans and programmes
which follow the guidelines of the Charter of Punta del Este are a
prerequisite to obtaiﬂing the continuity and flexibility of globel
financing necessary to carry out a programme, v

56, It was stated that the financing of projects within the framowork
of a programme for which a commitment of global financing had bzen made
would lead to a better distribution of funds, since each individual
project would no longer be assessed solely on its own merits but as
part of a group of co-ordinated or interdependent projects. It was
also pointed out that in that way the preparation of projects in
specific areas and sectors would be stimslated, since the existence

of over-all resources committed in principle to the financing of
programmes would give a strong impetus to private enterprise or to

the different agencies in national administrations, It was further
noted that it could also lead to continuity and speed in the execution
of the initiatives being carried out, as funds could be transferred
from one project to another in each programme; always of course within
the same over-all volume of resources.

57. By way of illustrating the flexibility that was possible to achieve
in operations of that kind, a few specific precedents of aggregate
financing of national or regional plans or groups of projects within a

/specific sector
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specific sector were mentioned, Reference was made in particular to the
consortium formed to-contribute to the financing of India's five-year
development plan, to the flexibility in préject,and programme financing
made possible by the Social Progress Trust Fund, and to the system of
aggregate loans to development agencies being applied by the Inter-
American Develomment Bank and the International Banﬁ for Reconstruction
and Development,

58+ It was recognized that one of the chief difficulties in Latin
America in the near future would be the fact that adjustment to the
procedure mentioned would require a broad measure of coﬁsistency'and
cohesion:-in the investment programmes and in the availability of domestic
resources and a proper ratio between those and external resources, For
that reason = and also because only a few countries had made adequate
progress in the formulation of plans ~ it was felt that the change in
financing procedures should be gradual and might require a transitional
period consistent with the progress achieved in planning and administrative
organization as well as with the.improvement of the national and
international financing agencies,

59« VWithout prejudice to the continued allocation of resources to
individual projects, it was hoped that aggregate and flexible financing
operations could be applied to: (i) national short-term and long~term
plans, which complied with the principles of the Punta del Este Charter
and the essential technical requirements; (ii) regional plans envisaging
action in different sectors, all of them aimed at overcoming the
pressing problems of particularly backward areas; (iii) consistent
sectoral plans or integrated groups of related projects,

60, It was pointed out that the application of global flexible Iinancing
to the three types of plans mentioned above would necessarily remain
subject to a detailed study of the total amount of financial resources
required for their execution, to the proportion of internal and external
resources, and to the adequate preparation of the projects included in

those plans, 61, In
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6l. In addition to those basic requirements, the following technical
requirements for the application of aggregate and flexible financing

were specified: (a) plans and programmes should consist of completed
projects or of draft projects sufficiently advanced for a clear defini-
tion of their characteristics, their direct and indirect effects and

their approximate cost; (b) projects and draft projects included in a
given programme should be consistent and correlated; (c) the administrative
agency entrusted with the final preparation of the project and the agency
responsible for its execution should be indicated; (d) the programme

should include a schedule covering the stages of preparation and execution
of specific projects; and (e) the method of establishing an auditing
service to control the use of the funds should be described.

62, Reference was also made to the importance, as an essential complement
to the new procedures involved in external assistance, of the maximum
degree of co-ordination among the different international finanecial
assistance agencies in Latin America, For their part, Governments should
make a greater effort to ensure better co=ordination in the formuleation

and execution of plans, programmes and projectse

8¢ The problems involved in the preparation and evaluation

of specific projects

63, It was agreed that the lack of specific public and private investment

‘projects was one of the greatest obstacles to immediate action being
taken on the required scole and as promptly as necessary. In that
connexion, it was pointed out that in formulating plans it was essential |
to have draft projects, in the sense of studies prepared with a sufficient
technical background to enable decisions of an economic nature to be
taken, On the other hand, in order to carry out the work as well as to
cope at subsecuent stages with problems of control and efficiency, the

| final project would have to be prepared in much greater detail, for

which the assistance of expert consultants was often required,

64, Account was also taken of the desirability of interpreting a

project in a much broader sense than usual, adopting rather the notion

of action units covering all essential elements. of a project. Thus
Jactivities such
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activities such as the following would be considered as projects: supervised
credit, animal and vegetable sanitation programmes, seed multiplication,
etce In such cases, the préportion of rotating capital was generally

much larger than that of fixed capital, Operational as well as orgaeniza-
tionél and administrative'problems were also very important.

65. With respect to the scarcity of projects, a number of factors
responsible for the situation were enumerated, such as the difficulty

of mobilizing human resources for the specific elaboration of the

projects themselves, the shortage of national consultants and technicians

in very specifie problems, the lack of funds for preparing the relsvent
studies, the lack or poor quality of basic data, the inadequate knowledge

of natural resources, and the problems and cost involved in the use of
foreign consultants, Uncertainty over the amount of domestic or external
funds available for the execution stage was often another discoursging
factor,

66, Many of the participants felt that those problems could not be solved
unless the State launched an active promotion campaign directed at both

the public and private sectors,. In that connexion the idea was discussed
of creating national or regional agencies whose chief functions would be

to give methodological guidence, establish standards,é/
assistance of a technical and economic¢ character, and encourage the

render advisory

various specialized bodies whose regular work in the various ministries

or other autonomous institutions fell within the province concerned. In

the actual preparation of projects the responsibility of those agencies
would be confined to those fields of action in which the specialized
institutions were particularly weak or non-existent, However, in view

of the complexity of the many types of projects, the diversity of
techniques, the variations in respect to scale of production or economic
importance, the degree of accuracy or processing required, the differing
structure or composition of capital, etc., a very high degree of centraliza-
tion did not appear desirable,

&/ Other specific ideas expressed related to the use and distribution gf
forms and outlines containing schematic models of project presentation
in order to facilitate and reduce the cost of project elaboration.

/67 In
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67, In a plan of this nature it is essential to ensure the mobility of
the country's technical resources in accordance with the requirements of
each study, in order to build up the various task forces which would deal
with specific projects. In practice, serious obstacles would be
encountered in this aspect of the work, since it is a matter of shifting
and regrouping technical personnel belonging to various government
services, which might mean that changes must be introduced in the ’
administrative norms in force. Stress was laid on the importance of ‘
. close liaison between an organization for the promotion and co-ordination
of projects such as that suggested and the administrative machinery of
planning at the different levels at which it was introduced.
68, In order to strengthen such efforts, the need to maintain and increase
international co-operation was reaffirmed, particular importance being
‘attached to programmes for the training of personnel, Technical and
financial advisory assistance to the promotion agencies and co-ordination
of projects was another highly important channel along which the intere
national co~operation under discussion might be directed, In the same
connexion another matter of interest mentioned was the possibility of
access to the valuable experience that had gradually been accumulated by
~ the international financing institutions,
~ 69. With reference to the high cost of preparing preliminary projects,
emphasis was laid on the need for international institutions to make an .
adequate contribution to such expenditure. The hope was expressed that
agencies which had made a stort on the financing of that tyvpe of study
would simplify their formaelities and procedures so that the assistance
granted could be made available more quickly.
70+ In that field the Latin American Institute for Economic and Social
Flanning covld meke a valuable contribution which might take various
forms, such as the inclusion in the Advisony Groups of specialists in
the preparation of projects; the expancior ol %»:z’ning progremmes and
seminars; the enswering of specific inqurvizc, elcs In general terms,
the new institution might act as one of the centres for the compilation
/and diffusion
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and diffusion of Latin American experience in the preparation and formula=
tion of projects, Furthermore, the 0AS/ECLA/IDB Committee on Co-operation
might also help in that respect through the joint missions and other
activities of those bodies;z/ .

71. Besides the problems directly connected with the preparation of
projects, the Seiinar also considered those relating to criteria for
project evaluation, It was ﬁoted that a distinction should be drawm
between the various levels at which economic evaluation arose, since it
might relate, for example, to the problem of priority in respect to the
purpose for which the resources were earmarked, or again to the question
of priorities between technical alternatives serving the same end,

72, During the discussion of evaluation criteria, it was pointed out
that many types of projects obviously had a high priority., Examples
included investment contributing to the full utilization of existing
capacity, with the resultant definitive short-term increase in incoine;
projects eliminating serious bottlenecks, especially in the energy and
transport sectors; or projects which would provide employment on a large
scale, To that same category should be assigned, with reference to the
short term, other projects ready to be put into execution which implied

an expansion of exports or a saving in imports and, above all, those whose
technologically optimum dimensions would be warranted by the existence

of a common market,

735. The evaluation methods to which the Seminar devoted particular
attention included =~ apart from the well-known profit-cost estimates -
the shadow prices method, and an ad hoc working group was asked to study
the practical possibilities of its application,

7/ International co-operation might likewise be extremely useful in the
domain of studies on industrial profiles, as well as in the prepare~
tion of directories of international consultants, in which due
importance would be given to those of Latin America itself.

8/ See document The Use of Shadow Prices in Programme fvaluation, by
Se Chakravartyes.

/7he The



E/CN,12/644
Page 23

T4s The general view was that, particularly in the case of investmnent
with a high capital intensity, that method of evaluation constituted a
valuable instrument, provided it was handled with due caution, even
though in some instances its application might not be feasible in the
early stages of planning. lhenever it was used, it would be advisable
to work with a range of probable values and check the results obtained
by comparison with assessments made independently by other methods, In
any event, shadow prices would need to be estimated at the highest level
of the planning office with the co-operation of technical experts, and
the values chosen would have to be applied equally to the various
projects under consideration, with due regard to their whereabouts

and to other special factors which might prove relevant,

9. Administrative organization for the formulation, execution

and supervision of develorment plans

75« In connexion with the agenda items relating to administrative organi-
zation for the formulation, execution and supervision of development plans,
it was'unanimously agreed that the greatest importance should be attached
to establishing or strengthening administrative planning machinery in each
individual country, The initial nucleus should be able to count on full
top~level political backing, and should gradually become a permanent
 national planning system incorporated in and linked with the country's
public administration services as a whole, .
76, There was a consensus of opinion to the effect that as part of that
planning machinery a central office should.be set up to co-ordinate all
action and give shape to development plans, It should be staffed by
technical experts and briefed on cuestions of develorment policy by a
planning council, with a limited nmumber of members, which should enjoy
the benefit, as far as possible, of the participation or the influence
of the President of the Republic himself, or of the prime minister.
77« With the experience of the various Latin American countries in view,
it was suggested that the placé of the central planning agency should be
at the highest level, préferably under the Office of the President, that
/it should



E/CN,12/644
Page 24

it should meintain appropriate links with Parliament or with Congress,

and that it should include representatives of the private sector, Need=
less to say, all such requisites would have to be duly adapted to local
conditions and to the patterns of the particular countpy's institutional
organizations, - :

78, It was generally agreed that the planning agencies should enjoy

great political and administrative independence, so that their studies

and programmes ~ in conformity with the basie principles of the develomment
policy apﬁboved by the Government - might be prepared on sound technical
lines, It was considered that administrative independence should be
understood to include the availability of resources and facilities for

the recruitment of personnel, the determination of staff salaries and
promotions, and other similar matters.

79« The participants agreed that every p0351ble effort should be made

not to over~burden the planning agencies with purely administrative or
incidental tasks, so that the technical staff might concentrate on the
requisite studies and research, It was also felt that everything'poésible
should be done to ensure proper co-ordination of the activities of govern—
ment statistical offices, under the general guidance of the plamming
agenciese

80, The importence of assigning an active share in the planning process
to the various ministries and to their executive départments was
emphasized, In that connexion, the progressive establishment of .
planning offices in the ministries and decentralized.public bodies, .as
well as of project offices in the executing agencies, was advocateds

All such offices should be co-ordinated and closely Iinked to the central
agencye

8l, . The partlclpants pointed out the desirability of establlshlng, whenever
appropr;ate, according to the characteristies of the countries, planning
agencies for the various geographiéal areas or administrative divisions,
also incorporated in the over—all planning institution, which would
ordinarily be more concerned with long~term planning.
‘ ' /82, The



E/CN,12/644
Page 25

82. The participants agreed that the adoption of planning systems would
imply radical changes in the structure and operational methods of publiec
administrafion, and that to meet those needs, adequate and timely
administrative reforms should be introduc¢ed together with new modes of
operation in the legislative organs so as not to weaken the plans, The
existing ministerial machinery was not usually endowed with the
instruments required to make planning effective at all the levels at
which it was needed, _

83. On a broader plane, the participants expressed concern at the lack
of co-ordination in economic policy and the makeshift fashion in which
it was changed, often in response to purely adventitious problems,
Emphasis was laid on the need for the planning system to be organized

in such a way as to give cohesion to the decisions adopted by the
éuthorities in the various fields 6f economic¢ and social policy, To
that end, it was essential not only that long~term objectives should
have been defined with precision, but also that the planning system
should include a unit responsible for analyzing the current situation
and future prospects of the economy,  The planning effort and its
results should be constantly reviewed,

10, The role of public investment budgets

:8h. Publie investment programmes in short-term plans were essential
~instruments for the removal of the obstacles hindering adjustment of
the composition and structure of public investment to the requirements
of economic development, They should also embody the whole group of
targets to be attained by the public sector under the over-all short-
term economic and socisl development plan, and the priorities to be
assigned to the respective investment items,
85, The public investment budget crystallizing the investment prograimme
ought to contain not only the projects to be financed with the additional
external resources, but also all the projects in course of execution by
the public sector., The latter should include those activities which,
although they could not be classified strictly as capital formation,

' [were related
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‘were related to others that exerted great influence on the develorment
of sectors of production and on the provision of social services,
‘86, It was thought desirable that the budget should be consolidated,
ises, it should cover not only central government agencies but decentralized
publié institutions and local or provincial authorities, It was noted,
however, that the latter should be incorporated gradually, since there
were legal limitations and in many cases the lack of planning experience
at those administrative levels might undermine the very idea of the
necessity of planning because of the mistakes perpetrated.
87+ Special attention was devoted to the current finanecing system of
public;institutions, which were often characterized by the proliferation
of funds earmarked for specific purposes, That was a serious obstacle
to the short-term adjusﬁment of the structure of public investment to the
requirements of development. Over-decentralized and'completely‘unco-
ordinated administrative organization was likewise singled out as another
handicap, especially when there were great differences in the operational
capacity of the individual executing bodies, or when the plans carried
out were dependent on annual allocations that were too small to meet the
needs deriving from the progress of the projects, or, lastly, when
relatively substantial funds were already earmarked for projects under
Waye . '
88, Furthérmore, attention was called to the desirability of formulating
minimum investment programmes, for each institution, based on funds that
could be absolutely counted upon, as well as alternative programmes which
called for more substantial resources and which might therefore be
undertaken if there were unforeseen increases in internal or external
incomee K
89, Lastly, it was agreed that short-term public investment programmes
should be integrated with the regular national budgets, Stress was laid
on the importance of close co-~ordination between the budget offices and
the central planning offices, Over the short term in particular, it was
considered absolutely essential to make maximum use of the experience of
the budget offices in the field of economic and administrative co-ordination.
' ‘ ‘ fThe view
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The view was expressed, however, that the central planning agency, because
of the way it had to combine and integrate the financial with the physical
and human resources involved in the plan, was, in the last analysis, best
fitted to adopt decisions in that field,

11. International technical assistance requirements

90, Short~term action and the introduction or strengthening of national

planning machinery would give.rise to increased needs in the way of interm

national technical assistance, In addition to the initial work of

organizing the planning machinery and preparing over~all plans, there

would also be the task of undertaking sectoral programmes, investment

projects, administrative reforms, surveys of natural resources, changes

in fiscal policy, and other activities, ’ '

91. The Seminar recognized that the needs of the Governments in that

field would probably be far in excess of what international bodies could

provide, in view, inter alia, of the great shortage of coupetent and

_experienced staff in the planning field and the terms that would have to

be offered to such staff because of the responsibility attaching to the

type of advice they would be asked to give,

92. The shortoge of technical staff in relation to the work to be done

called for greater efficiency and better co-ordination on the part of

the international organizations in the task of increasing the rate at

which staff were trained, It was agreed that the Latin American

Institute for Economic and Social Planning would have an important

part to play in that connexion, but that as the task involved was so

vast, the co-operation of other bodies would certainly be needed in

order to avoid duplication of efforte.

93, It was pointed out that the co-operation of effort in the field of

technical assistance should be at the country level, as well as at the

level of the international organizations, The Seminar noted certain H

recent instances in which the co~ordination of all the technical assistance

received by a country had been entrusted to the planning agency itself,

Such co-ordination, in addition to making possible more effective use of

international technical assistance, should be directed toward the
/important aim
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important aim of endeavouring, whatever the effort involved, to make the
maximum use of thé trained staff who were often to be found in the country
itself but were not always given the right opportunities,.

94, With respect to the work methods of international experts and advisory
missions, it was pointed out that such work could be more effective if the
central aim was regarded as being the training of local staff, In that
way the activities of the missicns and experts would become part of the
process of technical training which, developing from that starting point,
could provide the country with a permanent technical team,

95. Lastly, the representatives of various international and governmental
organizations reported on the increased technical and financial resources
they were placing at the disposal of the Latin American countries, both
through the United Natione and other international and regional organizae
tions and through the Governments of the United States and certain
Furopean countries, It was pointed out that the inecreased availability

of fellowships, travel grants and other facilities provided by those
organizations were furnishing new training opportunities for Latin
American professional and technical workers,

12, Concluding observations

96, The foregoing summary of the main points discussed at the Seminar
shows, on the one hand, the complex nature of the subject of planning,
both long-term and shorte~term, and on the other hand, the need to improve
machinery and methods so that the couﬁtries of Latin America, which since
the Economic Conference of Punta del Este have been committed both morally
and materially to wnite their efforts to increase the pace of their
economic and social development, can proceed immediately to apply the
measures there agreed on, These must include providing the initial
impulse for the mobilization of the domestic and foreign resources required'
to attain the objectives envisaged,
97. As the foregoing sections of the present report show, the experts who
took part in the Seminar furnished a valuable body of consistent ideas,
concepts, methods and procedures appropriate to the urgent need for
initial or short-term plans to be worked out within the framework
of an economic and socieal policy with far-reaching objectives,

98, Although
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98. ‘Although there are or may be difficulties in all countries in proceed=-
ing with planning and the activities ancillary to it, the guidance provided
by the Seminar may help, in particular, the officials and departments
responsible for carrying out these activities to overcome the difficulties
and to undertake the practical measures that are needed immediatelys

99, The Seminar made it clear that in view of the political and social
problems and tensions confronting Latin America, as a result of the low
level of economic development attained in the region and the inequity of
the distribution process, it is the duty of the technical experts to
provide national authorities and political leaders with the means and
techniques for economic and social develorment programming within the
framework of the democratic institutions of the Latin American countries,
It isy, of course, essential that in addition to the use of the proper
techniques and methods, countries formulate, or if necessary review, their
policies of economic development and social progress to bring them into
line with the objectives unanimously adopted at Punta del Este, at the

same time making use of the new concepts and formulae of international
co—Qperation;

/Annex I
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Annex 11
AGENDA
I, Basic approach to short—term action

1, What should be the nature of short—term~action

(a) The present approach; possible risks

(o) NecessityAfor basing short-term action on:
(i) An investment programme covering all internal
and external resources; and
(ii) Basic definitions of economic policy and
structural reforms
2. Requireﬁents implicit in short-~term action
(2) Identification of the main problems impeding development
or aggravating social tensions |
(b) Distribution of resources in the light of long-term objectives
Problem: how to combine rapid action with the need to
establish definitions
(¢) Creation or bringing to éompletion of the institutional
organization for the formulation and execution of plans
3. External requirements
(a) Methods of financing
(b) International technical assistance

L. Economic and social projects in a short-term plan

II. Content and mefhodclogx of short-term plans
1, General frame of reference as a guide to planning

(2) Identification of the principal economic problems (bottlenecks,
‘idle capacity, unemployment, poor use of natural resources,
external or fiscal disequilibria; wastage of resources, etc.)

