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ECONOMIC PLANNING — POINTS OF SUCCESS
AND FAILURE

THeobORLE MORGAN
University of Wisconsin

Low-income countries that seek economic growth can
stand on the shoulders of the high-income countries in im-
portant respects. They can draw on the techniques and on
the capital of those countrics; and more important in the
long-run, their people know that major cconomic advance
can be achieved, whereas the people of Western Europe in,
say, the 14th or 15th centuries did not.

But current data indicate that people in less developed
regions — though there is wide dispersion for individual
countries — are not catching up with those who started out
carlier on the cconomic road. Gross rates of income rise
are similar, and cven by one calculation favor the low-in-
come countries; but because population is swelling more ra-
pidly in low income areas. rates of income rise per capita
are lower for the low-income countries. And by a wide
margin, dollars of income risc per year are lower in low-
income areas. The standards of living of people of the less
developed and developing regions are still diverging as they
have been for several centurics.

There is considerable dispersion among the countries of
cach of these groups. Though economic planning has been
more generally accepted as formal policy by the less-deve-
loped than by the developed countries of this group. the
growth experience of the less developed countries as a
whole is not significantly due to their planning. Planning
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has many definitions; there may be attempts to carry out
the plans or they may not be taken seriously at all; eco-
nomic planning has other aims than economic growth; and
many special factors — notably prices of exports and inter-
nal disorder — have affected growth performance.

TasLe |

CURRENT GROWTH RATES OF INCOME AND OF
POPULATION, AVERAGES FOR DEVELOPED AND
LESS-DEVELOPLD COUNTRIES

Per cent growth rates per vear: DC's 1.DC's

of income ....... ... .. . . .. 4.4 4.7

of population .. ... ... ... 1.3 24

of income per capita ...... .. 3.1 2.3
GNP per capita ............... 1,828 $400 — 480
Growth of GNP per capita,

in dollars a year ....... .. .. $57 $9 - 11
NOTES:

The average pross national product for 1957-58 iv compared with that for
1963-64.  Recovery from World War IT and adjustment 10 post-Korean War
price changes were substantially complete by 1957.58.  Hence the ahove figures
are better estimates of the “normal” pattern than if the carly years of the 1950
were included.

Indonesia, Alperia, and Congo {Leopaldvilley are excluded from LDC's on
grounds of inadequate data for calculating growth rates of income, Japan and
South Africa are considered DC's,

Source of data:  Ageney for International Development (U8, Statistics
and Reports Division: “Lstimated Annuay Growth Rates of Developed and Less
Developed Countries™, Ms.. dated April 5. 1965.

Factors of 2'% and 3 are applicd to LDC income fevels as given by AID
(based on exchange-rate conversion of income ), in accord with Gilbert and Kra-
vis, Hagen. et al. estimates of distortions introduced by exchange rate conversion.
Income levels of both DC's and LDCs are for 1963,

The United Nations in its Warld Feonomue Survey, 1963 1 Geneva, 1964)
gave figures for o somewhat carlier period and difference grouping of countries.
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Current Growth Rates, UN Estimates

1955-1960

Per cent Growth rates per vear: DC's LDC's

of income? 3.3 4.3

of population 1.3 24

of income per capitn 20 1.8
GDP per capita, 1960 $1.410 $330 — 390
Growth of GDP per capita,

in dollars a year $28 S6—7

“ Gross Domestic Product; average annual compound rates of growth,

Source: United Nations, World Economic Survey, 1963, Ch, 2. pp. 20 and 21.
Income of low-income countries is adjusted as above.  DC's are “developed
market cconomies”. covering North America. Western Lurope, Japan, Qceania,
and South America. “Developing Market Economies™ cover Latin American
republics, Atrica. the Far Past, West Asia and “others”,

The above data do not indude the Soviet Union. Lastern Furopean coun-
tries, and Mainland China. Data for China are not available. but for Russia
and Lastern Europe growth rates of net material product, 1954 to 1959, range
trom 6.0 per cent to 935 per cent tlatest base vears are used 1, which even
when concepts are adjusted toward comparability, are higher rates than in all
but a few Western European countrios. Somie Factor: i Economic Growth in
Lurope, cic. Che 11, pp. 810,

