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ECONOMIC PLANNING - POINTS OF SUCCESS 
AND FAILURE 

TIlEODORE 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 countries; and more important in the 
long-run, their people know that major economic advance 
can be achieved, wheieas the people of Western Europe in, 
say, the 

But 
regions ­

countries 

14th or 15th centuries did not. 

current data indicate that people in less developed 
though there is wide dispersion for individual 

- are not catching up with those who started out 
earlier on the economic road. Gross rates of income rise 
are similar, and even by one calculation favor the low-in­

more ra­come countries; but because population is swelling 
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 rise per year are lower in low­
income areas. The standards of living of people of the less 
developed and developing regions arc still diverging as they 
have been for several centuries. 

There is considerable dispersion among the countries of 

each 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 signifikantly due to their planning. Planning 

403 A. ro 
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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. 

''AIILE I 

CURRENT GROWr I RATES OF INCOME AND OF 
POPULATION, AVERAGES FOR DEVELOPED AND 

LESS-DEVELOPI D COUNTRI ES 

Per cent growth rates per year: DC's LDC's 
of income .................. 4.4 
 4.7 

0f populatio .. ............. 1.3 
 2.4 
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 S9 - 11
 

NOTES: 
The average gross national product for 1957.58 ik compared with that for

1963 64. Recovery from World War If and acjiust rnent to post Korean Warprice changes were substantially complete by 1957.58. Ifence the above figuresare better estimates of the "n1rinal-patiern than if tOhe ear Ne Cja, of the 1950's 
were included. 

Indonesia. Alg'cia, and (Congoc lcopohli llli are exc Lied froim LDC's ongrounds of inadeqiate d~cti fOr ealculating growth rates of income. Japan and 
South Africa are considc-ed ICs. 

Source of data: Agpncy for Ihternatitnal I)evelCcpmen c IU.S., Statistics 
and Reports )ivision: imawd"l-st 
 Annia, (;rowth Rates of )eveloped and Less 
Developed Couintries", Ms.. dated April 5. 1965. 

1,actocrs of 2", and ',are applied to lDC incoime levels as given by AID
(based m excl'hange-rate ctnvcrsion of income , in accord with Gilbert and Krt­
'iS, ageti. et l. StiitIM[CS cf distlj'tionsintr"duCed b,' C%'hallg, ratc conversion. 
Income levels of both DC*s and II)C's are for 1963'. 

re United Nations in its Wkorld l:coutruw Survel, 1963 (;eneva, 1964)gave figures fir a somewhat earlier period and difference groupig of countries. 

I 
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(.nrreul Growth Rales, UN 1stimtcs 

1955-1960 

Per ccnt Growth rates per year: DC's LI)C's
of income* 3.3 4.3 

of population 1.3 2.4 
of income per capitti 2.0 1.8
 

GDP per capita, 1960 $1,410 S330 - 390
 
(;rowth of GDP per capita,
 

in dollars a year $28 S6-7
 
G,ross )4on1tcr, ;vlrage compound of growth.
iC Prod uct annailI rates 

Source: United Nations, World FEconomic S''ev. 1961. (Ih. 2, pp. 20 and 21. 
Income of low-income countries is adjusted as above. DC's are "developed
market etononics. covering North America. Western LEuropc, .japan, Oceania,
and South America "l)cvcloping Market Economiest cover l.afin American 
rcpublics . Alrica. the. I r IFat. W-st Asia md "othrs".
 

The abo'c data do ot inltle, the Soviet I'nion. Iastern I itrolican coun­
tries. anti Minland (bii. l)ata for China are not availaic. buot for Rwsia 
and Eastern Iur ,pc growti r cs of net material product, 1954 to 1959, range 
from 6.1 per ccit 1t) 9).5 i I LiiSt l crs ar' cVcnhISC tIsCeLwhich 

mnept sarc tsteLd ..a rcwhen ct 4aij tiWArd COin1pa rahi lit higher rates than itt all 
but a few Western urop,.-an coittr. s. .Sou/ I:uicor in Ecottotpic"Growtb inLtrp , CIL.('1h. P1',
11, ,8-10. 

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' 
efforts 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: 

I . inadequate statistical data; 
2. poor coordination among government planning and 

implementing agencies; 
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
mi nistrators and technical people; 

7. ineffective mobilization of domestic savings; and 

8. failure to stimulate private business and' the com­
munitv 	to make their best contribution to planned develop­
ient.) 

