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.. SuLnaKX 

It is the hreli of this paper that, regsrdless of the ideological
 

Comirkitmcirnit-s of the. planners or the deg'ree 
 of plan conpreheniveess,
 

cert.in basic tendencies to converge 
 emergo in all form,: of economic 

planning. Five such areas have been isolated and illuM,trctlons pc:scnted 

from the experience with widely different types of pianaing a nufmberin 


of countries-..Yugoslvaia, 
 China, the U.S.S,11., Czechoslovakia, MexT.co,
 

France, Scandinavia, and the ECAFE countries. There is increasinig
 

recognition of the roles played in the proceso 
of economic growth by:
 

(1) the price mechanism, interest rates, cost-profit relationships, and
 

productivity, with a view toward improving allocative efficiency, mini

mizing waste, ond rationalizing the cost structure; material(2) inccn

tives, in order to foster work effort; (3) economic pJlu ra].ism, to mobilize
 

public participation and support; (4) functional banking, with a view
 

toward catering to and increasing the financial viability of firms; 
and
 

(5) flexibility in planning, in order to provide against 
administrative
 

bottlenecks.
 

Hence: (1) If not the market rate of internt, then at least some 

kind of rate-of-return-equalization criterion must be applied by the plan

ners, in order to avoid misallocation of recourcec, (2) "Enterprises" 

must be' operated merely on basis ofnot the "output: ima.lwizatLion, ,U but 

also due regard must be given to "cost minimization." (3) "Average

cost-plus" policy does not necessarily lead to max).mization of returns 

from investment, as the cost structure ftrelf may nut bo optimal. (4)
 

".: n.c . r'ponO.bility" requires "entcrpri:es'' bbls;:t 4bJcted to
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various forms of charges, like depreciation and amortization charges. 

(5) To arouse active enthusiasm among the workers towards -.1ncrea:ed 

efficiency, aid must be sought from 'differential wagil" pa, .eIlt:s, non

economic incentives being insufficient. (6) It is necessary to have many 

centers of decision-making and implementation of policy (though within 

the over-all framework of plan strategy), and sore, sort of "economic 

pluralism" is essential in bringing the plan to the people. (7) Both the 

strategy and the implementation of planning must be flexible in order
 

to lend resilience to the plan. (8) "Functional banking" is a potent 

factor of accelerated growth rates. (9) Once the economy gets going and 

the dimensions of various economic issues get unwieldy, central or 

considermonolithic management leads to definite errors; the state must 

a phased and graduated withdrawal through delegation of nuthority; "trget 

planning" or "indicative planning" with guidelines of policy, rather than 

crippling thr market through multifarious controls, is desirable. (10) 

The tendency towards decentralization is associated with lesser bottle

necks, greater efficiency, and higher growth rates, though the empirical 

evidence is not conclusive.
 

Further, reference has been made to the studies of J. Vanch and 

R.E. Hagen, which indicate support for the view that a scrupulous ad

herence to the implications of convergence makes for riorc cfficient and 

faster economic growth.
 

A careful study of the experience in wo-ot countries -with plcnned
 

economic groth bears out the fact thut, lezrd..'1s. of the ,trategy an.ld
 



the ideology of , g, with the passage of' time thcre iv aroused en-ong 

the planners -in incr.easing recogni.tion of (1) the iml.portance of the price 

mechanism, intercet rate;, cost-profit reltionShips , and productivity, 

when consideritng optinCtl resource allocation; (2) the imortance of 

economic (as disti.nguilhcd -from non-economic) incentives in promoting 

work effort; (3) the need for economic pluralism, rather than monolithic 

administrative planning, in mobilizing effective particpation of the various 

economic groups in the country; (4) the role that a network of functional 

banking can play iri facilitating the growth process; and (5) the need for 

flexibility in planning, particularly In plan implementation. There is an 

element of unity, therefore, in the midst of diversity. 