At the Bangkok conference of Asian Economic Plan-
ners last October, the delegates were frank in citing diffi-
culties they faced, and deficiencies in their governments’
cfforts to meet growth problems. The external difficulties
they specified were unfavorable changes in terms of trade,
and in the availability of external assistance. As to do-
mestic faults in economic planning they cited:

. inadequate statistical data;

2. poor coordination among government planning and
implementing agencics;

3. lack of coordination between government agencies
and the community;

4. unrealistic planning goals; and

5. failure to set priorities among sectors and projects.
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With respect to execution of programs, they listed:

6. scarcity of adequately trained and motivated ad-
ministrators and technical people;

7. ineffective mobilization of domestic savings; and
8. failure to stimulate private business and® the com-

munity to make their best contribution to planned develop-
!
ment.

These are, then, the conscious points of failure in cco-
nomic planning in the minds of these knowledgeable plan-
ners. The natural moral is that the concerned administra-
tor and technician should study how to correct the faults,
and then do it

A curious air of unreality hangs over such an analysis.
It assumes that governments have maximum, or at least
rapid, economic growth as their central goal, and that they
objectively pursuce their central goal. Neither the one nor
the other is true. First, cconomic growth is one only among
a number of goals of government. It may not be a goal
at all, whether or not public pronouncements are made that
it is. Second, any large organization, like a government or
government deparument, is subject to  administrative and
ideological constraints on behavior that force it systematic-
ally askew from efficiently achiceving its goals. This “theory
of error of large organizations” holds for laissez-faire and
communist governments and large private businesses alike,
and for their large departments and divisions also. The ex-
istence of such systematic crror is far from implying that
government cconomic activities are not useful and neces-
sary, or that small private businesses are not subject to
their own patterns of crror.

As soon as we deny these two assumptions, and ac-
cept instead that governments have multiple goals and that
bureaucracies function in their own characteristic patterns,

“This is the summary of Robert S. Smith, Report of the United States
Delegation, (November 23, 1964), p. 3.
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then the evaluation of success versus failure in economic
planning becomes a complex problem.

11

THE Purproses oF Economic PLANNING

We list and comment on briefly below, first, the eco-
nomic goals and, second, the political and social goals of
cconomic planning. The latter turning out to be normally
of major, often of overwhelming importance, the question
then arises, third, of the extent to which the two goals are
normally coincident or in conflict.

A. Lconomic goals include the following:

I. Maximum rapidity of growth, to be uchieved
within some given time horizon.
Minimum pressure on the standard of living.
3. Minimum unemployment and under-employ-

ment.

4. Minimum instability in economic life.
Maximum shift of the rate of population
change toward an estimated ideal level, in order
to maximize income per capita.

(RS

A

These cconomic goals are in competition with one
another. There is an administrative opporturty cost to each,
in that limited administrative resources devoted to one
mean less available for the others. They are also in more
fundamental conflict. Maximizing the standard of living is
in conflict with maximizing the rate of economic growth:
higher consumption means less investment, which often
means a lower rate of growth. Maximizing employment
forces a choice of techniques that both immediately and
through feedback effects will diminish the rate of growth.
To maximize income, one must scize technical, market, and
organizational opportunitics as they appear; but this means
more instability. Effcctive policies to check the growth of
population may not be consistent with the locatior: and oc-
cupation trends that will maximize total economic growth.
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Economic success must therefore be measured by
weighted index of the subyoals.

B. As to the political goals: The usual central preoc-
cupation of any governing group is keeping itself in power,
swelling its power if possikie, and checking any’decline.
The threat of loss of power may be remote, permitting con-
siderable short-run freedom of action; or it may be pres-
sing, leading to urgent or desperate measures for survival.

Means to the goal of maximizing political power involve
strategically (1) control of the military and police, author-
ity over taxation and the money supply, and control of gen-
eral government and party administration; (2) making cf-
fective use of nationalist sentiments: and (3) the weaken-
ing and dividing, winning over, or possibly repressing and
silencing of political opposition. We comment on each of
these in turn.