(b) Description of the living conditions of the population (food,
housing and related services, health, education, etc.)

(¢) Identification of the main causes of social ills (general
and specific causes)

/(d) Definition
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(d) Definition of long-term for improving living conditions and
their economi¢ implications

(e) Evaluation of total short-term investment requirements

2. The investment programme .

(a) Inventory of public investment projects under way and prcjects
or draft projects under study or in preparation

(b) Private investment projects under way that are of significance
for development purposes, and projects or draft projects under
study

(¢) Series of projects to be included in a short~term plan and
their justification

(d) Evaluation of the feasibility of the projects selected

(e) Identification of activities in which the shortage of specific
projects is particularly serious

3. The economic policy programme

(a) Determination of the basic outlook and primary objectives of
short~term economic policy
(1) Identification of the main spheres of action for shorte

term economic policy (unemployment, stagnation, inflation,
external, fiscal and regional disequilibria, etc.) .

(i)  Bvaluation of the most appropriate short-term instruments
of economlc policy for use in any given case (fiscal,
monetary, exchange, wage policy, etc.)

(111) Compatibility of short-term measures with the fundamental
aims of economic and social development (e.g. stabllizatlon,
public works, exchange policy, ete.) ‘
(b) Immedlate measures in the different fields of economic policy
(i) General measures relating to the vital short-term
' obJectives

(i1) Specific measures required to insure the implementation
and subsequent functioning of the investmeht projects
included in the investment prograume |

/(iii) Examination
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(ii1) Examination of the policy of the principal executive and
regulatory agencies. of the state with respect to the
present outlook and the modifications that are both.
necessary and feasible

(iv) Planning or implementation -~ as appropriate - of
structural reforms: agrarian, tax, educational, social
security - |

(¢) Problems presented by the new types of external assistance
(1) Implications of blanket external financing of short-term
projects and plans ,

(41) Implications of external financing of social projects
(in which the import element is relatively small)

(113) Additional external financing in relation to the volume
and structure of the. external debt

III, Preparation and execution of plans: problems, organization and
administrative machinery
1, Administrative organization for the formulation, execution and
supervision of plans

(a) The need for an institutional planning system
(i) Need for the planning to be a permanent process
(11)  Information and study machinery
(1i1) - Participation of the administration as a whole in the
planning process '
(iv) Training of technical staff
(b) How the planning system can be introduced gradually
(i) High~level organ for the formulation of development policy
(11) Technical organ for central planning
(ii1) Departmental offices for sectoral programming
(iv)  Regional planning bodies
(c) How the instruments and organization for the execution of plans
can be improved .
1) Improving the budgetary, tax and banking machinery
(1) Machinery for executive. coordination

/(iii) Improving
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(i41) Improving public administration organization and
‘ procedures . ’
(iv)  Establishing systems for verifying the results of plans
2. Role of public investment machinery
(a) Analysis of the public sector
(i) Evaluation of the composition of public investment
(41) Difficulties in the way of increasing or changing the
composition of public investment (commitments for the
completion of projects, piecemeal plans, institutional
organization and financing systems, operational capacity,
ete, ) _
(ii1) Policy, objectives, plans and projects of the executing
~ agencies
(b) Criteria governing the allocation of resources
(1) Criteria deriving from the general development programme
(11) Criteria deriving from the special analysis of the public_
| investment systen (malntenance, completion of works in
progress, inclusion of new projects, supplementary
projects, capacity to execute projects, etc.). Investment
required to increase the efficiency of the investment
_ system |
(¢) Machinery for formulation of the programme
(1) Financial programme (allocation of resources by units,
directives to be complied with) _
(14)  Programme of action and pfojects‘
3. Problems relating to the preparation of specific investment projects
(a) Function of the projects in development programming
(b) Some aspects relating to the study of the projects
(1) Social'and economic projects _
(11) The concept of preparation, presentation and evaluation
(i11)  Problems of evaluation
(iv) | Qualitative and quantltatlve dlfferences in the study and
execution of proaects. Effects on. flnanclal -and staff
requlrements and on the programme as a whole

/(v) Identlflcatlon
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(v) Identification of possible new projects
(vi) Public and private projects
(¢} Organization for the study of projects
(i) Promotion needs; identification of the causes of
‘existing shortcomings
(ii) Constituents of and design for an effective structure
for the promotion and execution of projects

(d) International co-operation

IV, International technical and financial assistance in the formmlation of
programme and projects

/Annex III
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METHODOIOGICAL PRINCIFLES FOR SHORT-TERM PROGRAMMING
Foreword

1. To assist the Latin American officials in charge of plamning in
carrying out their immediate tasks of formulating and executing economic

and social development plans, the secretariats of OﬂS and ECLA present

a succinct and practical outline of suggested guldellnes for the preparatlon
of short~term development programmes. The following notes are mainly based
on the working pabers and discussions of the Latin American Seminar on
Planning; however, they also include some points that were not fully
discussed at the Seminar but that both secretariats consider to be of practibai
importance for the more efficient performance of planning activities.&
Although scme éf these ideas originated in the Seminar discussions, it
should be pointed out that they do not always reflect a consensus of opiniop
on part of the participants. |

1, The aim of short-term programming

2., Short-term programming may be regarded as a part of long-term planning.
It may also be looked upon-as a programme for immediate action in specific
high~priority fields, which should be fofmnlated and put into effect while
integrated long-term plans for economic and soc1al development are being
prepared.

3., The choice of one or other of these criterié will depend primarily on
whether the country concerned has already drawn up its long-term development’
plan and has an administration that is capéble of éarrying it out, In any
case, the aim of short-term programming is to translate the térgets into
action and to carry planning activities into the field of practical achieve-
ments. Where there is no long-term plan, short—terim programming provides
the necessary discipline to prevent projects from being conceived as
isolated units but - and this is of great importance -~ as part of an
interrelated group, due regard being also paid to order of priority and
allotment of resources, Moreover, it entails the incorporatioh of the

econcmic policy measures that are necessary for its implementation,

 /be Thus, .
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he Thus, a short-term programme should be an essential factor in the
preparation of an integrated long~term plan, where such a plan does not
already exist,

2. Content and méthod of formulation -

(a) Analysis and determination of economic and social objectives

5. Although the short-term programme can and should be embarked upon
before a detailed long;term plan is prepared, it must obviously be related
to a general framework of broad economic and social objectives of a less
urgent nature, Hence, if short-term programming is to have real value,

some indications should be provided ‘of the direction in which the economy
should move. For this purnose, a preliminary analysis of the recent
economy's trends and prospects is required. This analysis should draw

on the information and studies available, and should not be so ambitibﬁg

in sc&pe as unnecessarily to delay the formulation of the short~term
. programme,

6. Whereas the scope of the analysis will vary from one country to another,
the main structural and institutional obstacles to economic growth should

be identified in all cases and an examination made of such problems as
production bottlenecks, idle capacity, poér use of existing resources,
fiscal and balance-of-payments disequilibria, depletion and deterigration

of natural resources and the more'obvious deficiencies in housing, public
health, education and other areas of social tensiom,

7. What is essential is to'maké é reasonable analysis without waiting for
new intensive or extensive investigations, and to use the preliminary
diagnosis (i) to determine the general lines of planning efforts, over the
short and long term, including such factors as targets for the increase

and improved distribution of income, improvement of productive efficiency
and new types of industry to be established, the fiscal, land and labour
reforms planned, manpower training targets, the social improvements
contemplated, etc.; and (ii) to identify the gaps in information and basic
knowledge. that should be filled during the execution of the short-term
programme, In fact, it would be desirable for the programme to include

.

projects for the improvement of statistical data, research on natural

/resources, cartography,

i



B/CN,12/6LL
Page L1

resources, cartography, etc, without which effective long~term planning
would be difficult if not impossible,

(b) Means of action in the public sector

8. The short-term action of the public sector has three main facets.

The first relates to the basic approach and over—all objectives in respect
of the economy as a whole, which must be indicated by the short-term
development plan., The second is connected with the exact defipition of

the role and responsibility specifically incumbent upon the public sector;
in practical terms this can be expressed in the form of a short-term public
investment plan. The third is that of the translation of this responsibility
into decisions as to what will be done during the next fiscal period. This
last implies the need to adjust the mechanics of formulating and presenting
the national budget, either by the introduction of a special capital budget
or by the gradual incorporation of programme budgeting techniques,

9. To the first of these aspects reference has been made in earlier
paragraphs, As regards the public investment plan, consideration should

be given to the inclusion not only of investment projects proper, but also
of those activities which are closely linked to the development of the
sectors of production; cases in point would be such programmes as those
concerning animal health, seed multiplication, envirommental sanitation,
research on natural resources, etc, The plan should give precise indications
of soarces of financing, distinguishing between the internal and the
external resouvrces to be mobilized,

10, The national budget must constitute a basic instrument for short-—term
action, but its immediate use for such purposes is restricted by the

purely administrative accounting methods generally adopted in drawing

it up. The first step towards ensuring a more rapid response to require~
ments in connexion with immediate action might be a more accurate break-
down of capital expenditure items, the aggregation of which would form

a special capital budget., Basically, this would be. nothing but a functional
classification of investment expenditure on the part of the central Govern-

ment ‘and of the autonomous and semi~autonomous bedies.

/11, Short-term



E/CN,12/6LL
Page 42

1l. Short-term plan, public investmenti plan and capital budget -~ or
programme budget — do not necessarily constitute succesive stages, and
there is no reason why they should hold up the public sector!s decisioas
with respect to immediate action, -They will have to be undertaken
simultaneously, even if only on the basis of highly simplified initial
outlines which will be improved upon in later phases,
12, The fuﬁctional classification referred to should be supplemented. by
an indication of the agency which will be responsible for the execution of .
the project, Furthermore, each investment proposal must comprise ~ apart
from the Justification of the project ~ an estimate of capital outlay, as
well as of overheads and operational expenditure, and a description of the
economic or social benefits which will derive from the project.
13, It is important for the investment budget to be presented together
with the budget of operational expenditure,'in order to ensure an adequate
allocation of public funds to each and thus guarantee the satisfactory
development of the projects as time goes on, For example, budgetary
provision will have to be made for sufficient funds to pay teachers! salaries
in consonance with the number of new school premises built, The best
procedure would be to extend the functional classification recommended
for the capital budget to operational expenditure,
J4. The investment plan and the capital budget are essentially instruments
of analysis and planning, and must not be interpreted as substitutes for -
the administretive budget, which must be drawn up in conformity with the
legal provisions in force, until official approval has been given to
programme budgeting techniques.
15. In practice, conceptual problems will undoubtedly arise in connexion
with the classification of expenditure, in approaching which simplified
criteria should be applied, so that, even if some shortcomings remain, the
preparation -of the programme will not be retarded,
16, There is good reason to think that many countries are already in a
.position to draw up capital budgets and investment plans which, although
as yet somewhat rough and ready, may allow a fairly rapid start to be made
on short~term plamning,

/(c) Criteria
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(c) Criteria for the evaluation and 'selection of projects

17. The analysis and objectives of economic and social improvement on
which the short-term plan is based will serve as a guide in allocating
investment resources among the different economic and social activities
(transport, industry, education, public health, etc.).

18. The selection of specific projects within each of these branches of
activity should be effected on the basis of objective evaluation criteria
in order to establish an order of priority among them. These criteria

are based on the profit ratio not only in terms of the economic yield

of the private enterprise, but also in terms of their impact on the economy
as a whole, measured by the direct and indirect effect of the project on
the gross product,

19. In applying these criteria, the use of accounting prices is advisable
wherever possible, Even if temporary values are assigned, the effect of
distortions in the prices of factors of production (salaries, interest

on capital, foreign exchange).can be substantially reduced in this way.

20, With respect to investment projects for the provision of social
services, the application of these criteria presents a difficult and in
scme ways an insuperable problen., The establishment of an order of priority
amongsuch projects is difficult because they do not lend themselves to
comparison and it is not easy to quantify the benefits to be derived from
them, It would nevertheless be useful to group them functionally so as

t0 identify ~ e.g. in sectors such as education and public health -~ those

, projects where the unit cost is relatively low,

(d) Economic policy in short—term planning

21. A point which should be stressed is that the investment budget is
‘only one instrument used in short-term plénning. Proper execution of the
programme depends not only on a clear definition of objectives and a sound
investment programme but also on a wide‘range'of ecohomic and finaneial
mneasures as well as others aimed at aéqﬁainting the public at large with
the purposes and content of the programme, - '

22, For example, monetafj and fiscal méaéﬁfes or reforms might be so
designed as to make for better utilization of idie industrial capacity
and of arable land., Tax policy might be made use of to mobilize demestic

/resources and
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resources and check inflationary pressures. Price increases resulting from
dislocations between the additional demand generated by investment expend-
iture and the availability of consumer goods might cause an upward trend
in prices, and there must be a‘readiness to apply monetary or flscal
measures at the first sign of a cumulative movement in price levels,
Measures to stimulate private initiative so as to supplement activity

in the public sector are likewise desirable,

23, In this.connexion, the planning agency would do well to consult trade
union, industrial and other groups on their role in planning, so as to |
give the public a sense of full participation in the programming process
and a clear understanding of what it is all about,

2L, Moreover, import policy should be adjusted in order to prevent the
additional foreign exchange funds from being squandered on imports of

luxury items,

3. Plamning organization

25. Although the plannihg organization should be designed in accordance with
the administrative characteristics of the individual country, there are
certain minimum operational requirements which impose a general pattern on
the organization, '

26, The planning machinery must cover all levels and areas of the public
administration. In structure this machinery consists éasentially of a
central nucleus at the highest level of the Executive, and other units

in the ministries and the main decentralized bodies of the public sector,

In addition, if the circumstances call for it, units would be set up

with responsibility for regional planning. |

27, At the initlal stage the minimum organization would consist only of

the central nucleus, having close ties with the main ministries and
decentralized bodies, These ties could take various forms: interdepartamental
committees, representation of the ministries and public bodies on the planning
agency, and vice versa, ‘ ' :

28, Links must also be established with the Legislature and with public

and private bodies such as the universities, trade unions, etc.

/29. The
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29. The planning agency would be responsible for preparing short-term and
long~term plans, and advising on the formulation of economic policy,
supervising its execution, and working out periodic revisions, In addition,
one of its main tasks would be to promote the preparation of new projects
in both the public and private sectors,

30. The preparation of the capital budget and the public investment plan,
which constitute the first step towards the effective application of the
plan, should also be the responsibility of the central planning body, The
government bodies responsible for fiscal and financial matters would
naturally contribute their advice, since the administration of funds

and the calculations of costs falls within their jurisdiction.

31, In both the preparation of plans and their execution and supervision,
a regular flow of information would be required; in fact it is true to

say that in the absence of such a flow there can be no real planning
process, In Latin America there are great gaps, breaks in continuity

and time-lags in data, and consequently one of the first tasks of the
central planning body must be to remedy this situation,

324 In the immediate future the staff of the planning agency must be
recruited mainly from the officials and professional workers = above all
economists, statisticians and engineers - already working in government
departments. This first group can be reinforced through interrational
technical assistance, especially at the stage when the planning machinery
is being put into operation, when this type of assistance would appear

to be essential,

/Annex IV
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Annex IV
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‘EVALUATION OF A SHORT-TERM 6EVELCPMENT PIAN
by Paul Rosenstein-Rodan

Introduction

An optimal short-term plan can ldgicaily be determined only within
the framework of a long-term plan, When a long-term plan has not been
completed, practical sets of rules can be devised for a short-run plan
(of, say, two years); they provide a guide toward a best possible
(second-best bBut not tenth-best) solution., In a’ short-run plan many
bottlenecks must be accepted as unavoidable., In a more flexible.long-"
term plén they can be changed, If the economic (rate of growth) and
social (equality of opportunity) objectives are given and the situation
at the starting point is known, short-term aspects of a long-run plan
can be worked out, Standards for presentation of such programmes -are

indicated below,

I, Diagnosis .

1, National income, gross and net investment, average and marginal
saving rates, foreign capital inflow, balance of payments.

2., Inventory of existing public investment and the absorptive capacity
of the public sector,

3. Rough estimate of existing excess capacity, .

L. Occupational structure, Open and disguised, long- and short-term
unemployment; its sectoral and regional distribution,

5. Over-all judgméﬁt on bottlenecks to growth:

(a) short-temm bottlenecks (e.g., social overhead capital, shortage
of skilled workers, balance of parments, regional problems,
social unrest);

(b) longef term bottlenecks,

/II, Categories
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1.

2.

3.

be

5e

IX, Categories of Priorities

Investment for z fuller utilization of existing capacity (inecluding
projects in advanced process of construction), Such projects have
obvious high priority, They provide a "Yonce 'and for all" increase
in income - essential in a short-term - but are not sufficient

to generate sustained growth.w-

Projects of "obvious" high prioritym(which would have a high

priority in any long-term plan),

Projects ready for execution which are well prepared and meet

strict criteria (including shadow pricing, see III,1): (a) removing

existing bottlenecks, (b) ‘short gestation period, (¢) export

gaining or import seving, (d) near an optimum technological
dimension which would stand up in a common market,

Labour-intensive projects designed for a rapid increase in

employment (rural public works), See III.l.,c¢ and IIIL,3,

Social development projects:

(a) Oriteria: The relative importance of economic (rate of growth)
and social objectives have to be evaluated, If too high a
proportion of total investment were channelled into "social"

- sectors the rate of growth would be low, Social investments
must be viewed, therefore, within the framework of total
investment of which they should not form so high a proportion
as to reduce the rate of growth below an agreed minimum,

(b) Distinction between projects with short (vocational training,
selective education projects) and long (abolition of illiteracy)
gestation periods, The productive efforts of a project determined
by discounting the flow of future benefits to present value,
taking account of the gestation period., The social objective
of equality of opportunity may justify a somewhat higher
priority, On the whole, however, the amount allocated for
social investment should be determinéd residually,

/111, Methods
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ITI, Methods of Evaluation

Besides familiar cost-benefit calculations, three special problems
deserve consideration:: ' o '

1, Shadow-pricing (of general importance for project evaluation)

2, Adequacy of national effort (how to increase savings)

3. BEmployment (how to reduce unemployment without undue sacrifice

of income),

l, Shadow~pricing

Market prices under perfect competition are a signalling device
steering économic resources into their optimum ailocation. Prices of
production factors then refleect their opportunity costs and should be
equal to their marginal value productivity., Competition, however, and
the investment market are imperfect in reality. Shadow prices of three
production factors instead of market prices must be used in the evaluation
of an investment programme. This is not the place to expound the full
theory of the subject; an excellent and succinct presentation is available.;/
Three operational points only may be mentioned: (i) shadow prices are .
equal to the opportunity costs, If there were only two goods-in existence,
the cost of one good is equal to that of the second good foregone; (ii) if
there are more than two goods it is not so simple to identify the opportunity
costs, The shadow prices enable us in this case to measure them, In the
terminology of programming they are the lLagrange multipliers of a
constrained optimization problem;(iii) to solve a constrained optimization
problem for many sectors is a very complex task, A good approximation
can be obtained, however, by qalcuiating.the éhadow prices of factors of
production for a simple two-sector model and then applying them to each
of the many sectors, sShadow prices can be used, therefore, as a computa=
tional shorthand method for each ﬁroject-Without having to solve each time
the optimization problem for the investmént programme as a whole, of which
the project is a part, '

-

S, Chakravarty, The Use of Shadow Prices in Programme Evaluation
(CENIS,M.I,T,, Cambridge, 1961, India Project C/61-~28).