"The plans emerging in capitalist countries differ from communist 
1 

planning," observes Landauer, "by structure and by choice of means of 

execution... (yet) in some very important respects the lines of develop

ment of capitalism and communism tend to converge." Convergence arises 

because, regardless of the type of planning employed, all economic
 

activity is conducted under constraints--of ti-h., expectations, resources,
 

flows and stocks, preferences, and: most of all, experience--so inuch so 

that a phenomenon like business cycles, which arc ascribed strictly to 

capitalirm, may arise in a collectivistic economy. It is held, for in

stance, that the "leap forward" years (1958-60) in China represent a1 boom 

ICarl Laidauer, CottVc111oK:'arY Economic Svs1:ems--/ Comparative Analysis 
(New York: Lippincott, 1964), pp. 536-37. 



period ".ich was folo',.cd by a scvcre depression. Cuwimuaist pJ.ane:s, 

having been grossly over-optlmistic i their investment calculations 

duing the "leap forward" boom, over reacted in 1961-62, just: as in a 

3 
in market economy.

business cycle a 

2, holister, "Capital For~aaion in Comnnunist China," in Chou-.1ing 

Li, ed., Industrial Development in Comiunist China (New York: Praeger, 

1964), p. 52.
 

3George Stallr, "Fluctuations in Economic Activity: Planned and Free-

Market Economies, 1950-60," American Economic. Review (June 1964), 385
95, is a very instructive and revealing study, with the following results. 
There is a considerable variation in-the degree of fluctuation both 
within and between the groups. The path of growth was quite smooth 
in some countries (Polcnd, the Soviet Union, France, Italy, Norvay), 
while in other countries it fluctuaced widely (Bulgaria, Yugoslavia, 
Greece, Turkey, the United States). Considering both groups together, 
the oloest fluctuation in total. output occurred in the Soviet Union ztnd 
in Norway, the highest in Yugoslavia and, to a lesser degree, in Turkey. 
The output: of agriculture fluctuated little in Poland, Czechoslovkia, 
Luxembourg, Sweden, and the United States, and widely in Yugoslavia and 
Canada. Industrial output of the Soviet Union grew more swoothly than 
that of any other country considered; the United States registered the 
highest fluctuations,. The growth of construction was smooth in the 
Soviet Union, France, and the United Kingdom; it varied greatly in 
Bulgaria, Rumania, and Turkey. 

The performance of the Soviet Union is of particular interest, not 
only for the obvious reason that it is the most powerful nationof the 
Communist bloc, but also because it is the one with most exp-erience in 
economic planning. Except for agriculture, it e)-perienced the lowest 
fluctuation anong the planned economies. Its perforipance, however, seems 

to Inve been duplicated by free market countrieos. It was either matched 

or surpassed by France, italy, Norway, and Sweden in total output; by 
Austria, Denwarl-, France, the rederal. Republic of Germncsy, Luxembourg, 
Sweden, the United States, and the United Kingdom in agriculture; and 
by Dennmark, France, Italy and the United Kingdom in construction. Only 
in industry--the show-window of its economic: growth.-does the Soviet Union 

demonstr:a!tc a greater stability in growth than the free market economies, 
being followed by France, Sweden, and Turkey. 

Three pairs of averages were calculaLed--f.rst, tha averages for the 
eight platnned and the 18 free markct econot;ies. Seco-d, since fluctuations 

in total output mighi: depend on. thc leve]. of economic devlopment (with 
i f0ucl.:ua !)agricu].tu:a! outYl t coci'Ji rn a c !t'nd ..Idely e 

only those . C. ou l.r!. (K; ,re cons'OCI't'd h;-d1-1.'h in 1.110. mi.c.; !iftic per 

c:.:i1 i.n' o:;ie , iJ.lnr to thc':::, of ihe Co 'en ist bloc. lin.lly: four 

planned cc xa'n.n (C:.Lh,', 1 ia past (,::nYvy , ling.n: and Poland), 

which haod pV'/ve.I .O.(L too' tho ,couoi.,fc (f'olotnrte cruitinurl on ne>:- pa;fe 

http:folo',.cd


Let us vuow deal. vithl each of thr. - f.v,; fa, ',, -c! 

trends toward convergence emerge. 

u L... e.rsIn _ .. i. I' ar no,. o:(rinmonly fecl that: the rrket "pli.y, 

an important role in corrocting tHe Amiled proportion:; of ditribiutlon 

and consurviptlon, since it is precisely on the markeL Lhat a d. Lct check 

can be made as to whether these proportions have in fact been established 

in accordance with the action of economic laws and whell-er the 10.slres 

necessary to enforce them have been taken." Even t-adc names and li-. 