( 1) Not much need be said about the first. The main
function of the military is often, probably usually, domestic:
to overawe the local people and to put down disorder and
insurrections. The threat of the military is parallel: it may
turn against its own sponsors. Complete control of taxa-
tion and the creation of money is normally achieved with
independence.

(2) The implications of nationalism are more intercst-
ing. Nationalism is a major asset for nearly all governing
groups and above all for those newly independent through
force of arms. Their desire to use this immense force to
their own political advantage tempts them to oppose the
foreigner in conspicuous ways that are not too risky. They
are impelled also to cater to local religions, customs, and
patterns of value, They are likely, specifically, to support
local economic orthodoxy. whatever it is—private enterprise,
socialist, communist, cooperative; or state-directed isola-
tionist.

(31 As to the political opposition, governments that
are insccure are tempted — above all where the example
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of history is that of autocracy — to repress expressions of
dissent and independent criticism. The governing group
may move abruptly, or patiently and subtly. oward the
one-party state, Ill-fortune may more and more clearly
await those who are discontented and show it. For those
who accept the going orthodoxies and sipport the regime,
there will be the chance of political su.cess and influence,
social success, and perhaps economic good fortune as
well.

Such a pragmatic listing has an unsympathetic air.
But it is meant to be only descriptive. The desire for po-
wer and status is one of the deepest human drives, found
in all socicties in all periods of historv. And party lead-
ers may feel a non-selfish responsibility to their followers,
whose status, incomes, and perhaps personal safety, de-
pend on the continued strength of the regime. Finally,
no economic or other program in fact focussed toward the
welfare of the people of the state has much chance of suc-
cess unless it is carried out over a considerable period of
time — which means government stability.

In Indonesia, in the carly vears after independence, in
the Philippines in recent years, and in many another coun-
try, effective economic planning has been vitiated by ma-
neuvering for power among political leaders, and frequent
shifts of faces and policies. Such government instability
makes economic planning a frivolous exercise. Whether one
calls the pattern a failure of planning, or a failure of di-
rection, it is a matter of woids.

1T

NATIONALISM AND ONE-PArTY RULE AS DETERMINANTS
or Economic Poricy

The use of nationalism and the one-party system to
buttress political regimes has considerable implications for
the erfectiveness of economic planning in less developed
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arcas. Its logic is part of the general analysis of govern-
ment cffectiveness in economic life which George Stigler,
in his Presidential address to the American Economic As-
sociation in December of 1964, called the pressing need
of economics, in the forms both of theory and statistical-
cconometric testing.

We can forgive politicians of the right and left when
they take for granted in vivid language that government
planning will be catastrophic or, alternately, fullv success-
ful. They hardly pretend to be other than propagandizing.
It is harder to forgive the fathers of economics — Smith,
the Mills, Longficld, Senior, Torrens, Marx, and even
Marshall and Pigou. Stigler casily proves that these dis-
tinguished cconomists, when they pronounced on govern-
ment-in-cconomic-life, were content with casual impres-
sions, or their own faith, or the conventional wisdom of
their times.

The pages below, out of inductive theory and some sta-
tistical testing, attempt to fill in a bit of this yawning hole
in the armory of cconomists.® The subject is politicians in
power and sccking power, who view cconomic policy and
planning as part of the means of power. How have their
drives caused cconomic policy and planning to go right, and
£0 wrong?

The question can be restated. Clair Wilcox has con-
cluded. in his excellent study on the subject, that econo-
mic development has not been the central concern of any
government in Southeast Asia.’ Save under unusual circum-

It s objected thar machy of this material v not cconomres. then w
must sav that b one s concerned v ith solving real problems in «ocial aifairs. he
cannoi be very much concerned with formal discipline boundaries As James To-
bin has gencralized. often ceonomists argue that they will carrv owr the cco
nomic aspect of a problem. and then e over their results 1o other social
scientists o Gl the rest: but that this policy relies on a myvthical collaborator
who is never in fact there. 4
. "Clair Wilcox, The Plamimg and Fxccution of Economic Development in
Sonitheast s Oceasion Paper 10, (Center for International Affairs, Harvard
Universite. 19651, p 35,
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stances and temporarily, it probably has not been anywhere
in the world. The issuc then becomes: to what extent is
the political interest of governing groups coincident with
policies that will further the economic interests of their peo-
plez When is there coincidence of interest, and when its
lack?