/While an
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While an exact detemination of the shadow prices is not always
possible, operatlonally useful approx1matlons (w1th1n a lower and an
upper limit) can be calculated, They are 1nd15pensab1e for the elaboratlon
of an investment programme in underdeveloped countries,

Since conditions change in the course of development a time path of
shadow priqgg has to be.assumed‘for a long;run plan. This does not apply

in the case of a short-term (two-year) plan,

() The shadow rate of interest

Capital should not be invested in a préjeqt if the opportunity of
investing in another more profitable project is lost thereby, Since
capital markets are noﬁoriously imperfectAthe market rate of interest does
not reflect those more profitable investment opportunities missed. An
approximate shadow rate of interest should therefore be used as a
computational shorthand in order to rank projects, The lower limit of
shadow rates of interest in latin America is around 8-12 per cent say,

10 per cent, 2/ No project should be included in the investment programme
which would not cover 1nterest costs of, say, 10 per cent

g/ Using R.M, Solow's formula {as an approximation) the shadow rate. of
interest 7 is: g

T I
= W

R+

Where {? is the rate of interest, g is_the rate of vrowth R is the
savings rate of the profit receivers, Sy is the savings rate of the
wage earners, and D is the share of prOIlt income in total income,

We guess that in a "typical" Latin American country ¢ varies between
55=75 per cent, R between 15~30 per cent, W between 3-6 per cent,
Assuming a rate of growth (g) of 4.5 per cent, ¢ = 65 per cent,

R = 20 per cent, %W = 6 per cent

the rate of 1nterest

b Le5 - 1,5 - 8,68 (rounded)
VT 520+1-065 T 0.5 T
065

If the rate of growth were 5 ner cent, the rate of interest under these
conditions would be 9,6 per cent.

V/PTivate 1nvestors
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Private investors follow this rule in practice, No investment project
is undertaken if it does not -promise a return of 15 - 20 per‘cent; ‘Publie
investment projects, however, in general ngglect shadow-pricing - with grave
consequences of capital waste, Faulty allocation leads to the selection of
wrong projects, wrong technologies, wrong location, wrong pricing of the
product - and to insufficient savings of public enterprises, which .should
contribute to national capital formation.

Electric power may be used instead of numerous other examples, A shadow
rate of interést of 10 per cent will in many cases lead to the substitution
of thermal for hydroelectric projects,'to the location of thermal projects '
nearer to the market than the often distant hydroelectric projects, and to’
higher'tariffs for electric power, Vhere specific subsidies are justified,
they should be granted from the general budget, Tt is wasteful and too costly
to give them indiscriminately te those who need it and to those who do not
need it through lower prices of electric power, Prices which do-not reflect
costs cause a direct waste of resources (via lost profits) and an indirect
increased and continued waste by indueing the location of power-intensive
industries in hiéh-coét areas,

In general, shadow rates of interest will give a lower ranking to
capitdl-inténsive and long-gestation period projects,

(b) The shadow rate of exchange

Foreign exchange must be considered as a specific factor of production
in under-developed countries, Iow price elasticities of exports and imports
are the cause of a foreign exchange market which either works imperfectly
or works at an excessive expense of income growth, The scarcity of foreign
exchange should be reflected in a shadow rate of exchange which is higher
than the market rate of exchange.z/ In various Latin American countrles
. shadow prices of exchange can be estimated at 10 - 50 per cent above the
market rate, They give a measuring rod for the need of import-savings
and export gaining, While it is still uneconomical to produce bananas

3/ The use of an accounting price of foreign eychange is not necessarlly a
‘substitute for devaluation; it does not 1mply'that devaluatlon is
' necessary. .
/at the
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at the North Pole, shadow rates of'exchénge indicate to what

extent projects, which producelgoods at costs higher than prices
of equivalent imported goods should be included in the national

investment programme,

(¢) The shadow rate of wages

Where there is open and disguised unemployment, shadow rates of
wages are markedly lower than the market rates, Theoretically the
shadow rate of wages (Lagrange multiplier) is zero in such cases,
Operationally, however, an "incentive shadow rate of wages" is necessary
in order to induce the unemployed to work and to take account of the fact
that the families of the unemployed will not save all they are given as
support, once those out of work find employment, but will increase their
consumption, Many projects which would not meet the criteria of priority
'if market rates of wages are assumed, should nevertheless be included in
the development programme on the basis of shadow rates of wages which are
20 - 50 per cent lower than the market rates, These should be primarily
labour~-intensive projects which use little or no capital, An important
example is given by Rural Public Works (II.4) (fencing, embanking,
terracing, digging for minor irrigation) which use little capital and
increase the productivity of the land, although at first they do not
produce an increase in agricultural goods, If the workers live in villages
and work nearby, a wage rate lower than the market rate may induce them to
work, If they work away from their homes a market rate of wages might be
paid and subsidies would be justified (for other examples and a fuller
discussion, see III.3).

The timing of such projects and a good diagnosis of the unemployment
situation is important ﬁefe. Disguised uvnemployment is not ample in most
South American countries and is mostly concentrated in a few areas, It may net
be very important in five years! time « but it is a vital problem for any

short-term programme at present.

L/  P.N, Rosenstein-Rodan, Disguised Unemployment and Under-Employment in
Agriculture(CENIS,M, I,T,., Cambridge, 1956, Italy Project C/56-25).

/2. Adeguacy
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2. Adeguacy of national effort

(a) Foreign aid should only add a proportion to the national-
capital formation, If the national effort is inadecquate only a small
amount or no aid-should be forthcoming, The better the national effort
and the nation's absorptive capacity the higher will be the amount of
foreign aid, An important task of the Development Plan is, therefore, to
evaluate the national effort and to propose measures apt to increase it,

The best symptom and measure of national effort is the average and
marginal rate of savings - and notably the deviation between the two rates,
An underdeveloped country with a low per capita income may not be able
to save a high proportion of income; the average rate of savings may vary
fromVS ~ 8 per cent, It can save, however, a very much higher proportion
out of incfease in income; the marginal rate of savings can be twice or
more than twice as high (15 -~ 20 per cent) as the average rate of savings,

‘The mobilization of national effort must therefore be directed to
raise savings, Three sources of savings had best be considered:

(1) Private savings, They can be increased by prospects of

currency stability, by housing co-operatives, savings associations,
~and in the long run by fiscal reforms exemptihg savings from
taxation (expenditure tax), While the average rate of savings
in this sector is 4 -~ 7 per cent, the marginal rate can be
8 - 12 per cent, o
(1i) Corporate savings of the business sector are usually high
already since the ploughing back of undistributed profits
reinvests 20 ~ 35 per cent of profits, As development proceeds
the proportion in the gross national product of income originating
in this sector will rise,leading to an increase in the national
savings rate, _—
(iii) Savings in the public sector can be vastly increased even in the
short run by meking profits in mublic enterprises (see III.1.2 on

xshadOWhpricing in the public sector) and by budget surpluses,

/This is
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This is an essential part of raising the national effort; its
adequacy or inadequacy in. the short run will have to be assessed
largely on realizations in.this sector, }

(b) While foreign aid can only form a part of nation2l investment, a
higher proportion may be justified in the initial period if proper

measures are taken to achieve high marginal rates of savings,

3. Emnplovment and unemployment

Full employment is undoubtedly the first step for providing a minimum
of equality of opportunity and for realizing the objectives of the Alliance
for Progress, Full employment in an underdeveloped country is a structural
problem quite different from that in developed countries, The conflict
between productive efficiency and greéter equality in income distribution
makes it impossible to realize all social objectives overnight. Fortunately
most South American (unlike Central American) countries are not densely
populated, To reach full employment need not take as long a time as it
must take, for instance, in south-eastern Asia, In the shorter interval,
however, social growing pains are unavoidable for an underdeveloped economy,
What matters most is not to lose sight of the final goal and to see to it
that vested interests and inertia neither delay nor prevent its achievement,
Some alleviating measures can make the path less painful even though they
may well prolong it, Economic development planning can koth accelerate
growth, i.e., shorten the interval before a satisfactory standard of living
for all is reached, and indicate the selection of some welfare measures which
do not widen the interval excessively, The economic development operation
is unavoidably painful, but progress in economic¢ knowledge in the twentieth
century can make it shorter and can provide anesthetics which did not exist
in the nineteenth century,

A higher rate of growth will in the long run lead to more employment,
In the short run, however, there is a conflict between "maximum output" and
"maximum employment!, More labour-intensive but less efficient methods of

production can increase employment today at the expense of producing a

/lower~value
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lower-value output, ahd notably'less surplus which provides investible
funds for more output and employment tomorrow, A choice has to be made:
more enployment in the 1960's may mean less employment than would otherw1se
have been p0551ble in the 1970's, .

A well-thought—out development programme can nevertheless substantially
reduce the area of conflict between Wnax1mum output" and "maximum employment"
through a series of measures: - '

(a) A high shadow rate of interést will encourage more labour-intensive
methods of production, With the exception of construction and road
building, however, the effective variability of coefficients of production
in modern induStry is not great although it is not negligible in those
raw materials and products, The practical effects are, however, small
in the short run,

(b). Construction and road building offer a considerable range of
choice between labour and capital=-intensive methods of production, |
Secondary roads can be built with a minimum of fixed capital (bulldozers,
earth-moving equipment, etc,) and with plentiful labour, They may not
cost appreciably less per km since the savings on fixed capital are eaten
up by very much higher mainténance costs =~ such roads may have to be
repaired every year - but they provide plentiful employment. The same
may apply to the construction of hydroelectric installations, It is
important to overcome two obstacles to the realization of'éﬁch.a programme
which can have a considerable impact on employment in the short run: |

(1) Secondary labour-intensive roads take a very much longer time

l for their construction, A long-run road-building plan must

e exist if hand-to~mouth decisions on roads to be quickly built

are to be eliminated, ]
(ii) Contractors prefer capital-intensive methods of production
since they reduce problems of labour-handling and labour
supervision, If they are offered "cost plus profit" contracts, the
they will choose labour-extensive methods of production,
Contracts for secohdary-road building must therefore specify
a labour-intensive method of production,
/(c) While
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(¢) While 90 per cent or more of total investment will be channelled
into efficient agricultural and industrial sectors - the foundation for a
high rate of growth - they may be insufficient in the short run to establish
full employment, A special effort will have to be made to stimulate ard
organize as well as to divert a small part of investible funds (5-10 per cent)
into Rural Public Works (see II.4 and III,1.c) which contribute to
agricultural capital formastion without at first producing more agricultural
products, Such activities absorb very little capital goods or foreign
exchange but they can usefully employ many of the disguised unemployed in
rural areas, Out of the wages paid to the additionally employed in Rural
Public Works, up to one-half will be spent on food (which can be obtained
if needed by P,L. 480 surplus products) and another 25-30 per cent on home-
produced wage goods (textiles and household goods), There is no doubt that
resources for these forms of useful employment—creating activities can be
found, The real problem here is organization rather than capital, To
create it is an urgent task of the short-run plan.

(d) Timing of modernization projects is, finally, a part of the short-
run plan, If unemployment exists in an area, then employment-reducing and
efficiency~increasing projects may have to be postponed unless additional
employment—creating projects are sufficient to absorb more than the
rumbers of displaced workers, Thus super-markets may have to be delayed
even though they may reduce the cost of living and thereby stimulate in the
longer run an expansion in other industries, The same may apply to modern
factories displacing handicrafts,

IV, Economic policy as an instrument of short-term growth

Any purposeful development programme consists of two main parts:
A, 'What is to be done?" (often outlined sketchily in a "Framework
for Development!)
B, "How is it to be done?"
Objectives, priority criteria and evaluation methods for project
selection and programme coimposition do not suffice for a successful

implementation of the Plan (Part B), A coherent well co-ordinated economic

/policy must
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policy must be used throughout as a purposeful instrument of growth, A
functional economic policy for growth is onlyuanothér wofd fof de#elbpment
programming, It will have to‘determipe what part of investment is to be
undertaken in the public sectbr, but an even more important part of it

should consist in a system of incentives and disincentives apt to. encourage
or discourage private investment in certain sectors, regions or technologists
- as well as providing effeective stimuli ‘for over-all savings and investment,

Three main instruments may be considered:

1l, Monetary policy

(a) Is a selective credit policy possible in certain coqntries? Can
it secure, for instance, a sufficient supply of credit for a -
fuller utilization of existing capacity (see IT.1) or discriminate
successfully between credit for productive investment and for
consumption? Can it provide good agricultural credit supply as
well as credit for small enterprises and handicrafts? -

(b) Methods of avoiding either inflationary or deflationary pressure;

(c) Methods to reduce an undue balance of payments deficit, ete,

2, TFiscal policy

(a) Tax measures to stimulate savings (see III,2) including a budget
surplus;

(b) Tax measures as incentives and disincentives for investment in
different sectors (for instance, a "discriminatory" high tax on
luxury buildings, and a low tax on cheap buildings);

(e) Over-all fiscal policy to achieve stability, etc,

3. Hage policy

Monetary and fiscal policy alone may not suffice to achieve growth and
stability., A social consensus must be built upon principles of a wage
policy, This is, however, only possible in the long run,

L. Commercial policy

The degree of a selective infant-industry protection must be detemmined,
taking the shadow rate of exchange into account (see IIIL1,b).

/5. Incentives
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5 Incentives for asmall enterprise

Construction of industrial estates or zones, besides credit and
fiscal incentives, Industrial extension service,

6, Form of desirahle co-operation with private foreign investment

V, Organigzation and planning

l, Short-temm
2, long-temm

The institutional organization of plamning may have to be different ;
in various countries, Experience from inside and outside Latin America
should be examined,

VI, Form and amount of technical assistance

What measures can be taken to improve and accelerate the preparation

of projects,

VII. Short-term action for the preparation of a
long~run development programme

/Annex V
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Annex V
THE GOVERNMENT IWVESTMENT BUDGET IN SHORT~RANGE PLANNING
by H, Agudelo Villa, M, Noriega Morales, F, Pazos and H, Perloff

. le The use of the investment budget

The capital budget (also called the investment budget) can be a
powerful tool in short-range planning, It can help in making better
decisions about individual govermment capital projects (such as roads,
land reclamation projects, dams, school buildings, hospitals and the
like) and about individual govermment expenditure and revenue items, by
focusing attention on the inter~relationships among the projects and on
the question of priorities,

The investment budget functions most effectively if it is used in
conjunction with an over-all development plan, However, it can contribute
significantly to the making of rational decisions on economic development
even when no such plan exists, This is particularly important for countries
which do not yet have a planning organization, but do have a budgeting
mechanism, Normally it takes several years to set up a planning agency,
to staff it adequately, and to prepare sound long-range and short-range
plans, Howe#er, where a budgeting agency already exists, it can work out
arrangements for the establishments of an investment budget much more
quickly, o

The investment budget plan should be worked out co=operatively by
the budget agency and the planning agency even during the period before
the planning unit has worked out its development plans in any detail,
There are two reasons for this, First, this lays the pattern of co-operation
for the time when firm plans are avéilable and when the investment budget
will be 1argeiy a by-product of the developmental planning, Secondly,
people with a planning background and outlook are needed in preparing an
investment budget even if they do not have specific development plans to

refer to,

/The projects
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The projects of autonomous aéencies; as well as those of the central
Govermment, should be included in the investment budget (but the former.
would be subject only to the type of budgetary review provided in the
ld,W).

2, The Allianee for Propress Programme

In terms of the short-range phase of the Allisnce for Progress
programme, when countries do not gufrently lave a well-established planning
agency and short-range plans as a framework for individual projécts,'they
can use the investment budget meéhanism to great advantage, Countries that
already have planning agencies and development plans would also gain a
great deal by establishing an investment budget mechanism to sharpen up
priority decisions énd to improve finaneial planning,

This paper draws on the experience of countries in various parts of
the world that have used,investment budgets, to suggest some general
principles about this mechanism, | |

3, GCategories of budreting information

The following types'of'ihformation are called for in one form or
another: | '
1, Each proposed capital eXpenditure by & ministry or department has
to be supported, for budget review, by:

(a) a statement of need for the project;

(b) a statement on how long it will take to bulld the project
and how long it is expected to last;

(¢) a statement of total estimated cost - including the initial
capital cost, the yearly costs of maintenance and operation,
and the net indirect costs (such as the product of farmers
that will be lost because of flooding, in the case of ‘a new
dam);

(d) a statement of anticipated performance - i.e., intended -
accomplishment, with benefits indicated in financial terms

where feasible;

/(e) a
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(e) a statement of the specific means of financing to be employed,
both internal (whether it is to be financed from the general
funds, from trust funds, by borrowing, or from earnings from
the'project) and external, Where borrowing is involved,
there is also a statement on the means of repayment of the

loan and of the interest costs,

2, Each project or other capital expenditure is shown in the budget
under: '

(a) Function, This calls for a broad functional classification of
expenditures and the allocation'of costs to a specific function
such as transportation, preventive health, vocational edﬁcation,
and the like, Where a functional classification of this type
does not already exist,quite rough estimates of the expendi-
tures which fall into major categories of purposes or functions
is better than continuing to use an "object" classification by
itself (that is; a classification on the tasis of the wage
payments to employees, supplies bought, etc,, without regard
for the purpose to which such items are applied), |

(b) Sponsorship. The govermmental unit which is sponsoring the
project; or the units involved where the project is to be
carried out jointly by several ministries or public enterpriseé,

(¢) ILocation. The region or regions in which the projects will be
located, When it can be done, it is extremely useful to have
a statement on how the specific proposed capital expenditure
is related to other projects proposed for the given region,

3. A specific priority order has to be attached to each proposed capital
expenditure, ' '

b Scope
The investment budget should be presénted within the context of a
total budget showing all goverrment outlays and revenues, Thus, on the
expenditure side, in addition to the capital expenditures, there should

/be shown
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be shown all the current expenditures, fixed charges, debt redempticn,
and the like covering the expenditures of all goverrmental units, whether
regular departments or ministries, public enterprises, trust fund units,

or any other type.
5; Definitions

A number of important definitions have to be worked out in advance
so that all the govermmental agencies follow the same definitions and
procedures, The first item is the definition of what is and is not
included in the investment budget, For a country first undertaking an
investment budget, it would in all likelihood be well te include only
capital,éonstruétion items and to leave out all purchases of equipment.
However, it is possible to set down definitions which make it possible
to distinguish between large, long-lasting equipment (which is included)
and small, short-lived equipment (which is not included in the investment
budget ), Alsd, definitions have to be set down to guide the ministries in
budgeting individual capital items among the various functions, The '
breakdown of functions is not only valuable in permitting decision-makers
to know how much is being spent on, say, industrial development as compared
to agricultural development, education and health, but also to distinguish
between such items as preventive health outlays and expenditures on curative
health, | |

6. Relation to development planning

Ideally, the capital budget items should be backed by a capital
improvement (or develomment) plan, Over time, the capital budget should
be the product of a five-year or ten.year development plan and of a five-
year financial plan which would outline the financial part of the development
plan, The acceptance of the investment budget idea should in no way be
thought of as a substitute for long-range and short-range plamming, but

rather as a complement to and possible starting-point for them.

/7. Relation
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7., Relation to individual project planning

A capital or investment budget can.only be as good as the calibre of
the individual projects that go into it, The investment budget should pe
used as a technique for seeing not only that the totals make sense and
that the priorities make sense, but also that the specific projects
proposed are well thought out, are well designed and are urgently needed,
Therefore, just about the first step in investment budgeting is to set up
specific criteria to guide the various ministries and public enterprises
in preparing and presenting capital projects, It should be clear to
everyone concerned that only those projects which meet such criteria
would be included in the investment budget and, if external financing is
called for, would be included among the submitted projects, The keynote
for investment budgeting should be sound projects within a sound

development framework,

/Annex VI
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PREPARATION OF SHORT-TERM DEVELOPMENT PIANS
By H, Agudelo Villa, M, Noriega Morales, F, Pazos and H, Perloff

I, Different country situations

There are four possible types of situations with regard to the

preparation of short-term (two-year) development plans:

1,

Countries that have already prepared medium or long-term plans
(4 years or longer); or will soon complete such plans, and
(2) the plan is complete enough to qualify for full-plan financial
support. In this case, no short-term plan is necessary;
(v) the longer~temm plan is not complete enough for general plan
support, In such a case, the first two years of the longer-

range plan should be filled in and made more specific,

Countries without longer-range plans, but

(2) organized to undertake the preparation of a short-term plan,
In such cases, a short-term plan should be prepared, together
with a short-term investment budget, as a first step in the
preparation of a longer-range plan;

(b) not organized at present to undertake the preparation of a
short-term plan, Here the emphasis will have to be on the
organization of a technical mission to help in the establishment
of a planning agency, the preparation of a two~year investment
budget and the selection of individual projects that can be
justified under any circumstances,

Discussion of short-term planning will have to be geared to the special

circumstances of these various types of situations,

Each country should be asked, at the very beginning, what its own

situation is with regard to plans and planning organizations and to specify

the type of outside assistance needed,

/II. Contents
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II., Contents of two-yvear plans

1, Statement of major objectives and over-all policy strategy, with
regard to:

~ criteria employed in the choice of types of projects;

- criteria ‘diipfloyed in establishing priorities;

-~ methods to be employed in increasing the national effort,
particularly in mobilizing its own resourées for development,
including tax reform;

- incentives to encourage private enterprise and co-~operatives;

-~ incentives to encourage savings and productive investment;

- reforms to be undertaken to broaden the base of economic and
social participation and gain, and |

- criteria employed in balancing economic and social projects.