These are, then, the conscious points of failure in eco­
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 pursue their central goal. Neither the one nor 
the other is true. First, economic 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 lirge organization, like a government or 
government departnent, is subject to administrative and 
ideological constraints on behavior that force it systematic­
ally askew from efficientlv achieving 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 error is far ftom implying that 
government economic activities are not useful and neces­
sary, or that small private businesses are not subject to 
their own patterns of error. 

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

This is Ih" ,imalli t Roheri S. Smiih, Repoiirel I (tiled Slaies 
l)elegaljn. I NoIvembr 25. 1 641, p. 3. 
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then the evaluation of success versus failure in economic 
planning becomes a complex problem. 

II 

THE PURPOSES OF ECONOMIC PLANNING 

We list and comment on briefly below, first, the eco­
nomic goals and, second, the political and social goals of 
economic 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. Economic goals include the following: 
I . Maximum rapidity of growth, to be achieved 

within some given time horizon. 
2. 	 Minimum pr'ssure on the standard of living. 

3. 	 Minimnum unemployment and under-employ­
ment. 

4. 	 Minimum instability in economic life. 
5. 	 Maximum shift of the rate of population 

change toward an estimated ideal level, in order 
to maximize income per capita. 

These economic goals are in competition with one 
another. There is an administrative opportur, ty cost to each, 
in that limited adrministrative 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 tcChniques that both immediately and 
through feedback effects will diminish the rate of growth. 
To maximize income, one must seize technical, market, and 
organizational opportunities as they appear; but this means 
more instability. Effective policies to check the growth of 
population may not be consistent with the location and oc­
cupation trends that will maximize total economic growth. 
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Economic success must therefore be measured by a 
weighted index of the subgoals. 

B. As to the political goals: The usual central preoc­
cupation of any governing group is keeping itself in power, 
swelling its power if possih;e, 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 ef­
fective use of nationalist sentiments; and ( 3 ) the weaken­
ing and dividing, oer, or andovinning possibly repressing 
silencing of political opposition. We comment on each of 
these in turn. 

( I ) 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 dlown 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 interest­
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. 'lhcy are likely, specifically, to support 
local economic orthodoxy, whatever it is-private enterprise, 
socialist, communist, cooperative; or state-directed isola­
tionist. 

(3 As to the political opposition, governments that 
are insecure 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. toward the 
one-party state. Ill-fortune may more an. more clearly 
await those who are discontented and shov it. For those 
who accept the going orthodoxies and support 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 rneant to be only descriptive. The desire for po­
wer and status is one of the deepest human drives, found 
in all societies in all periods of history. 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 early years 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 plarning a frivolous exercise. Whether one 
calls the pattern a failure of pLanning, or a failure of di­
rection, it is a mattcr of woids. 

Ill
 

NArIONA[ISM AND ONE-PARTY RULE AS DETERMINANTS 

OF ECONOMIC POLICY 

The use of nationalism and the one-party system to 
buttress political regimes has considerable implications for 
the eifectiveness of economic planning in less developed 
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areas. Its logic is part of the general analysis of govern­
ment effectiveness 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
econometric 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, fully success­
ful. They hardly pretend to be other than propagandizing.
It is harder to forgive the fathers of economics - Smith, 
the Mills, Longfield, Senior, Torrens, Marx, and even 
Marshall and Pigou. Stigler easily proves that these dis­
tinguished economists, when they pronounced on govern­
ment-in-economic-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 economists. The subject is politicians in 
power and seeking power, who view economic policy and 
planning as part of the means of power. How have their 
drives caused economic policy and planning to go right, and 
go wrong ? 

The question can be restated. Clair Wilcox has con­
eluded, 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

1 i, elitl hI this Iil tnt 

tlP ,I It II i ' C(Mn 


If it t I d i"I 1 i itaIe i' etuno lm !t . I enlII W , 
I 111,11 0i tLCillt'd \v ith . O ing re tl pr ,lmble ni i l ,' ia l A ffa ir,. IhL 

canot11 lie c [I\ iiu h ctincl ned w ith Iirm l discipline hnotidaric, A , lane N'Il'­
bin lI, Vcnrcr;Iiiid, nIcdtc COOll liSts rguie th0:1 thLc will can, (ilt ttie co­
nomi t .ispt. l ot 1 I1ihici . and 
 Ihen turn over their result t otlher social
 
N.cicntikis it, fill 
 Il tile rest;'hil thait ihi,. i)(licv relics Ol it mlythical co~llaboralt 
Who is neCVel Ill lit' there. 