A.  The compulsions of nationalism work both for and
against policies leading to economic advance. Where the re-
gime is stable and long-run viability of the state is the goal,
nationalism can be the springboard to cffective economic
action. The central issue of policy to the Japanese oli-
garchy in the late 19th century seems to have been:
Should Japan become a European colony, or should it have
rapid cconomic progress? They opted for the second.

But current world experience emphasizes the frequen-
cy of adverse cconomic effects. Governments that are insce-
ure, or that have had recent experience of colonial rule, with
independence painfully won, are wont to use nationalist po-
licies in ways disastrous 10 the cconomy. In Burma, there
has been nationalization of enterprise and teade to get them
away from forcign control, expulsion of forcigners. exten-
sion of government control even where it would be ineffec-
tive, and general retreat from the outside world. The Cey-
lon government in recent vears disrupted its cconomy
through policies discriminating against a major minority
group, the Tamils: moved toward insulating its cconomy and
society from the progressing world outside by substituting
Singalese for English in official activities; and divided its
house through attempting 10 muzzle the press and make
Buddhism the state religion.

The Indonesian leaders make little pretense of caring
anything about cconomic matters:  “We are neglecting our
wealth purposcfully because we are concentrating on nation-
building,” said Dr. Subandrio, Forcign Minister and Deputy
Prime Minister.” President Sukarno said to a Majumi (so-

*Straits Tones. December 71903 gquoted in Clae Wilcos, ap oot opo 38,
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cialist) politician whose economic ideas he judged political-
ly impractical: "I have learned to ride the wild horse of
anti-colonialism.”* The Indonesian leaders have maintained
themselves in power, weakening the oppositions or evoking
their support, through a series of remarkable policies that
have been at once cconomically disastrovs and politically
triumphant. The main ones have been, in the carly 1950’
the campaign against the Dutch, in 1958-59 the cexpulsion of
Chinese middlemen from their businesses, later the West-
ern New Guinea (Irian Barat) campaign, and currently
and most disastrous cconomically, Malaysian konfrontasi.
The latter two policies have, improbably in the abstract
and most brilliantly, united both Communists and the army
in support of the regime. As for business, socialist, and pro-
Western groups, they have long since been weakened and
frightened into impotence. Indonesian policies have been
brilliantly successful from the domestic political point of
view — and that is what counts.

Examples of economically injurious policies can be mul-
tiplied, conspicuously recently in Africa. A frequent com-
mon denominator is neurotically bitter antagonism to the
foreigner, who, as colonial administrator or soldier or busi-
nessman, has repeatedly humiliated the local people.

B.  As to the conspicuous tendency toward one-party
rule and repression of dissent in less developed areas: once
again the cffect is mixed. It can achieve, at substantial hu-
man cost to dissidents and sometimes to supporters, major
progress in specific fields on which effort is concentrated.
The Soviet Union has developed with remarkable rapidity
its heavy and military industries, and has made wide ad-
vances in special kinds of education.

But the long-run and general implications of one-party
rule arc hostile to economic advance. Dissent and criticism
are useful means to correct abuses and mistakes, and to

“Quoted to me by T R. Sinai. from his conversation with the Majumi po-
litician.
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improve policy and the execution of policy. They are vital
to crucially-needed flexibility, and for introducing innova-
tions in all ranges of cconomic activity. One-party rule is
the more injurious the more severe the repression of here-
tics outside and within the Party, and the longer the pe-
riod of repression. Its injury is less if selected areas are
clearly preserved for free discussion.

The baleful effects of one-party orthedoxy are the
greater where there is a tradition of high prestige to gov-
ernment service — as in most less-developed countries, aris-
ing both from the tradition of the late colonial government
and from carlier indigenous autocratic rulers. Such a tra-
dition helps assure that the ambitious, able, and trained will
flow into government service and the Party, where they are
sterilized for decision-making.