2, Diagnosis of the national economy: present and anticipated situation,
including macro-economic and other data to provide information on key
items such as national income, export-import expeci.ations and balance

of payments,.and evaluation of bottlenecks to growth, A[fbee Evaluation
of a Short-Term Development Plan 7/ |

3. Steps or procedures which have already been taken, or are about to
be taken with regard to essential machinery of goverrment planning and
administration, including

-~ planning organization;

- informatipp;machinery (adequate statistics);

~ budget, ma;hinery; -

- strengthening other administrative machinery and processes,

including personnel arrangements, planning and budgeting by

ministries, and so on,

L, Two-year consolidated publie sector plan ani budget

Summary tables presenting the key elements of the plan and its
financing, followed by these items:
-~ detailed description of each project, in priority order of
financing;

/-~ exact stage
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exact stage of plan and execution (e,ga, whether needed land has
been purchased, needed laws passed, if engineering specifications
are available, if pilot stage has been executed, if needed personnel
has been estimated, etc,j;

relation of each project to the total programme for the whole
ministry or function (i.e., for all education or all transport

or all agriculture);

estimated construction costs, year by year until completed;
estimated total costs of maintenance and replacement year by

year over at least five years;

anticipated effects of projects, negative as well as positive
(e.g., flooding of farm land in case of a dam);

detailed estimate of personnel needed in each major plan category,
and the number of such personnel required for all the projects
within the two-year plan;

detailed estimate of natural resources needed, if any (e,g., fuel,
water, land) and their availability;

description of complementary projects wherever involved, e,g,,
water and sewerage connexions in housing projects or schools

and houses needed in connexion with an industrial project;

which unit of govermment is in charge of project preparation and

execution in each case,

Individval private and co-operative (non-public) projects

Same informetion as above, wherever applicable, In case of joint

financing, cstimate of public versus private share,

6.

Over—all financial plan

How internal financing is to be achieved; total external financing,

and breakdown by types needed (long-term loans, short-term loans, grants,

Bogota funds, surplus food, etc,); anticipated impae’ of inflation and

balance of payments,

7.

Comparison of anticipated plan results with criteria established
under Charter of Punta del Este

-~ impact on economic integration;

-~ relation to commodity arrangements,
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Annex VII
THE USE OF SHADOW PRICES IN PROGRAIMME EVALUATION
by‘S. Chakravarty #

1, Introduction

Some recent works on problems of economic development have emphasized
one important proposition, i,ee.y that in underdeveloped countries one
should use "shadow prices" of productive factors rather than their
observed market prices in determining the priorities in an investment
programme;;/ By an investment programme we mean a design for determining
an optimal product mix as well &s an optimal technology for the productive
sectors, '

It is the purpose of this paper to discuss critically a range of .
issues connected with the use of shadow prices in programme evaluation,
The issues are the following: '

(a) What exactly do we mean by shadow prices?

(b) The problem of estimating shadow prices of the relevant

productive factors; |

(¢) If there exist ways of determining them approximately even

though an exact solution may be out of reach; '

(d) What the conditions are under which shadow prices would enable

an optimal assignment of priorities;

(e) 4And, finally, to see if there are situations where, although

shadow prices do not lead in general to a proper assignment
of priorities, yet within the context of an over—all optimal
programme determined directly, they may still be used to choose

between relevant alternatives within somewhat narrower

** Acknowledgements:

I am greatly indebted to Professor P,N., Rosenstein-Rodan for the sugges—
tion of the problem and his stimulating comments. I am also very grate-
ful tc Professors R, M. Solow, R. S.. Eckaus, I.M.Ds Little and :
Mr, Anisur Rahman for several penetrating discussions, None of them,
however should be held responsible for any of the views expressed heres.

1/ J. Tinbergen, The Design of Development (Baltimore, Johns Hopkins Press,-
1958); H. B, Chenery and P, G. Clark, Inter-Industry Economics (New York,
John Wiley, 1959); H. Bo Chenery, "Development Policies and Programmes",
Economie Bulletin for Latin America, Vole III, No, 1, March 1958,
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specifications, To mention a conclusion reached much later in
discussion, it may be noticed that in the more realistic situation
with which we are likely to be faced, it is only an affirmative
answer to question (e) which assigns a proper measure of importance
to shadow prices in programme evaluation,. »

So far as the estimation problems are concerned, we shall illustrate
our argunent with reference to the shadow prices of capital and foreign
exchange, which figure in common discussion as two of the most important
productive factors in the context of planning in undefdeveloped areas.

It may be thought a little surprising to use capital and foreign exchange
as two separate factorse Because our usual definition of a factor of
production runs in terms of a group of productive agents which have a
very high elasticity of substitution among themselves, but between which
and other productive agents the elasticity of substitution is zero or
nearly zero, On this basis, it may be questioned if capital and foreign
exchange are such inperfect substitutes for each other as to be described
as separate factors, It must be conceded that there is nothing a priori
about this division, It is based on the assumption - a very realistic
on¢ for many underdeveloped countries -~ that possibilities of exporting
and importing commodities at roughly unchanged prices are extremely low
or roughly non-existent. This means that substitution possibilities are
s0 severely limited.as to make it a convenient simplification to use them

as separate factors,

2s The concept and rationale of shadow prices

In the language of programming, shadow prices are nothing but the
Lagrange multipliers of a constrained optimization problem. An equivalent
way of describing them is in terms of the optimal sclution of the so-called
symmetric "duzl" provlem, Their plain economic mearing is none other than
that of marginal value productivity of the productive factors in an optimal
situation when all alternative uses have been taken into account, The reason
why shadow prices are considered to be important foir an economist is that the
neo~clasgical theory of resource allocation tells us that the value of the
national. product at given prices of final commoditics is meximized if
productive factors are employed so as to equate their value productivities

with their rentals. _ , /It so
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It so happens that the rules of the géme associated with perfect
competition elso lead to an identical result, ‘ee8es equivalence of
marginal productivities w1th rentals.  But the connexion with institue
tional aspects of perfect competition in this context is incidentals
What is, however, important is the usé'of priéeslas parameters in
deciding how much to produce, Now, there are a variety of reasons
why observed prices in an underdeveloped ecbﬁomy deviate from prices
as calculated from the optimizing solutlon of a programmlng problems
(a) the institutional context of perfect competltlon is almost entirely
absent; (b) there are structural shortages which do not respond to price
changes, In some cases this is not an un.ixed evil from the wider
sociological point of view, for example, where marginal productivity
of labouris zero, and the corresponding shedow brice of labour should.
also be zero, but the market has to assign a non-zero wage level to
labour just to keep them alive; (e) connected with (b) there is,the
probles that prices do not reflect and hence do not transmit all the
.direct and indirect influences on the cost as well as on the demand
side whichy; under smoother conditions, they would,

Now, it should be obvious that if our objective is to meximize the
value of national income, then prices which should be regarded as
pointers in planning investment are not the market prices but what
are called shadow prices, ' :

- There are, however, several questions which may'be raised at this
stage: '

(a) How do we know these shadow prices?

* (b) Even if we know them from an optimal program in the’ sense
discussed above, they may not be the appropriate ones, because
the interest of the planner may not lie in maximizing current
national income, but in seme other objective or a combination
of objectives, ' '

Question (b) is, in a sense, not an important one, because the logic

of using shadow prices is quite independent of the nature of the specific

preference function that has been set up, Shadow prices in the programming

/interpretation are
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interpretation are perfectly neutral with réspect to the type of
maximization that is employed; although their interpretation as prices
which would be realized under perféct competition is not. But there

is a somewhat related question, though a differen® one which is not
purely semantic, This is concerned with the empi:rical proposition

that planners suggest, and given the power, garfy out certain types

of investment vhich yield results over finite though long periods of
time, In certain extreme cases these projects do not yield results

at all for some time to come. In evaluating such projects, it is not
appropriate to take into account only the impact on current national
inceme, But if future experiences are to count, shadow prices calculated
as of contemporary scarcities would not be proper, In planning for '
economic development, the endowments of the relevant primary factors -
are continually changing and their scarcity aspects are therefore
shifting, Hence, what we need for such purroses is not merely the
shadow price relating to one point of time, but the development of
shadow prices over a period of time, i.e, the tine path of shadow pricese
Without such an estimate of the time path, a systematic bias mey arise
against the use of long-run projects, if the "shedow prices! implied in
maximizing current production were the only ones to be used.

Once, however, the values and time paths of these prices have been
ascertained, there is no doubt that they would greatly simplify the lack
of assigning detailed priorities. Construction of adequate "benefit~
cost" ratios for the. investment projects is possible on the basis of
these estimates only, They could then be employed to discriminate
between projects, in view of all the interdependences existing at a
point of time as well as over a period of time,

Granted what has been said above, we have to turn to guestion (a)
which, in a semnse, is the crucial one: how do we_know these proper
shadow prices? If they are known, then, the optimal pattern of capital
-accumulation is already known and Qice versa, Thus, we are not offering
the planners anything immediately practical when we advise them to solve

/a problem



E/CN,12/64
Page 73

a problem in dynamic programming?‘however‘simplified its structure
may be;g/ ' - , _

At this stage, the argment for shadow priées restsvon our ability
to devise certain approximations, which do not reéuire the solution of
a full~scale dynamic programiing problem, Thus we may firs£ solve a
programming model at a relatively very high degree of aggregation and
determine the time path of prices of important groups of productive
factors such as labour, capital and foreign exchange, Having attained
these broad estimates, we may be justified in usihg them for purposes
of assigning detailed priorities to the investment projects in various
sectors, .

Thus, the derivation of shadow prices on a more aggregative and
hence approximative basis together with the decision to maximize net
incomes or net discounted value of earnings at these prices would .
already go a long way to devising more efficient methods of programe.
evaluation, ‘

An even more approximate procedure would be to use some geneéral
qualitative features of capital accumulation in an economy uhose
structural characteristics are well~known to make certain approximate
estimates of ranges within which shadow prices of important productive
factors might be expected to lie, This is attempted in our discussion
of the shadow rate of interest on the basis of the gualitative charac~
teristics of a multi-sector growth process., Discussion on this point
is.meant only to suggest certain limits without aiming at quantiﬁative
exactitude, , . o

| Since the present practice in development programming is based almost
exclusively on the current market prices of primary factors which are
heavily out of line with their "intrinsic" values, even the use of such
approximate shadow prices would lead to a more efficient resource

allocation, provided the estimates are correct in a qualitative sense,

2/ S. Chakravarty, An Outline of a Method of Programme Evaluation,
Center for Internationzl Studies; MoI.Tey C/61-27. R. Dorfman,
P, As Samuelson and Re Solow, Linear Programming and Economic
Analysis, MeGraw-Hill, 1958.. -

/3. The
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3« The problem of estimatiorn

(a) The shadow price of foreign exchange

It is a well-known observation that the shadow price of foreign
exchange in many underdeveloped countries suffering from chronic
balance~of-payments difficulties is sybstantially higher than the -
official rate of exchange, The reason for maintaining such prices
for foreign currency is that as price elasticity of exports and
imports is quite low, the mechanism of letting a price find its own
level by equating the total demand for foreign currency with the
total supply of foreign currency either does not work or works at
the expense of income growth., Further, there is a widespread opinion
that the balance~of-paymentis difficulties of newly-developing countries:
are transitional in character, so that once certain structural changes
are well under way, excessive demand for imports or diversion of exports
to home uses may cease, thus making it possible to approximate closely
the equilibrium rate of exchange;é/

Thus while it is necessary to maintain a different official rete
of exchange from the shadow rate, the shadow rate will still be the -
appropriate one to use in order to discriminate between alternative
programmes or, in marginal cases, between alternatlive projects. Since
sectors as well as the processes within any single sector differ remark—
ably with respect to foreign exchange requirements, direct and cﬁmulative,
such discrimination is essential in order to satisfy the constraint
relating to balance-of-payments equilibrium, If whese constraints refer
to different points of time, a time path of the shadow rate of'exchange
will be involved rather than a single rate of exchange to be applied
indefinitely. The standard procedure to determine the '"shadow rate of
exchange" at a point of time is to solve a programming problem of the
following type:

3/ One may, however, argué for a’devaluation of the home currency instead
. of letting the exchange rate seek its own level. This, however, runs
. into problems that are not entirely economic in character. Further, too
frequent devaluations, depending on the variations in the import compo-
sition of the successive plans, will introduce nearly the same type of
destabilizing influence as the method of floating exchange rateses

/Maximize a
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Maximize a certain preference function, e.g. value of national
income, subject to a specification of technology and a prescribed
level of primary factors, including foreign exchange availablllty'é/
Such models have been extensively studied by_Chenery) who normally
expresses the preference function in terms of minimizing capital needed
subject to final demand restrictions, technology and foreign exchange
earnings. Chenery also includes import substitution as a built- in
choice problem, even when alternative techniques are ruled out, When
exports are not infinitely elastic, we have a problem in non-linear
programming which has also been considered by himqé/'ln keeping with
what has been said in I, if the tyve of problem considered by Chenery
in its static aspects is extended to taite into account interdependences
in time, in the. form of usual recursion relationships that characterize
a dynamic model, then the corresponding preference function can be
expressed in a nunber of ways. Some details along these lines have -
been investigated in a éomewhat_diffefent context;é/ But the upshot. of
the whole matter is to pose a problem having significant dimensions,
although part of the dimensional difficulties may be reduced by taking
advantage of block-triangularity, characterizing dynamic Leontief-type
models, The way out of these difficulties from the computatorial point
of view is the following:

Develop a programming model, linear or non=linear, which heavily
emphasizes the sectoré which engage in international trade either through
earning foreign exchange or through consuming foreign exchange on a’
significant scale, Aggregate the remaining sectors considerably. Solve

4/ The more general approach including balance~of-payments deficit (or sur-
plus), as well as the rate of growth of income in the social welfare
function cannot be implemented unless we have some method of numerically
estimating the relative rates of substitution between the different
policy objectives, No very convenient method éxists in this connextion,
notwithstanding the contribution of Frische R, Frisch, The Numerical
Determination of the Coefficients of a Preference Functiony Oslo,
(mimeographed).

5/  Chenery, He Bo and Uzawa, He, "Non-Linear Programming in Economic Deve~
lopment!, Studies in Linear and Non-ulnear Programming, edited by Arrow
Hurw1cz, 1958.

Dorfman, Samuelson, and. Solow; op.cites, chapter 12,

IQ

/the resulting
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the resulting maximization pfoblem, and ﬁheri compute the shadow rate of
exchange from this approximate analysis, This preserves a certain notion.
of optimization, which we associate w:.tn shadow prices of primary factors,
The alternative to this procedure is to compute the demand for and
supply of foreign exchange and then to determine the rate which equilibrates
the two, It should be clearly understood that sinece equilibrimn‘ is
attainable at many different levels of income, thers is no guarantee that
this equilibrium rate of exchange is the sémé' as the shadow rate of
exchange defined in the preceding paragraphs, However; such an estimate
may be useful to know as it swmmerizes all the relevant information
involved in a development plan bearing on the foreign exchange situation,
This computation may be done on.a very aggregative level, as well'as on
relatively disaggregated levels, Naturally, the accuracy of the estimates
will improve as the data become more detailed, ‘
What we elaborate in this paragraph is how all the components of demand
and supply for foreign exchange may be connecteds The following notations
are eniployed in the formula for determining the shadow rate of exéhange:
{e} =~ Column vector of exports |
e} = The corresponding row vector
wi =~ Column vector of investment deliverec by the sectors
w! = Column vector of investment received by the sec.tors
{ g} -~ Colum vector of final consumption '
p = Price level of goods produced at home
p = Vector of domestic prices . ‘
p. - Price of imports, here assumed to be homogeneous for simplicity
k -~ The shadow rate of exchange
m - The quantity of raw materials imported
n, - The quantity of investment goods imported

m, -~ Imports of consumer goods

Coefficients:

fa} ~ Leontief!s matrix of flow coefficients
{v ‘({ - Row vector of imports per unit of gross output., These may also .
’ be called non~competitive import rejuirements per unit of output.

)

~

/{vz}- Row
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} -~ Row vector of imports per unit of investment received, This
gives the import composition of the investment programme
v, = The functional dependence of imports of consumer goods on
home consumption and the relative prices at home and abroad
M =~ Total value of imports (measured in domestic prices)
E ~ Total value of exports (measured in domestic prices)
D e~ Permissible balance-of-payments deficit. This need not
be a single number, but may only indicate a range within which
the deficits shcould lie

The problem then consists in determining the value of values of 'k!
so that the balance~of=-payments delficits are confined to a certain pre~
assigned range determined by possibilities regarding foreign aid, Since
the estimates are seldon precise, it is useful to work out alternative
values.of tk! corresponding to a whole range of possibilities'relating
to 'D!', In principle, we can solve the various numerical situwations to
get a step~-function relating the shadow rate of exchange to the para-
meter !'D! assumed variable over a certain range, Assuming, however,
that the plan specifies a set of values of e 4w , and ¢ , and the
coefficients are inflexible, then 'k! is the only variable to adapt
itself to such predetermined magnitudes, It will, however, be desirable
to determine the sensitivity of 'k' to adjustment in some of the physical

magnitudes which are subject to some degree of control, e.g; w which
gives the import composition of investment or ¢ , the imports of
consumer goods, We have the following final equation for this purpose:

-

DmwMe~E
= kpmp - elp
=kp (m +m,+ m3) - e'p

™~

\ -l ' =) . ]
D= kgm {Qvl} (1 -.é) | (e+wec)+ v, {WJ + vy (cyp - pm)j
‘1\‘ el + p2e2 +. .« o + pnen ;
p fie give
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We give 'n' export quantities for generality, out some of these
will be identically equal to zero, 51nce we have sectors which do not
export anything, like serv1ces for example, The dlmen51onallt1es in
matrlx multlpllcation are also properly observed in as much as.
vy is (1 xn), (I ~a) 1 s (nxn), (e-t-w-%-c) is (nxl). Thus
the whole expression is (1 x 1) and may be multiplied by 'p ' to get
the value in foreign currency of the requlred amount, of 1mports of
raw materials,
{w; and fw% are connected by the followmng matirix equatlon-’
le iw { } where {w] is the matrlx of 1nve:tment coeff1c1entssz/

Each ‘pt may be written in the f0710w1ng way: (2) p = A kp - =l,.en¢
other terms, indicating the influence of vhatever other primary factors are
assumed to be important, Thus we have (n + 1) eqﬁations to detérmineathe .
(n & 1) inknowns, the shadow rate of exchange, k! and ‘n' domestic prices.
This eircularity arises because the production of domestic goods néeds
imports, and as such rrices of domestic goods are dependent on prlces of
1mports as erressed in domestic currency.