censing of manufactures by patent holders have reappeared. NonetheJless, 

a substantial number of domestic prices are still subject to direct control, 

and until 1961, international tr-uisacros ,.1:1:.ncrie- '.Ut uwier .. ,plex 

system of multiple exchange rates and trade res:trictions. "Price and 

exchange controls have seriously distorted some prices and furnished
 

misleading incentives to constiption, current productiOn: and uost im

portantly to investment; nevertheless, it remains true that for most. 

commodities, prices are determined freely by supply and dcimand, 4 

The Federation'- announced objective is to conLinue to r-Cuce -d-

Iinistrative intervention in the market. Fovlnstance, in liovemb'r ).963 

Yugoslavia became an associate member of the G, al,-icnt or, Trc,os 

and Tariffs (GATT) under conditiovs which requ-r.t he.r to abolish wiost 

community of Western Europe but wicl, 1. : c onoU: -, ap ing Hfter:cwc ,i 
World War 11 are compare.d with Comonlcoun;:res,the ,..r(et 

In all. these co%:,:arisons the indien:cvd mcan f iictuations were higher 
in tho Con ,unist bloc th:i- the OY'2' cco'urni.J ful aJ fntt- cctev';rJ::s 
Only in indu s try is thet muan io : the p la[1i;, e.C)C,:'.C; C:3.C;!;c. to 0C,he ;v e2Ug 

for frce market countries. 

4Albort Wat.er,, ton, .3']n .. YY o.lavi:,. (in1. Ii ,..)l JohL 11opkiiLs, 
1962), o 10. 



of the diarect controls on imports and forcj-n trhde, A , &o, 	 aftr 

conultivg the .ultcrnationa.l :)tric-Lay Fund (IWF), the. goa-mwnL at the 

end of 1960 ccCdptcd a far..reachl.ng foreign excha-nge aid .mrlport )ceforn, 

o 	be ptt into effect over the nc,.t few ycifrFr "The rA:orm provided for 

to the dolar;the intooduction of !i AnUn'.-,:m .rate of .zh'ngc of 750 dinrs 

by a uniform clearing -:ac-a 'ith premiur..i forreplaccuent of coeff.cient 

some e:ports; removal of some restrictions; on imports; and a simpl.er 

system of allocating foreign exchange. The.ce ,u(ar,,,ron,. f carri.ed out, 

into line with world prices." 5 

should gradually br!;,lf YugoS]bv priCes 

to be achieved by theThe goals of a "socialist market econony" are 

(1) Allow a steady but gradual shift in the distributionfollowing meapr. 

direct perstonal i1cc~res, to the disof the national incom.e in favor of 

advantage of both gross investment and "i.ndirect incomie," thus creating 

a steady demand iressure on the consumers' goods sector of the economy, 

as well as greater incentives to production. (2) Reorganize the credit 

and banking system, including the creation of a unique socialist capital 

market, in order thrt investmcnt decisions may be rcore flexible, less 

in favor of infra-structurepolitical, ancd without the existing bia 

projects. The pu-,.po.-e of this, is to chanuel funds into the right places 

to meet: growing consumer d m_.nc efficicntl.y. Gradun).ly freeorc (3) 

prices, to restore conslumer sovereignty in rclation to available resources 

by establishing more "real" use values. (4) Admiut that the small size of 

lhe creation and to).ra1: f.o'oLi. -the domestic "nrkc: rcju.rcs 

.. .te 1.1..'b:r 1,1,000 to"0060, The ; . 
2 

,20 . c -1' 'h ]~~c~~~ hi' i 195,.(:o d.i--r; 

http:Gradun).ly
http:carri.ed
http:simpl.er


in nnuy sc.to.rs to achieve alI ecozomi c cele of pto.uction. The potential 

0vs huce ar: to be handled eventually by a:dmittig foieign (:omWetition,
 

6
 
by price and clhe .r controls,CatC tV:,pi):arily 

"The long-terrm aiIm of the Yugoslav out:Ijorities is stated to ba 

inc:eased reJlance, as the position of the economy grow.s stronger, or. 

the operation of the price system, subject to genural re-orientntion by 

' 7 
the central authorities through their comprehensive social plans . 

"Except as applied to monopolieo and public utilities, price control is not 

regarded as a permanent feature of the Yugoslav economy, but rather as 

a temporary expedient to deal with the maladjustments and inflationary 

tendencies associated with the change-over to a more decontrolled type 

uf economy. Not only has the range of gonds covered by the various types 

of controls been gradually reduced, but scarcities have been relieved by 

raising certain controlled prices, for instance, house rents and tariffs 

'8
 
on electricity."
 