The injury to the cconomy can be deepened by nation-
alist policy that excludes minority groups from sharing in
social decisions and handicaps them in economic life. Among
the countries of Southeast Asia, Burma, Ceylon, and Indon-
esia have harassed and squeezed out Chinese, Indian, and
Western enterprises and immigrants.  The Philippines and
Thailand have squeezed the Chinese businessman but been
tolerant  toward Western  enterprise. Elsewhere in the
world Arabs, Negroes, Irish, Jews, and many another group
have been put to the squeeze. Especially in newly indepen-
dent countries where nationalism is a high fever do we find
minoritics in general systematically discriminated against.

Often the discrimination is thoroughly understandable,
in the light of past experience or current practice as seen
by indigenous people. Arguments for it usually assume
that there is a fixed cconomic pie to be shared, so that
the less that goes to the minority group or foreigner, the
more remains for the local people. This mainly false argu-
ment is ncarly totally false for countries that want ccono-
mic growth. The flight of capital from countries where
the future for a minority seems dark is evidenced by de-
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pressed free-market exchange rates, as compared with of-
ficial rates. Myint points out:

Burmese currency was quoted in the free
market in Hong Kong and Singapore alwavs below
par compared with the Indian currency, even dur-
ing the vears of buovant exports, and during the
time when India was also suffering from balance
of pavments deficit. The reason seems to be the
desire of the Indian immigrants in Burma to send
more remittances home than officially allowed, or
to repatriate their capital. This desire in turn de-
pends on the Indian immigrants’ assessment of the
political future of Burma. Conversely the strength
of a currency such as the Malavan dollar depends
not only on current items, but also on capital in-
flows and the expectation of future capital in-
flows. again dependent on political factors.”™

Similarly, the Indonesian rupiah has been depressed by
capital flight, especially in 1959-60, far below the level that
the balance of trade would explain,

Of probable greater importance than capital flight has
been the flight of skills, as repressed minorities have sought
refuge and better prospects clsewhere. The most energetic,
trained, and ambitious, for whom prospects abroad are re-
latively bright, are the first to go. Historically, it is just
the dissident, heretic, status-deprived groups that have typ-
ically been centers of cnergy and of cconomic and other
progress. Progressive cconomies have made use of this
energy; that is, cconomic life kas thrived in plural societies,

One can put down in table form the influences that
seem most likely to lead toward, and away from injurious
nationalism and one-party monopoly of political life.

“Hla Mvine: “Feonomic Interdependence in Sontheast Asia: Some Notes
on a Rescarch Program.” tmanuscript) p. 4.
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INFLUENCES TOWARD ECONOMICALLY-INJURIOUS

NATIONALISM AND SINGLE-PARTY MONOPOLY IN
LESS DEVELOPED AREAS

A

Factors maximizing  their
doninance

I-Domestic political insecurity of
the regime, forcing it into short
horizons and  improvisation o
keep itself in power,

2-Recent  independence,
through fighting

wiom

3-A strongly  held, self-righteous
orthodoxy; tradition of autocracy.
and of violence as a road 10 po-

Iy

b

Factors vz their

dammnan

Security of the regime, enabling
it to take the long view

No past experience of colonial
domination or rule: or indepen-
dence peacefully  achieved, or
achieved m the distant past

Tradition of pluralism in ideas

and tolerance of dissent; poli-
tical demacracy

wer

4-One more
minority groups

or conspicuous 13 A homogencous  population

5-Isolation, illiteracy:  tradition Liberal — cducation,

of responsibility 1o self, family,
and special group

literacy,
sense of responsibility to na-
tional or world interest

The implication of this rcasoning is that in a country
characterized by A. economic planning will be aimed to-
ward disaster.  The political leaders will find their ad-
vantage to lic in injurious cconomic policies. The less the
government of such a country secks to influence or direct
cconomic life, the better. One does not have to be so pes-
simistic as Sinai’ to be conscious of the possibility of re-
trogression: tribalism and savagery are close enough be-
hind us in history — aspects of them are with us in every
society — and Toynbee reminds us of how often socicties
have gone back to more primitive levels. On the other

“Lo R Sinai, The Challenge of Modevmzation 1Chate and Windus, Lon
don, 1964).
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hand, in a country depicted by the B factors, economic plan-
ning has a chance. The interest of the political leaders is
usually served by policies furthering economic growth.

v

THEORY 0OF ERROR IN LARGE-ScarL: ORGANIZATIONS

The above section was concerned with two conspicuous
sources of wrong direction of economic policy — nationalism
and one-party rule — tlat can threaten less-developed coun-
tries secking to plan their economic growth.