The above analysis may be easily extended to take into account the
heterogeneity of imports, and thus we'need not assume only oﬁe composite
type of imports which is capable of being used for various functional
purposes, The. extension is of merely algebraic nature and is thus relegated
to an appendixe | ‘

It should be apparent frdm the above discussion that exports for this
purpose have %eén assunied to be exogenously prescribed, This, is a simplifie

cation, although of a nature that is not difficult to justify, especially
when price elasticity of exports is very low or low in relation to the other

factors involved, These other factors involve the level of world demand
as determined by rising world incomes, was well s the domestic expansion

of demand for export commodities. If the price elasticities are assumed

1/ For & discussion of” this matrix, see S, Chakravarty, The Logic of
Investment Plapnlng, chapter V. North Holland Publishing Companye

/to be
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to be significant, then this may also be taken account of by a further
complication in analysis, But, théh, to retain manageability we should
have to restrict the number of sé¢ctors very considerably,
(b) The shadoy rate of interest

The shadow rate of intérest 15 commonly regarded as a concept. more
difficult than the shadow rate of fopeign exchange. One reason for this
is that in the case of foreign excharnge we are concerned exclusively
with flow magnitudes; so many imports representing a flow demand for
foreigi currency and so many exports représenting a flow supply of
I‘oreign _currency; The shadow rate of exéhange eguilibrates the demand
and supply of foreign currency, Wwith the shadow rate of interest,
howevery we are concerned with rel:stions between stock and flow, and
a very large variety of stocks at that, Iuwtier, these stocks have
different degrees of durability. 4&ll these become extremely complicated
if we W;nt to get one single measure of these stocks, as we normally do
in talking abount "the amount of capital" and "thé rate of interest”,

The presence of double index number ambiguity, one due to cross—
sectional aspects and the other due to longitudinal or intertemporal
aspects of capital, makes the interpretation of this single measure
somewhat dubious, Névertheless, it has heuristic significance, as more
rigorous models involving multiple capital goods seem to indicat_e.§/
The logically rigorous way of deriving these interest rates, one for
each Stock, which under certain circumstances equal each other, is to
specify the decision problem as one in dynamic programming, with
appropriate initial and boundary conditions., Choice of natural boundary
conditidns is not an easy question: For absence of Y"compactness® in the
pplicy space, inﬁniigy does not serve ag a proper boundary condition in
most economic problems extending over t.ime.g/

waion

<3 Samuelson, Pehe and Solow, Re M., "A Complete Capital Model Involving
t4 4
Heterogeneous Capital Goods", Quarterly Journal of Economics,
November 1956, '

9/ For a discussion of this point see: S¢ Chakravarty, On the Existence
of an Optimum Saevings Programme, CENIS, C/60-11. .
/A1l these
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All these theoretical considerations are, however, poor consolation
-for .the planner, if the policy-maker is concerngd with rationing out
scarce capital amongst a number of competing~projects. It is true
enough that if we know the solution to a full~fiedged dynamic program-
ming problem, we know at the same time the shadow rates”dfwintefeét,
because the ‘gptimum programme of capital aceumulation determines the .
shadow rates of interest. In that context; they may be used to

decentralize decision-making by permitting-simple decision ruIQSuto?be_
specified, But when that is‘not feasible, we still need a kind of
computational shorthand in order to rank projects, Whatever apprdxié

mations we may devise for coupputing the shadow rate of -interest, even’
though théy are correct in only a cualitative sense, will be.mbféluseful
than relying on the observed market rate of interest in‘economie;‘
characterized by market imperfections, ete, o

‘In the subsequent ‘parazraphs, certain considerations relating to the
shadow ‘rate.of interest are discussed under the following sets of
assumptions, ' '

(a) Where capital stocks are growing at the same proporﬁionéte;rate

and the production functions are linear and homogeneous; :

" (b) Where the relative rates of growth of “he capital stocks ate
different, but we still maintain- the’ linear homovenelty
.assunot10n° ERUME S S e

- (e) Where the production fufictions are né longer assuned to satisfy
the linear homogeneity conditions, .and’ the equi proportionate
rate of growth 6f B11:the sector does not-holls ,

We shall discuss these various cases in ‘the order presented above,
(a) The situation (a) may be further subdivided into the following
two cases: ‘(i) where there is no final demand; and (ii), where the
" system admits of final demend, iee. not all the net product is reinvested,
An illustration of case (i) is the closed dynamic model enunc1ated by
Von Neumann in the early thirties, . The spec1f1~ set-up of the Von Neumann
model: is well known'and does not require any repetition. Von Neumann
stated as the main conelusion of his investigation the now famous
/equallty between
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equality between the rate of interest and the maximum rate of balanced growth
that the system can achieve, The maximum rate of balanced growth is known

to satisfy the criterion of intertemporal efficiency., But, as such, it is
one among an infinite number of efficient paths. But what Solow and A
Samuelson have shown is that for situations referring to sufficiently‘
distant points of time, and preference functions involving terminal stocks
of different commodities, the maximal rate of steady growth is the best

way in which the system may be allowed to grow, expecting for a finite
number of time periods;_ The length of the period for which the system is
allowed to deviate from the Von Neumann model of growth is independent of
the time horizon, Admittedly, this is true for "closed systems"; €48y
systems admitting no autonomous consuwmption, But as a first apprqximation
for economies on a very*lOW'levél of real iucome, a closed rnodel, pérticu—
larly one such as Von Neumann's which allows for different patterhs of
consumption in the same way that it includes different techniques for produce
ing a particular commodity, may not be entirely dismissed out of hande.

Hence, the above consideration is not entirely irrelevant from the empirical
viewpoint, although from the purely loglcal point of view, its special
nature should be clearly understoods '

The Von Neumann model of a closed expanding economy has been generalized
by Solow and Malinvaud, who relax the assumption that all the nét,product is
reinvestede In other words, they assume the savings coefficient to be less
than unity, Despite differences in presentation, the relationship between
the rate of interesﬁ and the rate of gréwth given by the above authors is
~the same, - :

The followiﬁg expression of the relationship is due to Solowég/wh
considers both the capitalists and the wage earners to be saving constant
proportions of their incomes:

, where / is the rate of interest
' g g is the rate of growth
F ‘ ¢§ is the savings coefficient for
profit receivers
47y is the savings coefficient for
wage earners
p is the share of profit
income in .total income

It is eviident that thef > gaccording as the denominator is< 1, Now the

denominator may be written as follows: .DSE + (1'D)‘ﬁ

. - . ' " o D
10/ R. M, Solow, Notes Towards a Wickesellian Theory of Distributive Share -
(mimeographed) o /The expression
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The expression Dfﬁ + - D)ig.i§ nothing other than the weighted

average of the two savings cpefficientéor_the savings coefficient for
' o - g .

= —r— ere !s!' is the
{ 5/D wh

global savings ratio. That thié,relationship is merely a geheralization

the economy as a whole., Thus we may write

of the Von Neumann result may be be seen easily. On the specific Von
Neumann assumption that‘ri' = 1 and w = 0, the above formula indicates
£ =g When‘?h is allowed to assume positive values, there are other
constellations of the coefficients for which equality holds. Although the
formula indicates the theoretical ?ossibility that the rate of interest
may be lower than the rate of growth, whatever empirical evidence we have
rules this out as a realistic case, Thus we may be justified in considering
the equality as the limiting case,

From the data given by S.J., Patel, (Indian Economic Review, February 1956)
it appears that 's/D' in India may lie souewhere between «5 and .3 depending

on how one classifies income in the household sectors. Thus, if we assume
a maximal rate of steady gfowth of income at 4 per cent, the rate of interest
lies between 8 per cent and 12 per cent, It is obvious that, with a larger
rate of growth, the equilibrium value of the rate of interest goes u@, or
with a higher rate of savings, it falls,

The use of the above formula may enable us to calculate limits for
the shadow rate of interest if our 2 priori knowledge strongly indicates
that the "real scarcity" of capital is greater than would be indicated by
the currently ruling rate of interest. In that case, the limits are given
by the current rate, on the one hand, and by the formula connecting the
rate of interest with the meximal rate of steady growth, on the other,
The maximal rate of steady growth may be calculated on a first approximation
from the set of data usually given in the two Leontief matrices, With the
Leontief assumptions the maximal rate of steady growth is determined by
the Frobenius root of the matrix B (I - A)‘l, which is naturally nonnegative.
For more general situations, the computational difficulties would be much

greater,

11/ In using the formula for the generalized Von Neumann situation, we
should consider whether the decision on the savings rate is an optimal
one or not, If no optimality considerations may be adduced for the
savings coefficient, the rate of interest calculated from the Solow
expression would not measure the intrinsic scarcity of capital.

/There are
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'There are two points that one should remember in this context:

(a) The rate of interest as calculated on the above approach is not
"the rate of interest" as usually understocd in connexion with the capital
or money market, This should be .obvious, because the model does. not introduce
wncertainty and corresponding distinctions between various types of assets.

(b) The rate of interest as deduced from the Solow formula is different
from the pure rate of time discount, It takes into account both preductivity
and thrift, The influence of productivity is taken into account in the
numerator, while the savings coefficient subsumes the influence of thrift,
Behind thrift lies the factor of time preference, The rate of pure time
discount that is involved may be estimated if we assume that the observed
savings rate is the result of an operational decision to maximize the sum
of discounted values of consumption over a period of time, This is similar
to the famous Ramsey model of optimal savings. The difference consists in
introducing a nonzero rate of time discount which Ramsey would have found
ethically inappropriate, and in the further restriction that is involved
in reducing the '!'path maximum' problem to 2 'point maximum' problem, By a
"point maximun? problem we mean the problem of maximizing an integral of
discounted utilities, by a once~for-all choice of savings rate, The period
of time may be finite or infinite, depending on the planner'!s point of view,
In the finite case, there should be a provision for terminal equipment. Then,
for every savings rate, we can find the underlying rate of time preference.

This problem has been investigated by Tinbergen.lg/ He gives a number
of equilibrium relations involving the rate of time discount, the savings
rate, and the capital coefficient, each based on a specific hypothesis
relating to the utility function. The utility function underlying the
simplest problem is in his case a logarithmic one., It shbuld,‘however, be
noted that our ﬁroblem.here is the logical inverse to Tinbergent's problem,
He is interested in finding out the optimum ratehof savings corresponding
to any given values of the capital coefficient, and time preference. In
our case, we want to know the underlying time preference, assuming that

the savings rate is already an optimal one, other parameiers remaining the same,

12/ J. Tinbergen, "The Optimum Rate of Savings", Economic Journal, 1956
’ * /The Tinbergen
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The Tinbergen result can be generalized by introducing more general
types of production functions and utility functions other than the
logarithmic or hyperbolic ones considered by him, There is scope for
much further investigation along these lines, ‘

(¢) Ve now consider the situation when all the sectors are not
assumed to grow at the same proportionate rate, but all the relevant
production functions have the needed convexity proper:ies.

In this case, the relative prices and the interest rate are no
longer constant, Further, since the rate of growth is not a single
figure characterizing the entire process, we have to deal with the
constantly changing moving equilibria, as it were, and the relation in
which the grdwth rate stands to the rate of interest wouli therefore be
continuaily shifting., Further, 'the growth rate' in this case is itself
a somewhat ambiguous concept. Also, the various own rates of ihterest
no longer equal the own rate of interest for the numeraire ccmmodity, It
is therefore patent that we can say very little om the qﬁestion without
going the whole hog of solving a problem in dynamic programming, In
principle, an optimal solution is always possible in case (b). But to
achieve that we have to specify first the appropriate terminal conditions,
the initial stocks and the time profile of consumption over the entire
pericd. Having done that, we have to apply the usual techniques of
maximization over time. Such problems have been corisidered in the earlier
paper entitled "A Complete Model of Programme Evaluation". For a general

reference, see Dorfman, Samuelson, and Solow, Linear Programming and

Economic Analysis, chapter 12,

Lo The calculation of prioritiss

In this section we consider the method of calcnlating priorities
in an investment programme by using shadow prices, We must bear in mind
that while we calculate the benefit-cost ratios for a single project,
we do it as of a given programme, and not for the project in isolation.
This follows from the fact that the projects are necessarily interlinked,
and imply certain assumptions about the rest of the economy. Thus one
project. may be chosen from a set of competing projects, if the rest of the
programmes may be assumed to be relatively unaffecued by this choices

/We may
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We may also consider a more generalized situation where there is
a technically nonseparable collection of projects which can be singled
out for piecemeal decision-making., Now in this case this whole collection
has to be treated as one unit and the benefit-cost calculations have
to be calculated for this one unit as a whole., The word 'technical
nonseparability' is important in this connexion. The assumption of
‘linear homogeneity is crucial to the applicability of the shadow price
argument, as usually understood. This is because the logic of applying
shadow prices is, in essence, an argument for plecemeal decision-making.
Piecemeal decision-making in situations characterized by increasing
returns or significant external economies either leads to insufficient
output or to no production at all., This causes difficﬁlties with respect
to the remainder of the programme where the outputs of the above sectors
serve as technologically necessary ingredients. Thus, it appears that
in these situations the better procedure is to solve the entiig/problem

The advantage of the shadow price technique becomes considerably

simultaneocusly as an example of co-ordinated decision-making.

greater if the complex of planning problems may be assumed to be decomposable
into the following stages:
(a) How much to invest in all over a number of years;
(b) How to distribute the total investment resources among different
sectors of the economy;
(c) How to choose the best method of utilizing the resources allocated

to a sector,

13/ Possibilities of decentralized decision-making in situations
characterized by the absence of the classical homogeneity or
independence assumption have been investigated in the important
paper by Arrow, K.J. and Hurwicz, Lionel, in Essays in Honour
of Harold Hotelling, edited by R.W. Pfouts, Chapel Hill, North
Carolina,

/If the
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If the stages are strictly consecutive, we may think that the
decision on level (b) is reached on the basis of maximizing income over
a periocd of time subject to all the interdependencies in productien,
investment and consumption., This would roughly indicate how much to-
invest in each sector, If there are sectors like social overhead capital
where investment is made on grounds independent of any maximation process,
then we should consider the remaining sub-set of sectors for our decision
purposes, ' '

The decision on stage (c) can be reached on the basis of utilizing
a shadow rate of interest and for a given time profile of production, on
the requirement that the costs are minimized, '

In theory as well as practice, the stages may not be that distinct,
in which case decisions on (b) and (¢) may have to be reached simultaneously.
The shadow rate technique should then be replaced by the general methods
of dynamlc programming, '

Now let us consider the problem quantitatively, We use the following
notations: '

' A (t) ~ The investment in the project per unit time
Fi (t) ~ The foreign component of investment per wnit time
F; = aW; where 0= ag 1
g ~ The length of the gestation pericd
n - The length of the operating pericd
r ~ The shadow rate of interest
k ~ The shadow rate of exchange

D (t) =~ The current operating expenses of a project

Then the cost of a project may be calculated as follows:

We have'Fi = awi

Therefore H, = (l—a)wi where H; is the domestic component. of
investment. _ v

Since we value the foreign investment component at the shadow exchange
rate, we have:

kai; + (1 - &)W, = W (ka+ 1 - a)

W 1 ~a (1 - k)
1

/Let us
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Let us asswme that we know the timeshape on construction effort: W(t).
Then the cost of investment in the project may be calculated. as:
o

C $ vi(t) MNea -k} @4sr)® ‘% D(t) (L +r)™
=5 _ e j 2 ¥

4 The first term on the left-hand side indicates the investment that
is made during the gestation period of the project and the second part
indicates the cost that is incurred during the exploitation periecd. Now
the decision rule consists in minimizing “C" for a given time profile of
toutput!, To put it differently the projects to be compared are those
which give the same time profile of output, given by the over=-all planning
problem, Out of these projects, the one will be chosen which minimizes
total cost ovér the combined gestation and exploitation period of the

project,
s Conclusions

In this section we may briefly review the conclusions reached in the
earlier sections and dndicate the relevance of the shadow price concept
with respect to a few practical problems encountered in Indian plamming.

Briéfly stated, our discussion has clearly indicated that the technigque
of using shadow prices serves as a useful computational shorthand in devising
a relatively "efficient" system of programme evaluation., The qualification
on "efficiency" arises because in the presence of non—convexities in the
production processes of certain sectors, the shadow price device does not
enable one to reach the "efficient" constellation of the system, The
advantage from using shadow prices holds good even though the shadow prices
we use are not exact, but merely approximations, although it is important
that they should be in the right direction. Given the data, the calculation
of the shadow rate of exchange does not raise great difficulties. The
simplified procedure indicated in this paper, or thé more elaborate linear
programming method discussed by Chenery may be usefully employéd. With
respect to the shadow rate of interest, the conceptual difficulties are

greater, But if we use the approximation procedure outlined earlier in this

/paper, we
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paper, we get a range of 8 to lzupér,cent for the shadow rate of interest

under Indian conditions. The eiéct shadow rate of interest may be higher

than this, but it is unlikely that it will be lower than the range given.

‘This alréady givesfus a basis for:how to judgé projects which are economic
only if the rate of intereét is 4 perugent or 4 1/2 per cent,

The relevance of the éhadéwypriées'to‘practical problems may be
understood if we take into account the'ﬁroblem;of choosing between
importing fertilizer,. or setting up a fertilizar'plant, or machinery for
manufacturing fertilizer prbducing equipment, In the simple Austrian
models, where choice.is confined to a pair of alternatives, the cost of
one is the opportunity foregone with the other projects. This is
difficult to apply if a variety of possibilities exists for each wunit of
investment. Under such conditions, the opportunity cost of a unit of
investment is measured by its shadow rate of interest, Similarly, the cost
of a unit of import should be valued at the shadow rate of exchange, rather
than at the official rate, Now, if we take, for example, a shadow rate of
exchange of Rs. 6 to a dollar and a rate of interest lying betﬂeen 8 and
. 12 per cent, we may calculate the cost of each type of prdject, over the
. gestation period, given the time shape of the construction effort. Further,
 with a given time profile of 'output', in this case agricultural production,
we can calculate the total costs for each project €.8+, investment costs
and operating costs, Naturally, with other thlngs remalnlng the same, the
project with the lowest cost should be chosen. '

The same line of reasoning may be applled to other problems such as
the choice between various types of power stations, An interesting:
contribution in this regard is the paper by Professor P,N. Rosenstein-Rodan
on the contribution of atomie energy to Indials development prograﬁme.;é/

A1l this indicates the fruitfulness of the shadow price method in
practical policyamakihg, if the appropriate reservations are borne in mind,

L4/ P.N. Rosenstein-Rodan, Contrlbutlon of htomig Energy to a Power
Programme, C/59-15, =~ - ' . o S

/hppendix
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Appendix
The Shadow Rate of Fxchange: The General Case

This appendix deals with the case of how to determine the shadow
rate of exchange where imports consist of different types of goods,
The price of each domestic commodity in domestic currency is

given by the following equation:
P Mi=1, 2%%%)
N+ J, 2o 3

pm ,"OOO* A

P.l =k (A
. n+ 2

n+1, ipn-z-l*An-rZ, i
4 contribution of other primary factors,

Here An+1,iis the gumulative coefficiept of the first import commodity
in the production of i~ domestic commodity, We have 'n' such equations for
n! domestic commodities,

In addition we have the equation relating to the permissible balance-

of~payments deficit:

= ir e | Al _~; '12 | St
C =k (g(p ) ‘Vl I-al ;/(e+w+c)+(Pn+j)’ vgl Wy
, J ) N -

),

- (p)* (e)