(Clair W illen\. I he I1 Ia ig ,,d lhx (U1mlrl of Fcono,u h ) ( chip /l/nIl III 
'.'u , %Iii. ()hc 1M, C.nicr for International Harvrdheai .tsion Pipcr Affairs. 

I.ni%,cr.,i . 1965 ). 1) 35, 
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stances and temporarily, it probably has not been anywhere
in the world. The issue then becomes: to what extent is 
the political interest of governing groups coincident with 
policies that will further the economic interests of their peo­
ple? 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 effective 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 colon', or should it have 
rapid economic progress' They opted for the second. 

But current \world experience Cmplhasizes the frequen­
cv of ad'erse economic effects. Governments that are insec­
ure, or that ha1\c had rCcent experience (f colonial iule, with 
independence painful ly \V are to use natminalist po­won, \vont 
licies in \\,vs d;sasltl.ro it ) the econonv. In 111urm:, there 
has been nationalizatiol of en terprise and trfade to get them 
Iwa\ from foreign control, expulsion of foreigners, exten­

sion of government control even \\,here it would be ineffec­
tive, and general retreat from the outside world. The Cey-
Ion governmen t in recent years disrupted its econom\, 
through policies discriminating against a major minority 
group, the Tamils: moVCd toward insulating its economy and 
society from the progressi n \Vorld outside by substituting 
Singalese for English in official activities; and divided its 
house through ittempting to muuzzle the press and make 
Buddhism the state religion. 

The lndonesian lealders make little pretense of caring
anything about econonlic matters: "We are neglecting our 
wealth purposefully because we are concentrating on nation­
building," said Dr. Subandrio, Foreign Minister and Deputy 
Prime Minister.' President Sukarno said to a Majumi (so­

'S rait¢ Tm , . t)t'ccine r 7 9 
13: Ll4ICt(lI ill (' .1, \\' IIW\, , / I ,f . p Ii. 

http:d;sasltl.ro
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cialist) politician whose economic ideas he judged political­
ly impractical: "Ihave 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 economically disastrovs and politically 
triumphant. The main ones have been, in the early 1950's 
the campaign against the Dutch, in 1958-59 the expulsion of 
Chinese middlemen from their businesses, later the West­
ern New Guinea (Irian Barat) campaign, and currently 
and most disast rotIs economically, 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 effect 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 are hostile to economic advance. Dissent and criticism 
are useful means to correct abuses and mistakes, and to 

'Qutn d to Ine hI1. R. Sinai. froni his conversatitlii with the Mj iumi pa,­
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 economic 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 preservcd for free discussion. 

The baleful effects of one-party orthodoxy 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 earlier 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 economy 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 Clinese 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 Ihigh fever do we find 
minorities 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 I fixed economic 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 nearly totally false for countries that want econo­
mic growth. The flight of capital from countries where 
the future for a minority seems dark is evidenced by .e­
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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 Hlong Kong and Singapore always below 
par compared with the Indian currency, even dur­
ing the \'ears of buoyant exports, and during the 
time when India was also suffering from balance 
of payments deficit. The reason seems to be the 
desire of the Indian immigrants in Burma to send 
more remittan'ces home than officiall\ allowed, or 
to repatriate their capital. This desire in turn de­
pends on the Indian immigrants' assessmient of the 
political future of Burna. 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 riupiah 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 elsewhere. The most energetic, 
trained, and ambitious, for whom prospects abroad are re­
latively bright, are the first to go. IIistorically, it is just 
the dissident, heretic, status-deprived groups that have typ­
ically been centers of energy and of economic and other 
progress. Progressive economies have made use of this 
energy; that is, economic life has 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. 

I ia Mvint: "Economic Iniv'rdependence in Southeast Asia: Some Notes 
on a Jlesecarch P'rogram." in(manuscri pt ) p. 4. 
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INFLUENCES TOWARD ECONOMICALLY-INJURIOUS
 
NAIiONALISM AND SINGLE-PARTY MONOPOLY IN
 

LESS DEVELOPED AREAS
 

A 	 B
 
Factor.%Inlaxillu:iluj lh'ir Faclr.%wilfnlliiz,,z, their 

domll~alnc' 
 dol1llllalln.'
 