This scction is concerned with systematic tendencies
toward error that cxist in large-scale economic systems.
Such systems may be large planning organizations or the
administrative super-structures it direct the planners, or
large-scale organizations, public or private, that carry out
the plans. 1 have written of this elsewhere, and will do no
more here than to summarize the conclusions there arrived
at.’

It is often said that there are three inevitable delays
in the response of any organization to the changing outside
facts to which it must respond: delay in recognizing a prob-
lem, delay in deciding what tc do, and delay in carrying
out the decision. This fault is of course true. But there
is much more that can be validly said about the character-
istic functioning of large organizations.

First, such organizations drift toward fewer but big-
ger errors than does the decentralized system. The cause
lies partly in the value judgments that major policy in-
volves: the leader of any organization tends to dominate
its conventional thought, and major alternatives and views
that don’t suit the local conventional wisdom are ruled out
of consideration. There are other reasons.

* Theodore Morgan, “The Theory of Error in Centrally-Directed  Economic
Systems,” Quarterly Journal of Economics (August 1964), 395.419.
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Second, the central organization tends toward delay,
excessive optimism as to the results of its policies, and ex-
tension of controls when things go wrong. For example,
authoritics in power are slow to change the policies they
have started on when those policies more and more clearly
are turning sour; and since it is always a political mistake
to make an unpopular decision, such decisions will normal-
ly be postponed until they are plainly necessary — that s,
until much harm has been done. As for excessive optimism,
there is, among other causes. cvidence that people tend to
make decisions on the basis of favorable assumptions, and to
pay special attention to information that supports their as-
sumptions. Finally, the normal and simplest reaction of people
in authority when something goes wrong is to set up a rule
so that in the future it won’t. But economists, conscious of
indirect reactions, often would disagree with such simpli-
cities of political thinking,

Third, the imposition of rules and regulations for get-
ting things done frequently leads to avoidance and evasion
of the rules, and to corruption of the authoritics.

This bald summary will suffice to suggest, though not
prove, that large organizations, including those that plan and
those that execute plans, have characteristic ways of func-
tioning that often achieve diffecrent, and inferior, results
compared to those intended.

V

EmpPiricAaL EviDENCE

So far empirical material has been mainly for illustra-
tion or definition. But empiricism can help us much more.
Various data and studies are available that shed some light
on the successes and failures of planning.

A. Recent growth rates for nations of Southcast Asia
arc of some comparative interest. Data below are mainly
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AlD-estimated, for 1957-58 10 1963-64. In table [,
I divide nine countries, following a suggestion from Hla
Myint, into three groups, primarily according 1o kind of
policies followed:

Tanrr 11
GRONTII RATES FOR SELECTED ASIAN COUNTRIES

Group A Group B
Relatively open and liberal Relatively close central control
cconomic policies and antarchical policres

Malaya . . coe 3.9% 0 Barma L B T 1
Pakistan . .| oo 45% Ceylon . . ... . 350
Philippions eis 0w on in 4995 Tndia. e o S A L (S

I
Phailand ... . oo TAY% Indonesia L - 1.0%

Group €
Subrect to spectal circumstanees
Korea .0 4.70

Senrees - ATD marenal Gied above, Table 2azexeept tor Tndonesi Haolls 13
Chenery, “Development Policies and Assistance Requirements dratt of Seprem-
ber 90 1964, Table 2 Tor Burma, Douglas Paauw “Feonomic Progress m
Southeast Asin”™ Jourmdd ot Aswan Stindies. (November 19631 72 For Cevlon