Thus we have (n 4 1) equations to determine (n 4 1) prices, 'n' domestic
prices and one shadow rate of exchange,
The dimensionalities of above matrices and column vectors are as

follows:
i) (pn+j)' is a row vector of the dimension (1 x j).
ii) {v.! 1is a matrix of dimensions (j x n).
Li
iii) iI - a{ -1 is a matrix of dimension of (n x n), Thus the

product has dimension (1 x n) , hence a row vector,

iv) (e 4w 4 ¢) is a column vector of dimensions (n x 1), Thus
the first term in brackets is a scalar, indicating the total

amount spent on imports of raw materials,

M 1)
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v) irVQ} is a matrix of dimensions (j x n),
vi)  {w} is a column vector of dimensions (n x 1),

vii) The second term in brackets is (1 x 1), also a scalar, indicating

the amount spent on imports of investment goods,

viii) V3 (c’phﬁﬂ)" (pi)' is a column vector 6f dimensions (5'x 1).
The third term is also a scalar, indicating tne amount spent

on imports of consumer goods,

ix) (p)t(e) is also a scalar since (p!') is (1 x n) and (e) is (n x 1),
In thls case, exports have been exogenously determined, We may
also cons1der the more general case, where exports are determined
from within the above set of calculations, This, however, requires

a more complicated approach,

. [Annex VIIT
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Annex VITI
ECONOMIC AND SOCIAL PROJECTS IN A SHORT-TERM PROGRAMMNE

by Lduis Delwart

1, Commitments under the Charter of Punta del Este

Upon signing the Chartér of Punta del Este, each country made
specific commitments to prepare both social and economic projects, The
objectives of the Charter are not limited to a 2,5 per cent minimum rate
of per capita growth, They also include specific goals in the fields of
education, public health, potable water, and others,

2., Competition for scarce resources

Economic and social projects compete for scarce resources; however,
their effects on the economy are somewhat distinct, Eeonomic projects
have generally higher benefit/cost ratios, partly because of generally
shorter gestation periods, They also have a generally greater indirect
impact on output through greater backward and forward linkages; in addition
they usually make a greater contribution to the supply of entrepreneurship,
of industrial skills, etc, On the other hand, social projects often have
a greater employment multiplier effect, as their low foreign-currency
content reduces import leakages., They have the disadvantage, however, of
creating structures which may require excessively large maintenance and
operating expenditures for the future,

3., A definition of economic and social investment

Most definitions of economic investment revolve around the concept
of a direct contribution to productivity, as opposed to a social investment
~ whose effects on producfivity are generally felt in the long run, Finer
distinctions can undoubtedly be made. '

It might be desirable to adopt an operational definition such as used
by the institutions likely to provide the foreign financing; one might
consider the definition of the Inter—American Development Bank for example,

/which considers
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which considers eligible for social development loans in its Social Progress
Trust Fund projects in the fields of land use, _community water supply and
sanitation facilities, hou51ng for lowalncome groups, and supplementary

financing of facilities for advanced educatlon and training,

L. Historical reﬁies of secial and total investment

Historical ratios of social and total imvestment in Latin American
countries have been 15~25 per cent the hlghest ratios being found generally
in the more developed countries,

There has been a recent tendency for larger increases in forelgny
financed social investments., These may be a temporary phenoménon,
traceable to the long enduring scarcity of foreign financing for these
projects,

5 A first attempt at choice between social. and economic.
~ investments in the short run

First priority: Mandatory investments, or Ycrisis" investments, .
These'investments (economic or social), are necessary to avoid a breakdown
‘in the economic and/or the political structure of the country, (e.g, to
-avoid a violent social eruption in a given area; to avoid the immediate
breakdown of the transportation system), This category of "mandatory"
investments should be understood very narrowly.

Second priority: All the economic investmenis necessary to bring the
country to its pre-chosen (say 5 per cent) yearly rate of growth,

Third priority: Non-mandatory social investuents, which will then
become a residual,

This suggested classification is meant only as a first approximation;
it will be revised in the light of political and other con31deratlons, it
may also have to be revised somewhat to allow for the 1nter~1ndustry

impact of each category of investment,

~/6. Dual
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6, Dual nature of economic and social investment

Virtually all economic investments have a (small.or large) social
impact; the reverse holds true for social investments,

There are, however, types of economic investment with a high social
impact, This applies, for example, to all investment which tends to
reduce the cost of basic necessities, such as processed foods, clothing,
furniture; it applies alsc to all investment which is highly labour-
intensive, Inversely, on-the-~job accelerated training is a social
investment with high economic impact; the same can be said for most
aspects of preventive medicine, .

Social investment need not be very expensive to produce noticeable
results (country schools with just a thatch roof, four poles, and no walls;
water supply to poor urban areas by means of a single copper tube),

7. Constraints placed on the choice between social and economic
investment in the two-vear programme

Physical restraints: All work in progress must have priority,
whether it be of an economic or of a social nature,

Institutional constraints:

~ such as imposed by budgets already voted, even for the following year:

~ legislation providing for the earmarking of funds (gasoline tax
receipts must be spent on highways);

-~ inhibiting local legislation;

~ absence of the necessary executive or administrative mechanisms
to carry out certain types of otherwise desirable economic or
social projects within the two-year period; ‘

~ ccnstraints placed by the fields of operation of the various
financial agencies; each agency prefers to finance certain types
of operation; the foreign financial component of a country!'s
programme will have to.adjust to the composite preferences of

the financial agencies,

/8. Non-investment
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8. an—investmenﬁyeffécfs of a sccial policy

The "qualified residual" méthod of arriving at social investment
may have a relatively small raﬁio of social investmert in a given country,
However, a strong soéiél policy can be followed without vast expenditures
on social projects, provided however, that vigorous policy measures are
taken in the fields of wages, tariffs, taxes, credit and land reform,

/Annex IX
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Annex IX
THE PLAN OF ACTION OF SAC PAULO

A statement on the technigue adopted for preparation
of the Plan

by the Planning Group

Introduction

The purpose of this statement is to provide the Working Group that
is preparing the documents to be presented by the delegation of Brazil
at the forthcoming meeting at Montevideo with succinet information on the
methodology followed in the preparation of the Plan of Action of the
present Government of the State of Sao Paulo, and to give an idea of the
structure and functioning of the financial system and systems of control
used to check on the implementation of the plan, Because so little -time
was available, it was decided to include in this statement only those
aspects not dealt with explicity in documents already issved on the Flan
or in the annual messages of Governor Carvalho Pinto to the State Legislative

Assembly,

1. Preparation of the plan

1., The first step in the preparation of the Plan of Action and the
introeduction of a system of budgets by programmes for the State of Sao
Paulo took the form of consultations with the entire State Administratson
on the needs to be met and the programmes to be carried out. Thus,

Decree No. 34 656 of 12 February 1959, which created a Planning Group, at
the same time provided that all state agencies, including autonomecus and
Joint official and private institutions, should submit statements on the
fundamental problems involved in the execution of the works and services
which they were expected to accomplish, The same decree required that
these statements be accompanied by suggestions that might help to solve
budget estimate problems and the corresponding programme of activities for
a period of four years, an approximate indication of the volume of financial
resources needed to carry out the works and services, and a brief statement

in support of the programmes,
/2. As
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2, As it received these various programmes, the Plamming Group attempted
to analyse them from two standpoints:

(a) The needs of the various divisions of the State Administration
(education, health, etc.) and the economic and social development
of the State; and | ‘

(b) The consistency of each programmé with the programmes of other
State agencies.

In this way an attempt was made not only to incorporate into the
objectives of the Plan those projects that had already been analysed, but
also to see that those objectives were mutually compatible and not
contradictory, and to create conditions that would favour the continuance
of the process of the Statets economic growth,

3., Later the results of that analysis were discussed with the agencies ,
concerned, a procedure that in many cases led to the reshaping of certain
projects or the improvement of others. In this manner it was possible
for the State Administration to participate amply in the formulation of
the Plan and at the same time to assume joint respensibility for the
implementation of the programmes presented,
| 4. During the entire period of preparation of the sectoral programmes,
the Planning Group made an analysis of the evolution of the Sao Paulo
economy over the last twelve years, and attempted o determine the changes
that have occurred in the structure of the Statets real product. The
development of the Statets agriculture and industry in the period 1947-58 was
also analysed, with special attention paid to tendencies toward change in
the production structure of those two sectors., This latter analysis
revealed certain areas in which the State Govermment could take action
under its constituional authority, and thus help o guarantee continued
economic development at a rate similar to that noted in the recent past,
5« With respect to the financing of the programmes, the basic policy
adopted was to prepare and carry out a plan that would fit into the State
Government's present normal sources of revenue; that is, without
increasing taxes or creating new sources of funds by levying new taxes,

and not containing specific provisions on the exccution of the programmes.

/The‘intention
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The intention of that type of planning was to achieve a better utilization

of the resources of the State Government!s financing agencies (Banco del
Estado de Sao Paulo, Caixa Econdmica Estadual, and Instituto de Previdencia

do Estado de Sao Paulo). , '

6, Pursuant to that policy, in order to estimate the funds available for
execution of the Plan, the Planning Group, working together with the Treasury
Department, undertook an analysis and projection of State revenues and expen-
ditures for a period of four years, noting particularly, in the case of
expenditures, the proportion allocated to pay administrative costs in connexion
with investments,

7. On the basis of thr expenditures contemplated for 1959, current expen-
ditures were projected, distinguishing for this purpose between those for
payrolls, those for the purchase of materials, and those for services and
other charges,

8. With reference to personnel, two kinds of incfeases were considered:

one deriving from salary increases, which is a general administrative measure
and which can therefore be programmed; and the other deriving from increases
in staff, made necessary by execution of the investment plan itself, a factor
that always entails increased services., Two types of increase were also
projected for expenditures for materials and services, one resulting from the
rise in the price level, which was handled by adopting a rate of inflation over
the prices that prevailed at the beginning of 1959, and the other deriving frem
the above~mentioned expansion of services, which led to the allocation of a
specific amount of funds to meet this type of increase.

9. After adding those items for administrative costs and.other legal charges,
and checking them against the estimate of expenditures, a balance of approxi-
mately 100 billion cruzeiros was obtained, which represented the estimated
available funds that could be allocated to investment during the remaining
four years of the present administration.

10. VWith respect to the programmes submitted by the varicus State agencies
and the volume of new resources necessary for their execution, or in other
words, deducting from the necessary total the expenditures for which funds
were in some way assured (specific earmarking through previous legislation,
financing already provided for, etc.), it was possible to distribute those

100 billion cruzeiros &among the various sectors of activity for each fiscal

year, 2, Approval
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2. Approval of the plan

11. Under the present sturcture of the distribution of powers, the
competence of the Legislature to approve govermmental plans derives
from the authorization of the Executive Branch to ado@t the measures
necessary to implement the Plan, especially the highly necessary ‘
financial measures, This -authorization is an indispensable condition
to making the expenditures, and it is normally granted once each year
through. the vote on and approval of the budget, ' '

12, This situation was duly considered, and once the objectives to be
attained in the principal divisjions of the State Goverrment during the
Administration's term of office had been established and the distribution
of resources determined, a bill was prepared containing the necessary
financial provisions to put the Plan of Action into =ffect., This bill
became Law N° 5 LL4L of 17 November 1959,

1
3¢ Objectives of the plan =

13, The general purpose of the Plan of Action is to improve aud bring
up to date the activities of the State in order to place them on a level

appropriate to the progress of Szo Paulo, The Plan is oriented toward

... two broad groups of investments:

(a) Investments designed to improve the condition of the people;
that is, investments to raise the level of the welfare and
' productivity of the pOpuiation; and
(b) Investments to promote developrment; that is, large investments
- in the infrastructure of the economy and in programmes to develop
and give incentives to agricultural and industrial expansion,
14, A total of 30,7 per cent of available financial resources or
30,725 billion cruzeiros, was allocated to the improvement of the condition
of the people, distributed as follows:
(a) For Education, Culture, and Research, the considerable sum of
14,682 billion cruzeiros was allocated, “he following outstanding

objectives, among others, having been programmed: construction

;/ A complete detailed list of the objectives of the Plan of Action is
given in the publication entitled Gobierno Carvalho Pinto, Plan de

Accidn 1959-1963, Sao Paulo, 1959,pp. 45-50.

/and installation
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and installation of 7,000 primary school classrooms with capacity
for 110,000 pupils; construction and equipment of 30 industrial
education units; definitive installation of the Armando de Salles
Oliveira University; and construction of a foundation to handle
problems of technical and scientific research,

(b) For Justice and Public Security, to which 5,325 billion cruzeiros
are to be allocated, various projects and the purchase of equipment
were programmed with a view to solving problems relating to needy

children, Jjails, new equipment for police services, and effective

and more rapid court services,

(¢) Public Health and Social Welfare will absorb 9,518 billion
cruzeiros destined not only to provide 100 medical and health
stations, 75 child care statidns, 93 pre-natal services, and
a nunber of welfare centres, hospitals, and dispensaries in
both the capital and the rest of the State, but also to finance
an extensive campaign for the eradication of malaria covering
a population of 2,7 million inhatitants, and to provide
18 million days of bed care in order to expand free hospital
assistance,

(d) The investment of 1.2 billion cruzeiros was also programmed
to expand water supplies and sewers in the capital and to
finance the installation or expansion of these services in
a large number of cities in the rest of the State.

15. To improve the infrastructure approximately 42 billion cruzeiros
were allocated for investment in electric power, railways, highways,
municipal bridges, airports, ports and navigation,
16, An outstanding undertaking of vital impOrtance to the continuance
of the process of development is thé programme for construction of
electric power plants, which by 1963 should increase the potential of
the State by more than 900,000 kilowatts, This programme also includes
initiation of construction work on the Jupid plant and the Urubupungs
system, which upon completion will have an installed capacity of close
to 3 million kilowatts, ' ' "

/17. In
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17, In the effort to improve the infrastructure of the State's economy,

it was also planned to modernize and provide new equipment for the State
railways, and to construct 1,600 kilometres of new highways and to pave
3,000 kilometres, The sum of 19.8 billion and 7,9 billion cruzeiros were
allocated to highways and railways, respectively,.

18, The sector of agricultural and industrial development and expansion
encompasses programmes in the fields of research, rural extension, supplies,
expansion of the network of storage plants and silos, and the institution
of a system of medium - and long-term credits, in order to encourage private
investment in agriculture and industry. Funds amounting to 27.2 million
cruzeiros were allocated to these items.

19, These funds are intended for the installation and proper equipping

of agricultural development facilities of the State, such as the construction
and equipment of 308 agricultural centres, 24 mechanization stations,

15 seed stations, 3 training and research centres, / intermediate fishery
stations, 27 conservation units, 18 zootechnical stztions, 8 experiment farms,
12 demonstration areas, etc, Moreover, the funds will make it possible

to expand the existing network of storage plants and silos through the
construction of units offering an additional capacity of 80,000 tons of
storage space and 150,000 tons of silo space; the construction and equipment
of a supply centre; the establishment of three medium~ and long-term
financing funds, and the participation of the State as a minority
shareholder in projects for the installation of large-size basic industries,
20, The aforesaid finencing funds, which will be &dministered by separate
boards comprised of representatives of the State and of the private

sector of the economy, will be made available to agricu%}g;e and industry
by the Banco do Estado de Sao Paulo, S,A., through the ré&ently created
Economic Expansion Division, The Agricultural and Livestock Expansion

Fund, which has resources amounting to 7.250 billion cruzeiros, is
intended chiefly to accelerate the process of providing capital for and
modernizing primary economic activities through the financing of
investments in agriculture or in industries direqtly related thereto,

The Basic Industry Expansion Fund is intended to Iinance, on a medium- and

/long-term basis,
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long-term basis, the installation and expansion of small and medium-size
industries engaged in activities that are considered basic, The Fund for

the Finaneing of Production Industries is designed to provide the Sao Paulo
capital-goods industry with medium-term financing for its sales throughout
the national territory, As is apparent, these Funds represent a contribution
by the State to the maintenance of Sao Paulo's rate of economic development,
and it will be noted that under the Flan of Action resources amounting

to 10,250 billion cruzeiros, distributed in equal parts among the Funds,

were allocated to these purposes,

L4, Administrative organization for planning

21, The same decree which set up rules for the co-ordination and planning
of the State's services and works and which led to the establishment of

a plamning system in Sao Paulo, also created under the Office of the
Governor a Planning Group to,acf as a direct advisory body for the Chief
Executive of the Stateag/

In addition to its regular members - almost all of whom are
technicians from other agencies of the State Goverrment and who continue
to serve in their regular posts -~ the Planning Groupiconsists of a single
technical team charged with carrying out all of the tasks and duties
entrusted to the body, This team is directed, on the technical side; by
ain executive secretary, and the task of co-ordinating the work of the
Group with the higher authorities of the various State departments and
of making the preliminary analysis of the political aspects of the
programmes is assighed to a co-ordinator,

22, The first important task that the Planning Group had to carry out
was, obviously enough, to study the Plan of Action, However, since
planning is a permanent process that is beiﬁg progressively established

in the State Administration, the activities of the Group did not cease
with the preparation of the plan and the appropriate bill, There was
merely a change in its fundamental activity,

23, After the Plan of Action was appfovad, the PlanningAGroup‘s principal
job was to see that the Plan was implemented, It acts as a centre, toward

which 211 information on the execution of the Plan is channelled, to be

2/ Decree N° 34,656, 12 February 1959, Article 2,
/analysed and
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analysed and summarized, in order to serve as a basis for the Governor’s
decisions,é/ Its work also includes keeping up to date on the economic,
financial, and social develorment of the State and thke country, especially
with respect to the economic and financial policy followed by the Federal
Govermment and the effects of that policy on the State'!s economy,

2l,, Those two types of control provide the Planning Group with the

basic elements needed for revision of the Plan with respect to its
objectives, the methods followed, time limits, or tke time to put the
programmes into practice,

25, Another task incumbent upon the Planning Group is to analyse the
proposed works and services required to achieve the objectives pursued,

in order to assist the Governor in making his decisions. These projects
are submitted by the Administration and they specify the general programmes
envisaged in the Plan of Action, The analysis is crdinarily made in
comexion with the procedure of making the necessary funds available,

with due account being given to co-ordination betwsen the plans and the
means for financing them,

26, The Planning Group also has the duty of undertaking substantive
studies of existing problems connected with the gcovermmental activities

of the State, with a view to0 laying the groundwork for long-term plamning,
Pursuant to this responsibility, and at the express behest of the Governor
of the State, the Planning Group is currently studying a Second Plan of
Action which the present Governor will present to his successor, together:
with a subsidy to continue the administrative work,

27, In brief, the Planning Group operates as an advisory agency to serve
the Governor of the State in co-ordinating goverimental economic and
financial activity, It also acts as a technical assistance agency for

the various departments of the State Goverrment in programming their

activities.

3/ See chapter VII, where the control functions are dealt with in
greater detail, :

/280 'I’he
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28, The principlé underlying the planning system adopted by the
Govermment of the State of Sdo Paulo recognizes the fact that the
Administration should share in the responsibility of the planning,

Thus, the agencies that are to execute the plans will also have
responsibility for planning their activities in accordance with the
Governorts directives and can use all the fund of knowledge accumulated
over a period of years, thanks to the permanent contact maintained with
the problems that must be solved by the Administration, In this respect,
the work of the Planning Group in the early state consists of helping the
various agencies, through its technicians, in the preparation of their
programmes, keeping those directives in mind and, at the next state, in
co~-ordinating the various programmes submitted, In some cases this
assistance may even take the form of participation by the technicians

of the Planning Group in the preparation of the plans, in co-operation,
of course, with the technical experts of the agencies that will implement
the plans.

29, Because responsibility for preparation of the plans was assigned to
the agencies that will eventually implement them, these agencies found
themselves obliged to set up their own planning services or to improve
those that already existed, Thus, planning offices were created in

the various State departments, whose function is to perform the same
duties for the secretaries of those departments as the Planning Group
periorms for the Governor, In almost all the State departments control
services were also set up which will co-ordinate with the central control
exercised by the Planning Group. .