I-Domestic political insecurity of vs 	 Security of the regime, enabling
the regime, forcing it into short 	 itto take the long view 
horizons and improvisation to 
keep itself in power. 

2-Recent indcpendence, won vs 	No past experience of colonial 
through fighting 	 donilatin or rule:; or indepen­

tknce peacefully achieved, or
 
achieved in the distant past
 

3-A sttingly held, self-righteous i Tradition OfIpluralism in ideas 
orthodoxy; tradition oif autocracy, and tolerance of discnt; poll­
and olf violence isa road 1o I-	 lical d.niolterac\ 
we r 

4-One or more uLnspicut.tS IxA homoneX1 ou-s, population
 
minority groups
 

5-IsolatiOn, illiteracV: tradition It 	 Liberal educaLilion, literacy, 
oif responsibility to self. family, 	 sense ot responsibility to na,.­
and special group 	 t ional Ir \\,orld inilterest 

The implication of this reasoning 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 lie in injurious economic policies. T:k less the 
government of such a country seeks to influence or direct 
economic 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 societies 
have gone back to more primitive levels. On the other 

1.H. Sinai, h'le Chall'ngc (4 Alrdernization I( haalo and Windus, Lonl­
don, 1964). 

http:uLnspicut.tS
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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. 

IV 

TihEORY OF ERROR IN LARGE-SCALE ORGANIZATIONS 

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

This section is concerned with systematic tendencies 
toward error that exist in large-scale economic systems.
Such systems may be large planning organizations or the
administrative super-structures tt direct the planners, or 
large-scale organizations, public or private, that carry out 
the plans. I 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 arc 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 visdom are ruled out 
of consideration. There are other reasons. 

'Thcodore Morgan, "The Theory of Error in Centrrally-l)irccted Economic 
Systems," Quatrh'rlY Journal of I:conoinict (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, 
authorities 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 is, 
until much harm has been done. As for excessive optimism, 
there is, among other causes, evidence that people tend to 
make decisions on the basis of favorable assumaptions, 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 disagrce 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 authorities. 

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 different, and inferior, results 
compared to those intended. 

V 

EMPIRICAL EVIDENCE 

So far empirical material has been mainly for illustra­
tion or definition. But empiricism can help us muchI 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 Southeast Asia 
are of some comparative interest. Data below are mainly 
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AID-estimatcd, for 1957-58 to 1963-64. 11 table iI,I divide nine Countries, following a suggestion from -ila
Mvint, into three groups, primarily according to kind of 
policies followed: 

TAJALI II 
GROWTI RATES FOR SELIECrEI) ASIAN COUNTRIES 

(roup A (;roup 1 
Relatir, oipen awed liberal Relatively close' ce,,Iral contirol

eco)lUn/ic Policies and autarchical policte.v 

Mlalaya ............... ;59O
Burm a .... ...... ... ..%Pakistan . 4.5% Ceylon .. ............ 3.5%
Philippine .... 
 4.90j India ................ 
4.4 bThailand ........ ....7.4"i, 
 Ild( Lesia ............. 1.0( ;)
 

G;routp C 

l'llc( I tI ./V oal rircumst,,c 

Kor .........
....... 4 .7( ,,
 

'%(qjrL.,,
AID\11).1n{t-iall (11V. Jhlmc. 1.h1. 2a1:e.xct-p fndw,ml -- h(lh., 11till 

(.icnery. "'l lhplnl.nt.'
uC~ I)tOli ind A,,itUM.iCi Rquili- iiil: " dr t il Sclii.n­1964. 1.iA11Cbhr 9. 2. 1 irB rmini,I)DuiglS P M , "lCc. ,m,,i. l)MOIcS1 ill'S1Nihc'ii~r ,\ ,Iaf ',l A.ha,,(i 'tudl . N Ivellnh{.r14 1 1. 72. IFor (c'lvIon
I)nlkl R. Sllndu (vhfrhmg',S. , Ill.pur I1cu,,n1 i , ' il ll'l6n, 1'0)graphed). 
V{Ik'( iowth (Ymvr.t'. 1964). (GlCj.tcd fromIn hi, 1.l gt-I,, nailtal
 
illcome, Ii.61) Il:I;i. 