Donald R Snedprass, €Cevlon, an Lxport Leomoney i Tramton. 1 mimeo
praphed . OYale Crowth Conter, 19641
meome, 193360 Jara

Calenbated trom his veal gross national

The basic data of this table arc subject to error, the
classification of the countries is impressionistic, policies
are carried out imperfeetly, and other influences than gov-
crnment policies  (falling rubber prices  cause understate-
ment ol the real “normal™ domestic growth of Malaya) may
be determining. Eut the data do at least indicate that open
and liberal policies are not necessarily correlated with low
rates of growth, nor close controls with high rates of growth.

B. K. C. Sen, of our research group, has expanded
this kind of comparison. He defines four Southeast Asian
countries, Burma, Cevlon, India, and Indonesia, whom we
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have called Group B, as “Inward-looking™"; and three coun-
tries, Malava, the Philippines, and Thailand, as “Outward-
looking”. “Inward-looking” countries exercise (i) strict
control of resource-allocation through formal planning, and
(i) strict trade and capital flow controls, and show (iii)
some disposition to nationalize forcign enterprises. An Out-
ward-looking country has these characteristics in mild de-
gree or not at all,

His criteria of success include per capita income growth,
growth of saving and investment, and price stability; and
also certain structural  changes, among  them a falling
share of agriculture in total production, falling dcficit fi-
nancing, import substitution, and export growth and diver-
sification.

The conclusions are mixed. On the growth and price
stability {ront, the evidence is “rather inconclusive™. With
respect to desirable structural change, the Outward-looking
group have a clear advantage. Offsetting their rather slack
record in domestic capital formation, thev have had far
greater access  to external financial resources.  which has
kept down their deficit financing. In addition. thev have
generally a much better record in import-substitution, pro-
ductivity increases, increases in import capacity, productiv-
ity, and government spending for development.”’

C. A recent study by Staller of comparative instabi-
lity in western centrally-planned and free-market  econo-
mies, 1950-60 is instructive. There is much variation
in degrec of instability both in and between the two groups.
The path of growth, for example, was smoothest in Po-
land, the Soviet Union, France, Taly and Norway. It was
roughest in Bulgaria, Yugoslavia, Grecee, Turkey, and the
United States. The Soviet Union and Norwav take the

Ko CoSens dhe Baward Lookees amd Outerard-Looor s ve Soutseast Aves
manuscript. { lanuary 6, 1963},

"George |LoStller. “Fluctuations in Econonie Acusitv: Planned and Free-
Market Eeonomios 195060 Vmerrcan Feononre Revsens (lune 19641, 383.
393,
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highest prizes for stability; the lowest marks go to Yugos-
lavia and Turkey.

The case of the Soviet Union, with the longest exper-
ience in central planning, is of special interest. Its high rank
is due to the stability of one sector, industry. But in total
production its record is matched or surpassed by those of
France, Italv, Norway, and Sweden; in agriculture by eight
free-market cconomies; and in construction by four free-
market economics.

Staller calculates three pairs of averages, one for all
of his cight planned and 18 free-market cconomies, a
second for the Communist bloc and those OECD countries
with similar incomes, and a third for four East Europe
countrics that previously were a part of the cconomic com-
munity of Western Europe and West Europe nations. In
cach comparison. instability was higher for the planned cco-
nomies in cach of the four sectors measured: total produc-
tion, agriculture, construction, and industry. T industry
only is the difference very small,

These results suggest that the changes of policy that
come with central planning, and improvisations of policy
that unexpected events demand, are likely to make econo-
mic life under central planning more unstable than it is
under free-market economies.

D. We have mentioned above the tendency toward
delay in large organizations. This is so mild a statement as
to approach caricature, when laid against the fantastic ex-
tremes of delay of which burcaucracy is capable.