30. Since the planning system adopted in Sao Paulo is based on co-ordination
between planning and the budget, 2 sound system of budget offices
distributed throughout the State Administration is of very great importance,
and so is also the relationship between such offices and the Planning
Group, The existence of such a system and its effective liaison with the
Group explain in large part the rapidity with which the process of
plenning the budget by programmes was adopted,

/3l. Preparation
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31, Preparation of the budget in Sao Paulo is the responsibility of

the Budget Division, under the Office of the Comptroller General of the
State, and the Budget Committees, During the preparation stage, the
former makes an analysis to see whether the budget classification of

the proposals submitted is correct, and it prepares the budget document
and its annexes; after the budget goes into force, the principal
responsability of the said office is to handle the accounts. In each
State department there is a Permanent Budget Committee, which must
direct and supervise the preparation of the individual budget proposals
of the various administrative units of the department concerned, adhering
to the budget policy and rules, current legislation, and the limits set .
on expenditures, The Committee aléo examines the individual budget
proposals and co-ordinates them in the particular dspartmentfs total
budget, In the Treasury Department there is a Central Budget Committee,
of which the chairman is the Secretary of the Treasury himself, and which,
together with the Planning Group, studies and suggests the lines along
which the budget policy to be followed for the fiscal year should be
defined, and prepares instructions for the preparation and application
of the budget, This Central Committee also controls the implementation
of the budget through making available the funds earmarked for the
various services, ,

32, 7o sumarize, the administrarive organization for the planhing of
the economic and financial activities of the State of Sao Paulo consists
of the Planning Group, the Central Budget Committee, and the Budget
Division, the last two being under the Department of the Treasury, and
the planning, budget, and control units of the other State departments
and autonomous administrative agencies, In view of the structure of the
financial system as it has been appfoved, the exz=cution of the Plan of
Action requires the co-ordinated work of all these bodies, as will be
seen further in this report,

/5. Structure
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5e Structure of the approved financial system

33, Law N°® 5,444 authorized the Executive Branch to spend during the
period 1959~62 up to 100 billion cruzeiros, within the limits of the distri-
bution by sectors apd fiscal years as set forth in the table annexed to the
seid law,

3Lo Tc meet the expenditures resulting from that law, the Legislative Branch
was fursher authorized to zllocate supplementary credits, which will be
expended in various years (up to 31 January 1943), to a limit of 100 billion
cruzeiros, and to enter into credit operations up to the same limit in order
to finance the authorized credits,

35. By reason of these authorizations - which represent approval of an
investment budgst for a number of years - the Executive Branch was potentially
and legally authorized to carry out the Plan of Action on the margin of the
ordinary budget and to finance the costs with funds additional to those ob-
tained frem tax collections and other ordinary revenues, However, this was
not the primary interest of the State Govermment, The purpose of that broader
authorization was to guarantee conditions in advance for the full execution
of the plan, the law having provided for a system of co-ordination between
the costs of the Plan of Actioﬁ and the ordinary budget,as .will be seen below,
36, The financial machinery approved by means of an over-all authorization
covering a number of years - after the budget allocations had been specified
simply by sector and by year — also determined the conditions for implement-
ation of the Plan of Action with the necessary continuity; funds were provided
at the very beginning for all the projects, including those that normally
extend beyond one fiscal year, Furthermore, this mecarism guarantees the
execution of works in shorter periosds of time and at lower costs, since it
eliminates or reduces the bureaucratic delays resulting froa the interruntions
inherent in transfers from one fiscal year to another, such as occur when
legislative authorizations are strictly annual and must be renewed each year
through the budget, Since there is now no danger of interruption in the pay-
ments, the additional charges that lenders or suppliers customarily include in
the oprice of works or supplies of materials to protect themselves against
possible delays have been reduced or eliminated, Another factor that helps to
reduce costs is the programming and executionlbf the great volume of works

provided for in the Plan of Action, This leads lenders to make readjustments

/and they
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and they prefer to increase their earnings by undertaking a greater number
of projects, despite a reduced profit per unit, h

37. By limiting the allocation of funds to sectors only, the necessary flex~
ibility in programme execution was insured, for this makes it possible to
revise programmes when the circumstanceé confronting the State Govermment at
' any given time so require, This mechanism also makes possible a better dis-
tribution of funds among the various programmes, and concentration, when
necessary, on certain priority projects, Thus the undesirable practice of
thinly spreading out investment funds to undertake a series of works,a commor:
occurrence in public budgets in which the items are discussed and approved,
and each one specifically determined, was eliminated, This system of breaking
up the funds which, as has been demonstrated, leads to losses, and the unwise
use of budget funds earmarked for investment was discarded, thanks to the
financial mechanism of the Plan of Action,

.38. The reconciliation between continuing planning on a four-year basis and
the ordinary budget, subject to the constitutional requirements in regard to
yearly, unified, and over-all budgets, was dealt with by providing for the
inclusion in the budgets for the fiscal years 1960,1961,and 1962, of the funds
for the investments that would be made in accorcance with the work plan prep—
ared for each of those years.k/ Hdwever, when recourse to supplementary cred-
its was authorized, the Executive Branch was empowered to use alternatively,
in relation to each investment; either the corresponding budgetary funds or
allocations of additional credits, This involves no risk of duplication be-
cause, by virtue of the approved mechanism, all expenditures actually made to
the account of budgetary funds will be deducted from the total authorization
of the lQOAbillion cruzeiros, Provision was further made for the transfer
to the following fiscal year of each year'!s unexpended balances - considered
in relation to the annual limits fixed in the table specifying the distribution
of investment by sectors and with due regard for allocntion to the same sectOr.é/
39. These provisions authorize the opening of additional credit in one year,
to be charged against the following year, when actual expenditures reach the
limits fixed by the law, This system was adopted because in the public f£inan~
cial mechanism there is a lag between the time when the expenditure is obli=-

gated (or promised) and the time when it is actually made,The lag is still
L/ irticle 5 of the law cited. | '

5/ Article 5, single paragraph, of the law cited,

&/ Article 1 (2) of the law cited, /ereater with
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greater with respect to investment and, above all works projects, because
the obligation is contractéd when the bids on the projects are opened, and
the final payment does not take place until eighteen months later,

L0, To complete the co-ordination of the Plan of Action with the normal
budget, provision was made, aside from the alternative of credit operation,
to cover the additional credits by using surplus revenues, that is,
surpluses of budgetary fiscal revenues (from taxes, state properties, etc.)
actually received over and above those envisaged in the budget,* This
measure provides that when additional credits are use, they may be

covered by tax revenues,

L1, The limit of 100 billion cfuzeiros for the opening of additional
credits authorized by law N°® 5,444 does not represent the total financing
of the whole physical programme contemplated in the objectives of the ;
various sections of the Plan of Action, either because they were not
included in that authorization or because legislative authorization is

not required for expenditures that will be made by using the following:

(2) Funds already insured by constitutional provisions or normal
legislation and obtained from either State or Federal budgets
(transfers from the National to the State Government), This is
the case with expenditures charged against the State Electrification
Plan, which is financed by funds obtained from a surtax on state
taxes (Law N°® 3,329); the highway programme, which is partly
financed by funds allocated from the National Highway Fund
and the National Paving Fund; etc; and

(b) Financing made available by credit institutions for specific
programmes, This includes the following: water supply and sewer
programmes in the interior of the State financed by loans from the
Caja Econfmica Estadual [TState Economic Pund_7 certain public
building progrmmnes financed by the Sao Paulo Insurance Institute;
and electric power, railway, and other projects financed by the

National Economic Development Bank and foreign credit institutions,

7/ Article 6 (3) of the law cited,
: - " /6. Operation
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" 6. Operation of the financiél-syStem

A, Gehéfai'grincigles B | _
42. In thé execution of the Plan of Action, the principle adobted_in
reference to its financial aspect has been to cover its costs with the
State's ordinary revenues, that is, funds obtainéd from tax collections
and other ordinary income, although, as noted above, credit operations
have been authorized, As early as 1959, before Law No. 5 L44 was approved,
a first portidn of £he Plan was included in the readjustment of budget . .
items, covered formally by‘credit operations and by surplus funds accruing.
from tax collections, In subsequent years the rule has been to include
a part 6f the contemplated.expenditures in the annual budgets. .
L3, As pointed out, planning cannot be dissociated from the budget, for
planning constitutes the method of selecting the means and determining, -
how to implement them; it is, therefore, the instrument that furnishes
the Government with the elements it needs to set up and carry out a programme
of work, and the budget in turn is the instrument that determines how that
programme of work is to be financed, The inseparability of these two
techniques hav1ng been acknowledged, the process celled budgeting by
programme was adopted, which results in a budget whose items represent,
not more authorizations for the payment of salaries, services, or the
purchase of materials, but an allocation of funds for the execution of
work programmes a8 distinct and well-defined units.
L4, With the adoption of the budget by programmes, the Plannlng Group began
to participate in the entire budget process, from the formulation of the
pertinent poiicy and the preparation of the budget proposal and-plansﬁof
work, to supervision and control of the implementation of the budget. The
Group also_undertook the additional task of introducing the abovg—mentioned
technical improvements in the process of budgeting by programmes, aside
from the economic and financial studies it made to assist in determining
the State's budget policy, and the other activities mentioned in the various
sections of this report, N . .
45. In order to co~ordinate the inclusion in the budget of the 1tems for
the Plan of Actlon, which involve investments over a number of years, with
the allocation of funds for payment of current charges and services, the
budget accounts were divided into three large groups:

/(a) Existing
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(a) Existing services, that is, the items necessafy for the
maintaining and functioning of services and charges existing at the time
the budget estimate is prepared;
| (b) Expansion of Qublic'servicea, which includes all allocations
necessary to cover the cost of the expansion of existing services end the
initiation and operation of new services during the budget year. Programmes
of expenditures covered by items included under the heading of "Expansion
of Pub;ic Services" in one year are incorporated in the budget of the
following year under the heading of "Existing Services", following the
normal classification of the expenditures concerned; and

(¢) Investments in public services, that is, the allocations of funds
covering costs of investment and the financing connected with implementation
of‘the Plan of Action,
46, This distinction between current accounts and capital accounts,
recommended by medern budget practices, was found to be necessary, not only
to ensure the funds for investment through fiscal savings, but also to
guarantee the execution of long-range programmes,the structure of these
latter accounts clearly being different from the structure of current
expenditure accounts, It was also found to be necessary in order to achieve
a better programming and control of expenditures such as those pertaining
to the maintenance of the administrative machinery. When budget expenditures
are broken down into a multitude of accounts, the control and use of funds
by programmes becomes more difficult, Under the system adopted, funds for
the expansion of services are approved in the budget in one over-all item,
estimated in accordance with the plans of work, and then these funds are
used only after the specific plans for their use have been approved by the
Governor of the State, following the same system that applies to the execution
of the sectoral programmes contained in the Plan of Action. Actually, the
programmes for the expansion of services are nothing more than supplements
to‘the,Plan of Action, since they develop as a consequence of the Plan's
implementation and are accepted only under that condition, Thus, the State
Government is able to exercise better control over the increase in its
expenditures for bringing up to date and expanding its activities, while at
the same time it is progressively and definitively incorporating'the‘
techniques of budgeting by programmes into its budget system,

/47. The
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L7. The State's budget system is still subject to the federal rules
contained in Decree~Law No. 2,416 of 17 July 1940. In view not only

of the compulsory nature of those rules - admittedly obsolete and
inefficient for the dynamic requirements of the government administration =~
but also the principle that was incorporated into the budget process many
years ago to the effect that the budget could not be modified radically
and abruptly, the introduction of these advanced budget practices is being
carried on gradually, in accordance with the provisions of the above-
mentioned Decree~Law.

48, Preparation of the proposed budget is preceded by economic and
financial- studies worked out by the Flanning Group end the Department

of the Treasury (Office of the Comptroller General of the State), and on
the basis of those studies the budget policy to be followed for the next
fiscal year is formed. This initial study is directed chiefly toward the
potential amount of revenues to be expected and the distribution of
expenditures between current expenses and investments,

B. Preparation of the budget proposal

L9. The preparation of the budget proposal begins with the issuance by.
theGovernor of the State of instructions on the procedure to be followed,
including general concepts, structure, and time linits for the various
stages of'preparation.8

50, The first step in preparing the budget proposal is to make an estimate
of the funds needed to pay for existing services., Under the item of
personnel, which largely calls for fixed expenditures that vary only by
reason of general increases in salaries, the amount spent during the
current year is carried over into the estimate; under the item for

' materials and services, a rate of increase is taken into consideration.

In view of the fact that limits for existing services -~ limits which are
established fcr each State department in a formal communication addressed
by the Governor to the respective Secretaries - an over-all limit for

8/ By way of example, see Resolution No. 1,263 of 13 April 1961, annexed
hereto,

/VExpansion of
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"Expansion of PﬁblicvServicesh is_stﬁdied and then the total of these

two categories of expeﬁses is éohsidered in the light of expected

revenues, The balance shown is reserved to cover the costs of the'Plan

of Action, | : :

51. The individual proposals covering existing services, as prepared

by the various State departments, are further adjusted to traditional
practices and are analysed and combined in the Government®s general budget
proposal by the Budget Committees and the Office of the State Comptroller
General (Budget Division, Budget Preparation Section), in harmony with

the rules fixed in the aforementioned order of the Governor. '
52, Special rules are followed in the preparation of the programmes for
the expansion of public services and for investments (Plan of Action).
Adhering to the technique of budgeting by programmes, an attemp is made'to
relate the budget requests by items (personnel, materials, services) to.the
programmes of work as these have been defined, The estimates and Plans

of Work prepared by the various departments are studies by the Planning
Group and after being approved, pursuant to direct instructions of the .
Governor, they are incorporated into the State!s entire budget proposal,

as total amounts according to the separate departments, The approved plans
of work are brought together in an Annual Government Plan of Work, which is
submitted with the message which the Governor sends to the Legislative
Assembly along with the proposed budget.

C.  Implementation of the budget
9/

53. After the budget is approved, an executive decree® is issued,
setting forth the rules to be followed in its execution. These rules
define the budget funds that may be used without restrictions, and those
that are partially or totally frozen and the mechanism for releasing the

frozen allocations. The freezing is provided for according to the nature

of the expenditure, using the classification of the expenditure as the
point of reference, Thus, it is not a restriction applying to specific
items but rather to types of expenditﬁres.

"54. The funds for the expansion of ﬁgblic services and investments in
those sérvicés, including the budgets for the autonomous administrative

agencies, are completely frozen, and their use depends upon the Gevernor!'s

b

9/ Decree No., 37,952 of 9 January 1961, /approval of
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approval of the plan for application of the various allocations.lg/ This
procedure does not reflect any intention merely to economize; it is a

way of supervising the use of the funds more closely and of advancing

more broadly with the technique of budget planning. The process of _
freezing and releasing requires two administrative agencies, assisted by
thé Planning Group, and there must be concrete and adeguate programming.

of all activities, in order to obtain the funds needed to carry out the
programme, |

55. The aplication plans are prepared by the administrative agencies in
the form of work programmes with respect to'tﬁe funds for the expansion of
public services, and in the form of plans for works projects or installation
and equipment in the case of funds for investment in public services. These
plans are submitted léter to the Planning Group, which analyses them and
proposes them to the Governor for his approval anc the consequent release

of funds in the case of those included in the budget, or the allocation of
special credits in the other cases.

. 56. Once the application plan has been approved, the expenditure process

' passes through the usual three stages: the obligation of funds, an estimated

amount, or a reserve, within the funds released to cover the obligations

contracted, including the costs as contemplated; the requisition for

ayment, which is made after the acts for which the State will have to pay

have been carried out; and finally, the payment, which is the actual
disbursement of funds. '

- 7., System of control of the plan of action

A, Needs and purposes

57. Control is exercised by constant and systematic comparison between the
levels of accomplishment and the previously prepared calculations with
respect to the execution of the programmes contained in the Plan., The
necessity of having a system Qf control ties in with the arrangements
themselves for execution of the Plan, Obviously it would be impossible

to carry out the plan without any qheckiné of ;ﬁs levels of implementation,
a systematic_analysis of the rgsﬁlts, identification of any inadequacies

10/ Decreé cited above, Article 3, éingié paragraph.. :
' B : " /and the
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and the causes thereof, and proposals for and application of the
appropriate corrective measures; ‘a1l of these make for an expeditious
and efficient method of supervision that differs from a mere audit of
books., '

58, Control of the Plan is exercised in two stages, aimed at attending
to two different types of problems. On the one hand it is necessary to
supervise the execution of the programmes to see that at the end of the
prescribed time limits the objectives as programmed have been fully
 achieved, This control comprises the physical as well as the financial
aspect, The objectives must be attalnedphy31oallymuth1n the fixed term
and with the funds budgeted. On the other hand, it is necessary to :
check the results of the implementation of the programmes. The Plan was 
prepared to meet certain definite needs and to remedy deficiencies in the
economic ‘and social structure of the State of Sao Paulo, by means of
carrying out certain programmes and concrete measures, Therefore, as
the Plan is executed, an instrument for the superﬁision of the results
must be created that will make it possible to "check whether the plans
were programmed correctly and adequately, in such manner as to make
possible the permaneht adaptation of prograrmes to genuine requirements
and hence, to justify the planning process itself. :

B. Control of the physical execution

59. The system that makes it possible to supervise the physical execution
of the Plan of Action of the Government of Sao Paulo was established
progressively, keeping in mind the needs for information as they occurred
and, therefore, keeping track of the various stages of development of
the Plan, '
60, This system may be analysed by separate parts:

(a) Control of increases in tﬁe works provided for im the Plen

of action

(1) Anélytical control (individual records): each project
is checked 1nd1v1dually, 1ts execution being compared
with & time chart covering ‘the development of all its
phases, from the preliminary and administrative measures
to the actual physical execution, |

/(i1) Synthetic
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(ii) Synthetic control (rate of execution of the programmes):
at this level the supervision is exercised globally, over
all the works of the sectoral programmes, beginning with
the minimum time necessary for full accomplishment of the
objectives of the various sectors; and in view of the
above mentioned process of preparation, the objectives will
have been set with due regard to the executive capacity of
the agencies of execution,

(v) Control of the geographic distribution of investment

In a suitable file the projects are grouped according to the ﬁunicipglity
or region where they are located, instead of according to the programme .
By séctqys.‘ The analysis of these data, duly tabulated, makes it possible
“to maintain a.check as to whether the investments nade in the various regions
are’consistent_with the respective processes of regional development, and
to correct any chance miscalculations that may have occurred in the preparation
of the sectoral programmes,
61, The control system is established in two stages, First, the information
that it is desired to obtain is decided upon, and then an efficient system
for its.collection and recording is devised,
62. The selection of this information became possible once the routine
processing of the necessary steps for execution of the sectoral programmes
had been determined. On the basis of that information, it was possible_fo
prepare diagrams of movements, in which the more important phases of
preparation were identified - phases, that is, that should be watched with
great care ~ and thus the type of information needed wés selected,
63. A4 study of the average time spent on the various.phases as shown in
the diagrams led to the preparation of the time charts on the execution of
the sectoral programmes, These time charts serve as a guide for the
determination of tasks and time limits for the agencies charged with
execution. The selected information and the current status of the sectoral
programmes are made known through a monthly report submitted by the executive
agencies to the Planning Group, - Direct sources of information (inspection,
access to the records of the various- agencies, etc.) complete the supply

of information required to operate the established system of control,

/C. GControl
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Ce Control of financial executlon

6lye Financial control is exerc1sed at the various stages of approval of
the plan of application, that is when funds are made available, when
expenditures are obligated, and when payment is actually made, In the
course of this financial control an attempt is made, on the one hand, to
analyse the real cost of the programmes as compared to the estimated cost,
and to make revisions when there is an appreciable divergence between
these two figures, On the other hand, an effort is being made as the
years go by to achieve such a good distribution of resources that,
simultaneously with the physical execution, all necessary administrative
steps will be taken to supbly the necessary funds at the proper time for
execution of the programmes, In this way it will be possible to prevent
the type of delays or stoppages of works and services that originate
because of the lack of proper'allocations or funds, and also to prevent
Dadministrative units from keeping idle funds on hand,
65. The first stage in the financial control procedure is carried out
in connexion with the analysis of the plans of application, using the
records of the funds released, Periodically (at least once a month) a
summary of these data is made ir order to givé the Governor of the State
a general and departmental picture of expenditures already authorized and
the balances available for use within the fiscal year, This control |
procedure is co-ordinated with a close check on income, in order to
reconcile the rate at which funds are released for use with the actual
collection of revenues, and thus to keép the budget in balance,
66. Supervision of the carrying out of activities and of payments is based
on the data contained in the reports of the administrative ageﬁcies involved
and the report of the State Comptroller General, which contains data already
entered in the books, ' |

In sectors or departments that includé man& small projects of varying
kinds (Public Health, for instance, which has child welfare centres,
dispensaries, hospitals, etc.), the over—all expenditures of the sector
or subsector are analysed. For large hydroelectrié projects, warehouses

and silos, supply centres, etc,, which are generally handled by joint

/State-private
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State-private 1nst1tutlons, control is exer01sed in sc far as possible
project by project, on the basis of flnanc1al forecasts prepared in -
connex10n with the time charts of the physical execut]on of the said
progects. Then actual costs arid actual utlllzatlon of’ funds are compared
with what has aotually been done, Such data show whether the funds
provided for a fiscal jeartwill be-sufficient for the normal progress

of the programmes, whether deficits will ocecur, or whether execution of
the programme can be accelerated or advanced in certain secters or subsectors.
In the last two 1nstances, an analysis is made to determine the precise

. measures that can be adopted to correct possible deficits or obtain the
faster results indicated,

"D, Control of results

67.‘ Control ‘of results presupposes a study of the increment of benefits
derlved from execution of the Plan of Action, Such supervision is- possible
only from the moment at which the Plan's projects enter into their operational
stage. Thls type of control makes it possible to determine whether the
executlon of the plan is yielding the results which it was hoped to obtain,
and, furthermore, to check whether the solutions adopted and the programmes
‘ prepared were the most suitable to meet the needs that had been identified
‘-1n‘the varlous areas at the time the Plan was prepared, - It represents a
mostlvaluabie instrument for checking on and improving the technique of
plahning itself. At the present time the Planning Group is working on the
ihstallation of a system of supervision of results, which is expected also
to provide the bases for new programmes and the second plan,

B, ' Analvsis of results and stebs taken

68. The reports of the executlve.agencies and the records of the Planning
Group are reviewed periodically (once a month).