" 
basic data of this table are subject to error, theclassificalion of the Countries is impressionistic, policies 
arc carried out imperfectly, and other influences than gov'­crnment pj)oliciCs ( fdling rubber prices cause understate­
mcrt of the real *'normal" domestic growth of Malaya) may
he determining. 
 Eut the data do at least indicate that openand liberal policies are not necessarily correlated with !ow 
rates of growth, nor close controls with high rates of growth. 

13. K. C. Sen, of ouir research groulp, has expanded
this kind of comparison. lie defines four Southeast Asian
countries, litirna, Ceylon, India, and Indonesia, whom we 

http:lhplnl.nt
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have called Group B, as Inward-looking"; and three coun­
tries, Malaya, the Philippines, and Thailand, as "Outward­
looking". "nward-looking' countries exercise (i) strict 
control of resou rce-allocation through formal planning, and 
(ii) strict trade and capital flow controls, and show (iii) 
some disposition to nationalize foreign enterprises. An Out­
ward-looking countrv has these characteristics in miid de­
gree or not at all. 

His criteria of success includ, per capita income growth,
growtb of' saving and investment, and price stability; and 
also certain structural changes, among them a falling
share of agricuhlure in total production, falling deficit fi­
nancing, import sulbstitution, and export growth and diver­
sification. 

The conclhsions are mixed. On the growth and price 
stability front, the evidence is "'rather inconclusive". With 
respect to desirable structural change, the Outward-looking 
group have a clear advantage. Offsetting their rather slack 
record ill domestic capital formation, they have had far 
greater access to external finmancial resources, which has 
kept down their deficit financing. In addition, the\, have 
generally a much better record ill import-substitution, pro­
ductivitv increases, increases in import capacity, productiv­
itv, and go'ernnent spending for development.' 

C. A recent stud' [\ Staller of comparative instabi­
lit,' in western centrally-plamcd and free-market econo­
mies, 1950-60 is instruLctive. '" There is much variation 
in degree of instability both in and between the two groups.
The path of growth, for example, was smoothest in Po­
land, the Soviet Union, France, Italy and Norway. It was 
roughest in Bulgaria, Yugoslavia, Greece, Turkey, and the 
United Statcs. The Soviet Union and Norway, take the 

'K. C. Son. 1/' t1 .rd I.,i'v ()11' dlgtrI p i ,hrt11 *,j, , It,, r i, ,' 
manuscript. ( I:mmuhV 6, 1965. 

(W. 1. S1.1lcr. ' L16u , ill i ll . ,\ 1lv\ and ­;ol'gC "h ontn Pt111l11cd [/reMalke c ollo nlmi It1M OO-." .Awern,, I:€' et. , I:T:,'t, I un 1. 964). 383­
39i. 
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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, Italy, Norway, and Swcden; in agriculture by eight 
free-market cconomic's; and in construction by four free­
market economics. 

Stallcr calculates three pairs of averages, one for all 
of his eight planned and 18 free-market economies, a 
second for the Communist bloc and those OECD countries 
with similar incomes, and a third for four East Europe 
countries that previously wx'CrC a part of the ccononlic conl­
munitv of Western Europe and West Europe nations. In 
each comparison, instability was higher for the planned eco­
nomics in each of the four sectors measured: total produc­
tion, agriculture, construction, and industry. Iii industry 
only is the difference very small. 

Thcsc 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 bureaucracy is capable. 

Given a firmly held ideology and a one-party regime 
(and perhaps a stubborn dictator ), delay in making obvious­
ly needed economic decisions can persist for decades. In 
the Soviet 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 economically meaningful concepts as 
accounting profits, credit, and prices based on consumer 
demand, was into be tried part of the clothing and shoe 
industries; and the Lysenko ideology in agricultural practice
seemed 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. 