Given a firmly held ideology and a onc-party regime
(and perhaps a stubborn dictator ), delay in making obvious-
ly needed economic decisions can persist for decades. In
the Sovict Union in the fall of 1964 “unwarranted limita-
tions’ were to be removed on the size of private land hold-
ings and on the number of livestock allowed to peasants;
the Liberman system, which urged that planning should
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be influenced by such cconomically meaningful concepts as
accounting profits, credit, and prices based on consumer
demand, was to be tried in part of the clothing and shoe
industries; and the Lysenko ideology in agricultural practice
scemed clearly to be losing ground. If these tendencies
really amount to a watershed, then it has taken one to two
generations for initial ideology to be worn down by ex-
perience,

L. There is much evidence that planning in both mar-
kets and centralized cconomies have in recent vears been
converging in the direetion of similar policies. In the main,
these represent the result of frustrations with bureaucratic
machines — much as Adam Smith represented the same
frustration two centurics ago.,

In countries as different and remote from cach other
as Mexico, Yugoslavia, France, the Soviet Union and Ma-
laysia, there appear currently strong tendencies toward de-
centralized implementation of plans and toward cconomic
pluralism. "The attempt is to cvoke the participation and
zeal of widespread groups of diverse interests and views.
Lewis explains - Mexico's recent growth in large part in
terms ol functional representation, decentralized public cor-
porations, and Jabor union participation in basic Jecision-
making.”" In Yugoslavia, interest rates are being consciously
used to decentralize investment decision-making. In France's
planning, members in plan commissions and working groups
were about 1000 in the First Plan; now there are about
3500. In Soviet Russia, the Liberman attempt to base in-
centives on profits, rather than output, is an attempt to free
central planning from detailed supervision over cnterprises.
Malaysia’s cffective planning is distinguished for its  tho-
rough-going effort to find out what people in the towns
and &ampongs really want, and 1o enlist their ideas and
cffort toward achieving their wants.

"Gl KL Lewis, “*Mesico’s Eeonomic Growth — Prospects and Problems.”

in Nebson, Eeonome Growth, Ratiomale. Problensy, Cuses, (University of Texas
Press. Austin, 19601, pp. 252.255
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Closcly related with the tendency toward decentraliza-
tion and cconomic pluralism is the growth of adherence to
strict economic criteria, and toward the introduction of eco-
nomic (as opposed to non-cconomic ) incentives. The world-
wide current is at present moving strongly toward the po-
Jicies of countries usually called  market-oriented,  which
seck to direet the economic future by influencing the en-
vironment in which economic decisions are made.

Vi

GENERALIZATIONS

In conclusion, failures of economic planning originate
both in ta) government instability, with its context of
maneuvering for political power and shifts of persons and po-
licies, and in (b) the nationalist and ene-party policies that
governing groups use to keep themselves in power. They
originate also in (¢) the characteristic  functioning  of
large organizations which, among other drifts toward er-
ror, tend persistently toward delay, toward fewer but bigger
errors than a decentralized system, toward excessive opti-
mism about their own rationality and cffectiveness, and
toward excessive extension of rules, with concomitant eva-
sion and corruption.

The successes of planning originate in its ability (a)
to influence the economic environment in which private in-
dividual and groups make their decisions, and in supplement-
ing and encouraging the decisions that appear most socially
uscful, and discouraging those that appear injurious des-
pite cases where delay or mistaken policy brings ineffec-
tive or perverse results. They originate also (b) in encou-
raging expressions of felt want for improvements from the
people in the ficlds and villages and hence stimulating their
ideas and energy, which the government can then assist.

(¢) Planning is having a major success of an educa-
tional varietv. The center of technical economics is logic;
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but the life of cconomics in the long-run. as Justice olmes
said of law. is in cxperience. People change their minds
about a strongly held ideology. not through proof of its illo-
gic. but through repeated failures in practice. The hard
school of  experience s gradually teaching governments
where, in various ficlds, the borderline lies between what
government can do best, and what private activity can do
best, and what particular forms government activity can best
take.

Finallv. planning is in our time a popular word like
democracy. Hypocrisy being the homage vice pavs to virtue,
dictatorships proclaim they are democracies, and govern-
ments that do not intend serious planning still go through
the form  Lven so. planning (d) keeps green the idea and
hope of substantial cconomic advance. which makes more
likely policies, public and private, that will eventually bring
about its reality.