69. On the basis of the monthly analysis, which ccnsists in a comparison 4
of the results obtalned with the planned activity, a report is prepared for
the Governor of the State. Thls report notes the status of the activities

programmed by departments or sectors, any def1c1envles ‘encountered, and the

. #/eauses thereof.
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causes thereof, It also contains the conclusions derived from the
analysis of the records of the financial status of the Plan, and the
situation and outlook with respect to the revenues of the State
Treasury, Finally, the report sets forth in detail any measures
needed to correct deficiencies as diagnosed, and.any other defects
shown by the analysis made by the Planning Group,

70« Thus, the control mechanism of the Plan of Action extends from
the assembling of information and the analysis thereof down to the
details of the executive measures to be adopted on the basis of the
analysis of the tabulated data,

/Annex X
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Annex X
NOTE BY THE ECLA SECRETARIAT ON THE LATIN AMERICAN PLANNING SEMINAR

I. Aims and attendance

l, A latin American meeting on economic planning will be held from

19 to 24 February 1962 under the auspices of the OAS/ECLA/IDB Committee

at the headquarters of the Economic Commission for Latin America at
Santiago; Chile, The purpose of the meeting is to exnhange and discuss
experiences in the relevant field in the Latin American countries in order
to promote and intensify the work of planning to which the Governments
pledged themselves in the Charter of Punta del Este,

In view of the need to fulfil the commitments and aims of the Charter
as speedily as possible, the meeting will place particular emphasis on the
discussion of the most urgent tasks involved in the preparation, formulation
and execution of short-term plang and some of the salient technical aspects.

The organizers propose to invite to the Seminar the nine experts-
recently appointed by the IA-ECOSOC to evaluate development plans, together
with a group of high-ranking technical experts with wide experience of the

work of economic and social development planning in Latin America,

II. Background information

2, The slow rate at which Latin America has been developing and the
mounting number of problems that will have to be tackled in the immediate
fufure have reinforced the idea that an intense national effort must be
made with vigorous international collaboration to adopt a body of economic
policy measures and launch extensive practical undertakings as soon as
possible in order to give decisive impetus to the economic and social
development process, .

The Act of Bogota first and later the declaration of Funta del Este
have been translating the pattern of external co-operation into practical
terms, in the spirit of the Alliance for Progress. They have incorporated
the agreement taken by the countries to channel both their own resources
and the funds arising from external collaboration in accordance with
well-thought-out plans comprising the basic economic policy measures

indispensable for their execution .

/3. As
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3. As the outcome of these decisions, there has been an intensification
of efforts to make a systematic éomﬁilation of investment projects, to
carry out studies with a view to deﬁiéing‘better evaluation criteria and
-~ in a few countries - to prepare long-term plans.

Some countries have had the aq&antage‘of international technical.
assistance in this work, and have.thus been able to darry out certaiﬁ
experlments whlch may prov1de sounder guloellnes for future action, |
L. The dlfferent aspects of the work of planning w111 now receive
further stlmulus with the recent establishment of the Commlttee of Experts

| in Washlngton. Thls Committee will examine the plans submltted to 1t by
individual countries and, by virtue of its rulings will enable 1nternat10nal

__resources to“be mobilized through more comprehensive finanéiél prbgrémnes
that . depart ffom the traditional practice of single-project evaluation,
and at the same time include more general objectiveslof social welfare.

| 5., _Iﬁ ié.natural that current arrangements for the provision bf;expgrnal

financial aid, and those to be made in the near future should be‘governed

bj considerations of urgency, since the problems besetting the countries
are élampuring for a solution., The international finanecing agencies ére
also‘écting with the utmost dispatch in granting new funds, largely‘
becaﬁse of their own conviction that far-reaching measures should be
undertaken without delay.

* But a situation of this kind,however understandable and justifiable,
does of course involve a certain amount of risk, since it is apt to lead
to the postponement of essential but longer-term considerations, The
only way to avert this danger is ﬁo embark as soon as possible upon a
systematic classification of the criteria for determining priorities,
and a selection of projects that lend themselves to integration in a
co-ordinated short-term plan, with due regard to the fact that the plan
should in its turn, be consistent with the basic requirements of economic
and social development over a longer space of time,

Where no plan of action exists, it is probable that just because of
the vital need for action, the first choice will be made from among
projects that are already in being, those that are easy to draw up and
those whose importance is commonly taken for granted. This has:been

~o. [the..general
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the general trend of developmentsin the last few months., But some of the
dangers envisaged are already beginning to make their appearance, partly
as a result of the following factors:

(a2) An imbalance between Wsocial investment” and "econamlc investment”,
Projects with a social content are usually easier to prepare, have more
Upublicity value" and, by nature, are seldom judged by rigorous evaluation
criteria. For these reasons, and also becéuse of substantial deficits that
have accumulated in a number of cases over many years of insufficient
investment, it is understandable that they should be given preference
at the present time and that the bulk of the resources available should
tend to go in that direction, If this}tendéncy persists, however, it is
liable to lead to serious desequilibria between social and economic
investment and create a permanent need for social services that is out of
proportion to the degree of economic develorment achieved., This would
hamper the eventual replacement of external assistance, which is necessarily
an interim measure, by domestic resources, Moreover, much of the social
unrest is the outcome not simply of inadequate public services, but
-~ and this is more often than not the main reason - of the slowness with
which employment opportunitieé are growing and the related need for more
productive capacity.

(b) Effects on fiscal financing. In many cases, the initial
investmeht, which may include external contributions, helps to provide the
basic installations. requiring further complementary investment and
permanent current expenditure for continued operation., Hospital and
school construction are cases in point. When particular stress is laid
on the development of this kind of project, future fiscal revenue is
necessarily committed. Experience has shown that efforts of this kind
may be partly nullified unless the initial investment is properly linked
up with measures to expaﬁd or redirect public expenditufe and income.

(¢) Effects on the balance of payments, In the case of numerous
projects to which external funds have been-or are expected to be contributed,
most of the investment is made in local currency (e.g. main transport
routes, housing and other social services), the equivalent amount in foreigm
currency thus being left free for use in paying other imports, Consequently,

Junless financial
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unless financial projects for immediste implementation are not associated
with a reasonable import policy and other types of investment projects,
the temporary strengthening of the capacity to import is likely to be
dissipated in, for instance, imports of luxury goods.

(d) Projects and economic policy. Whenever short-temm efforts are
expressed in terms of isolated projects without any grasp of the whole
body and purpose of the work, it will be difficult to reconcile the o
objectives of each project with the actual handling of the different
economic policy instruments. The inconsistency, or at least divergency,
between the trend of investment and economic policy goals may thus be yet
another factor that would detract from the permanent effectiveness of the
measures to be taken in the near future,

6. The foregoing suggests that a reasonable compromise must be struck
between the need to act as swiftly as possible and the importance of
directing such action from a more comprehensive and long-term standpoint
s0 as to achieve the maximum efficacy.

ITT, Main topics discussed at the seminar

Te A Seminar of this kind will undoubtedly provide an opportunity for
delving more deeply into various essential aspects, Four subjects that
deserve particular consideration in the debates are the urgent need to
formulate short-term plans; the need for such plans to conform to the
requirements and objectives of medium and long-term development; the
fundamental elements needed in # short—-term plan, including as well ags

the investment progfamme the economic policy programme and a definition

of the measures calculated to help to foster the process of medium and
long-term planning; and, lastly, international technical assistance
requirements for short-term plamning,

8, With respect to the first topic, an account might be given of practical
experience in short-term planning in the different ccuntries. On that basis,
the most effective way to use internal and external resources through the
formulation of systematic and co-ordinated short-term plans could be
determined, together with the possible risks incurred if action during

the next few years were to take the form of individual investment

projects only,
/9. The
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9. Thevpnrpose of the second topic would be to examine the extent’ to
which short—term“plens; to be truly effective, require a general frame
of reference to shed llght on the problems and aims of medium and longu
tem development. ‘

The Latin American countries which, by virtue of eccompllshlng these
tasks systematlcally are in a positlon to submit over-all medium or long-
term development plans are still very few in number, In the othei's, the

‘preparatlon of the plans may take some time and it would not be wise to
wait until they were ready before eannarkn.ng funds for mportant single |
projects. Nor, on the other harid, would it be pmdent to proceed With
the approval of isolated projects, since the ensuing ‘results might be
unfavourable, To avert any such consequences, the new progects should be
given specific economic and social development goals, ‘Before these goals
can be determined the obstacles to econcmic development and the soeial
tensions that are dleruptmg it w:.ll have to be examined.

This task does not admit of delay forthwith, The fact that an investment
project is intrinsically sound does not mean that it should neceseerily be
given a high order of priority, And its order of priority cannot‘be
establlshed until the above-mentioned objectives have first been determined,
There are a vast number of soc1a1 requ:.rements to be met in the Latin
Amer:.can countr:.es, and one of the merits of the Act of Bogota and the |
Charter of Punta del Este 1s precisely that they recognize these claims.

But there is also an urgent need for econom:.c investment whlch cannot be

left unsatisfied without semously slowing down the future growth of
production of goods and semces. It is therefore essential to strike

a reasonable balance between both types of investment and to fix a satlefactory
order of priority for each one, This is one ‘of the principal justifications
for a short-term plan, - - | '

The formulation of a short—tem plan for one or two yea.rs mll to a
certain ‘extent, involve some of the sahent factors in a medz.um—term plan,
Actually, a short-term plan is the seed from vhich the medium-term plan
will emerge, This, in its turn, will have to adopt a broader outlook if .
it is to operate satlsfactorily,Ae. g. making use of projections covering,
for instance, a ten-year perJ.od and indicating roughly the cardinal points

Jof a
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of a long-term plan., This makes for continuity throughout the different
phases of the work, which are distinguished from one another not only by
the nature of the problems to be doalt,with but by the urgency with ohich
a golution is needed and the analytical and operational fools required.
Urgency is the keynote of the short-term plan. To enable a medhﬁm—
term plan to begin effective operations in two years time, an immediate

attack must be made upon the barriers that are preventing full utlllzatlon
of the factors of productlon or provoklng tensions that could be eased in a

relatively short time, This calls for a preliminary diagnosis of the economic
situation, which, as experience has shown, can be made in a few weeks.

In making the diagnosis, special attention should be paid to all the

internal or external factors that either prevent existing productive

capacity from being used to the full or hamper its expansion, This calls

for a revision of immediate economic policy, in this case too as a
preliminary to the process of basic rev151on required by the medium-term plan,

In view of circumstances such as those mentioned, the d1scu331ons at
the Seminar could go far towards helping to define the scope and content
of the diagnosis, as regards the review of the existing situation and the
minimum amount of analysis and long-term'projections'needed to estimate
the scale of the more remote objectivés and ensure their compatibility,

10. The third topic is the substance of short-term plans, From the
outset, an aspect which 'should obviously take pride of place isg the
formulation of an investment programme. The programme should be based
on the general indications provided by the diagnosis, in relation to the
removal of. the main obstacles to development the lessenlng of the more
acute social tens1ons and the chahnelllng of the economy towards the |
accomplishment of the more far—reachlng aims.,

This would entail an examination of the technidues that countries
should be recommended to use in allocating resources under a short-term
plan to ensure compatibility with medium and long-term objectives, and more
especially with the criteris that govern priorities for the selection
of investment projects. | ‘

It will also be necessary to explore ways and means of undertaking an
inventory of publio'investment projects alréady undsr.way and of projects

' ' Jor draft
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or draft projects under study or in'preparation, together with private
“investment projects of vital importance for the development., In addition,
the key sectors that suffer fram a shortage of projects should be identified,
An essential complement to the investment programme is an analysis of the
technical and operational capacity of the project-making agencies;«in
conjunction with an examination of the operational capacity of the agencies
responsible for implementing the projects selected,

11, The secorid aspect forming part of the same subject raises implications
of great practical importance on which the Seminar might throw more light.
Generally speaking, a short-~term plan is incorporated into a specific
investment programme without explicit reference to the way in which the
‘different economic policy instruments would have to be directed to ensure
the best possible utilization of the supplementary resources and‘thbse'
assigned in the normal course of events.

Moreover, in the Charter of Punta del Este the Latin American Govern-
ments have recognized the need to reshape economic poliey by increasing
the rate of growth of their economies to the maximum, and have explicitly
pledged themselves to undertake reforms that will lead to a more economic
and just distribution of wealth and income, A short-term plan should
include some practlcal measures of ‘that klnd'to 1n1clate or stimulate
‘reform of the land tenure system, the tax:mechanlsm, the educatlonal
system, etc, ' A

Although these are fields in which 1mprovisation can have unfortunate
cansequences and there will be enough time in the next two 3 Jears to make
a thorough review of the conditions peculiar to them in each country, in
cértain cases some concrete action aan and should be taken immediately,

To put it more generally, it is obviously necessary for rapid action
to be taken to bring economic policy more campletely into line with the
objectives to be attained by immediate investment and to increase the
co-ordination of the different areas of economic policy among themselves,
A short-term plan should therefore comprise a body of specific measures on
exchange, monetary, fiscal and wage policy, and so on,

12, The third aspect of the subject is more precisely the co-ordination
of short~-term plans with efforts to set in motion and even begin to improve

/the process
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the process of medium and long-term planning., In actual faet it consists
of several specific points.,

First of all, there is ﬁhe problem of the administrative organazatldn
: of planning, which cannot be solved simply by superimposing a, plamning
' agency on the existing administrative structure, It is essential for

this structure to be overhauled too so that it can satisfy planning
requirements or, in a higher context; the requirements of econemic

" -dévelopment policy, It is not merely a question of the budget for the
public sector - which is an essential part of the plan - but of the
rational and systematic use of all the instruments at the disposal of the
State for shaping deliberately the forces of the economy.

A short-term plan will naturally have to be carried out within the
present administrative framework. But ore of the aims pursued by the plan
must be a searching analysis of the changes that should be made in this
framework. This is yet another aspect that should be raised in the
technical discussions, The short-term plan is not simply a means of
anticipating longer-term plans. Itsfunctlon 1s also to carry out a
certain amount of the prellmlnary work for them.E This would include the
provision of the background statlstlcs requlred for .the technique of
analysis and progectlons, the transformatlon of the administxative
structure and, above all the budget mechanlsm, .and, lastly,. the creation
of the technical cadres needed for an undertaking of such scope., All these
factors should be con51dered as part of the short~term plan sc that the
planning process can be pursued in an _increasingly propitious environment,

Similarly, it would be adv1sab1e to consider some problems of cardinal
importance, which, although well known in their more general aspects,
have never been thoroughly studied W1th'an eye to practical and feasible
solutions, They include transport difficulties, the inefficient and -
costly systems of distributing goods to consumers, the problems of
technical manpower training, and so on,

Lastly, in this same context, mentlon should be made of technologlcal
ressareh and an inventory and evaluatlon of natural resources, A systematic
survey of these resources should be undertaken immediately with the aid of

well-tried methods., It is a gigantic task and however, it camnot be dealt

/W:Lth a
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with a genuine senze of economic reality mmless it is linked up to the
objectives of a development plan and fitted into the wider perspective
of long~term projections,

13, Discussion by the participants at the Seminar of the last topic
mentioned will undoubtedly produce some useful suggestions on the best
ways of channelling techhical assistance to enable it to make a positive
contribution to the task of preparing short-term plans and 1mproving the
planning process in the different countries,

Up to now, the Latin American countries have been able to draw upon
various types -of technical assistance, both international and bilateral,
With respect to the former, some interesting experience has been acquired
through the work of the ECLA/BTAO Advisory Groups, especially in the field
of planning, - These Groups have helped several Latin American Goverrments
to formulate economic development plans, at the same time determining the
administrative and institutional problems that impair the efficacy of the
planning process, particularly as regards the use of the budget mechanism
and the formulation of consistent public investment programmes, This kind
of international technical assistance is considered to be especially worth
developing and this assumption has led to the change in the nature of the
Advisory Groups, which are being placed under the joint responsibility
of the OAS/ECLA/IDB Tripartite Committee,

In collaboration with BTAO, ECLA has also accomplished a great deal
in training technical personnel in these ficlds through the Economic
Development -Training Programme, The two activities will be widened in
scope once the Latin American Planning Institute enters into operation
in the course of the year, thanks to the additional rescirces contributed
by the United Nations Special Fund and the Inter-American Development Bank,

As regards the formulation of programmes and investment projects,
important work has also been done by the Inter-American Development Bank
and the International Bank for Reconstruction and Development, and special
mention should be made of the training activities undertaken by the latter
through the Development Institute.

As part of the extensive technical assistance programme administered
by OAS in Latin America, special reference should be made, because of their

/particular importance,
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particular importance, to the gtuldies aimed at solving scme of the more
serious institﬁtional and structural problems of the Latin American economy,
Two examples are the study of the structure and operation of the Latin
American tax systems and the study on land reform. Both were carried out
under the auspices of the OAS/ECLA/IDB Tripartite Committee, with the
collaboration of the Harvard University Tax Program in the first instance
and of FAO in the second,

For its part, the United Nations Special Fund has made it possible for
studies on the vital question of transport to be undertaken in various
_ Latin American countries, as well as others relating to a question of
great importance for the future - the inventory and evaeluation of natural
resources,

Lastly, an endeavour is being made to deal with problems connected
with the technical training of manpower and the more general theme of the
relationship between education and economic developrment. In this respect,
mention should be made of the Conference on education and economic and
social development, which will take place.at Santiago in March 1962, and
the meeting of the Working Group on skilled manpower in Latin America
to be held under the auspices of ECLA, OAS, the ILO, FAO, UNESCO and ICEM,

In relation to this and other forms of technical assistance, it
would be desirable for the Seminar to indicate possible ways of enhancing
their efficacy, more particularly in the field of planning, One method
might be for the countries concerned to prepare over-all progrmmnes of
technical assistance in which they would set out their more urgent
_requirements in relation to the requisites and objectives of each

country's economic and social development.