I. Therc is much CeVidCncC that planning in both mar­
kcts and centralized economics have in recent \'ears been 
Converging in th direCclion of similar poli ics. Inl the main,
these represent the rcsult of frustrtations With bureaucratic 
machines - much as Adam Smith represented the same 
frustration tXo centuaries ago. 

il count ries as (iifferetit and remote from each other 
as Mexico, YtL osla\,ia, FtancC, the Soviet Union and Ma­
laysia, there appcar currenthv strong tendencies toward de­
centralized inpiemen tat ion of plans and 
 toward economic 
1)1unIli sm 'Ihe at tempt is to LVokc the pari tici pat ion and
 
zeal of \v'idespreC.,d groupqs of diverse interests and views.
 
Lewi,-, explainis Mexicon's recent growth in large 
 part in
 
terms of fnclhneioa] Irtepr'sCii tat ion, Iccciiitral izc( pul]ic cor­
porations, antiJ Labor tunion patllicipatioln in basic Jecision­
makling." In Y\ugoslavia, interest rates are bci r.g consciouslv
 
used to dccent rali/ investment dccision-makinig. In France's
 
planning, IIIembCrs in plan conimissions aid \vorking grOLipswere about 1000 in the irst Plan; now there are about 
3500. In Soviet Russia, tle Libcriman atwtempt to base ill­
centives on profits, rather than outpu , is aii atI CIlihIt to free 
central planning from detailed sLIpervisioni over cntCrpriscs.
Malaysia's effective planning is listinguishCd f0r its tho­
rough-going effort to find ott whiat people in the towns 
and kainpo gs really want, and to enlist their ideas and 
effort toward achieving their wants. 

( ­(I.K. Lewis, "Mexico,'s ]Lconnoimii Ilj\,l] iptct,, ind IProtlcin,,'
in Nul n, I'Cotiolllw (;roth.R',11 1,,hh. Irohlcl, (,a.wA,1[' \Lr lty'i ft cti,
P'es,. Atislin. 196111. pp. 252.255 
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Closciv related with the tendency toward decentraliza­
tion and economic pluralism is the growth of adherence to 
strict economic criteria, and toward the introduction of eco­
nomic (as opposed to non-economic) incentives. The world­
wide current is at present moving strongly toward the po-
Iicies of culntl'ies usuallV called market-oriented, which 
seek to direct the economic future by ilfluelcilg the en­
vironiment in which economic decisions are made. 

VI 

(ENERA LIZATIONS 

In conclusion, failures of economic planning originate 
both in a government instability, with its context of 
maneuvering for political power and shifts of persons and po­
licies, and in(b) the nationalist and one-party policies that 
governing groups use to keep themselves in power. Tlley 
originate also in (c) the characteristic functioning of 
large organizations which, among other drifts toward er­
'or,tend IpCrsisterntly toward delay, toward fe\\'er bt bigger 

errors than aldeccntralizcd system, toward excessive opti­
mism about theiir OW1i ratiorlalitv and effectiveness, and 
toward excessive extension of rules, with concomitant eva­
sion and corruptioni. 

The successes of planning originate in its ability (a) 
to inflence 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 
useful, a1d discouraging tllose that appear illiLrious des­
pite cases where delay or mistaken policy brings ineffec­
tive or perverse results. They originate also (b) in encoLI­
raging expressions of felt want for imlprx'ements from the 
people in tlhe fiels and villages and leIlce stiilIIatilg their 
ileas auLd eiCe'gy, which the government can then assist. 

(c) Planning is having a major success of an edIca­
inal variet'. The celter of technical economics is logic; 
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Iutth,: life Of eConomics in the long-run, its .lusticc I loles 
.,id of low, is in experience. People change their minds 
AbItha stronglV held ideolog', n1t through proof Of its illo­
gic. bit tl'u'rough repea ted faiIliires in paItctice. The I'ard
school of Cxpcrienc is.grad,ually ICaCein govern men ts 
\\,here, i vlloItus fields, the bo'de'rlile lies betwei whatgovernrmet can do best, and wha private activit\ can do 
bcst, and \\'hal partictjaLir forum. go'vllllent ac ivtx call best 
take.
 

Fiem ll. plainl is in our time a popular wr'd like 
derocracy. I Iypocrisy being the homage vice pays to virtue,
dictatorships procltim they ire democracies. and gov'erin­
mnllts that do not intend serious planning still o thlolgh 
the form I'ven so. planning ( d ) keeps ren the idea and 
hope of SLbstantial CCOlnOnic ad\'anCC. which lalkCs more
likely policies, pubJlic and private t lt will CVIenituallv blring 
albout its realitV. 