Further, under the Yugoslav system of decent:ralized decision-making, 

interest rates are reintroduced as a cost of capital. They do not play a 

decisive role in production costs, since federal plans allocate investment 

fund8 to the varioua sectors; moreover, investment funds arc loaued at 

6Dennison I. Rusinow, "Yugoslavia's Problems with 'Market Socialism,': 
American Universities Field Staff Southc;,!r: Europc Series, XI, No.4 (1964), 
14. A recent report declared that the market should be alloied to function 
more freely and unnecessary for:eign Lrade re,-ulations should be abolished. 
The New York Timef., June 17, 1965 p12. 

7C. Dupont and F.A.C,. ecsing, "The Yugoslav Economic Syst:cm and 
Instru:lents of Yup.o. h~v Eec.ci )?olicy A Note," .b1T.! Staff. P.:Ip , VIII, 
No. 1 (Ulcveubcqr 1960) , 

s. .em.i.n, ,ndI V. h , .,ert ic, ''Th.: Yugoslav Econlomic $y::tcm, ' 
StnffPan~s, i, 1o,, 2 (Ju y 1-62), 2iJ -2. 

http:sc.to.rs


subslidized rates (u.g., 2 pcrceut for ccctrific.t:on 3 percv't for .gri. 

and "rce.,tculture, constructior, transport, and coiw,,erce; 4, for 

ha' been 1m1nde to set i.n,. ,t. rV":cs
indc tr m-~ondminirg). Some attempt 

fede, ;lans, by uJi ng a
competitively within the a.louctiens ade by 

(ai:icng ether th;.Tigs)are madc to borrom.ers whosystem in which loans 

,.re
willing to pay the highest Jnterest rate; but mt-Mr t.:e are 

levls. 9 "Before providing investment fiinance, for any in
at subsidized 

has to ensure that the incomie arising
dividual project, the Investment bank 

from the project will be 	 sufficient to cover the interest charge on the 3oan, 

loan over a certain maximum period, and the
the cost of repaying the 

which no loanadditional capital. againstcapital tax on that part of the 

1 0 

is outstanding," 

that internal conditionsThe Chinese New Economic Policy suggests 

than their 
are more similar to those 	of their arcli-enemy, Yugoslavia, 

lead one to think. In Septemberanti-Yogoslav vituperations would 196. 

Plenum was meeting, Red Flag published an article excor
when the Tenth 

for their return to capitalism. However, the far
iating 	the Yugoslavs 

reaching decentralization put through in November 1957 was 8 tacit recog-

Chinese econo-,y could not be .irrctcd as a 
nition 	of thc fact that the 

entity, that: regional planning ,:J, coopeation wuld p3.ay a vital 
single 


and tha: experLne,: rather than
 
part in 	 prope.llig the economy forward, 

9Waterston, o ct,., p. 	 60._. 

10 Fleming and Sert:ic, oj, cit., p. 217, 

1lch'en 1iMo-i, "Let Us Tall: ilout the Wor,,uig of Ecooomic Condit:ions 

XedF ,, Nlo. 17 (1962), 	 24-31.in Yugoslavia," 



''redness" -was reqwnrled for .-Iking economic docisiord,, ]1-in nement d.sci,;sion 

now deals :J.th tochnicial i'oduc(:Lon.011 a d zti Igproblems, not: P't'ry 

policy. 

Policy in China has shown -, continuing cii'h..:i: on tw neei to econ

omize, to meet financia). tarc(,ts, to find a correct: price policy, to thor

oughly reform the banking systein-.for financial aufthority and responsibility 

in enterprises and in Lhc: country as a whole. "There bs been diccussion 

on how to set prices in order to satisfy interests- on all sides, ho, to ma:ke 

conmnodity turnover more efficient, how to ac.celerate t1e circulation of 

capital, how to increase labor productivity, how to snve on this and that."3.2 

But one thing has become clear: "The main targets that nre given by the 

State to enterprises to meet are not output target:s but profit trrgets... 

This does not mean that production is being discouraged.. ,but rather that 

the leadership attached paramount importance to accumulation, with which 

to finance its future programs of expansion." 1 3 

Even in YuLgslvi a thie Investment Bank consults with the appropriate 

chambers, associations, and other interested groups while studying appli

cations for loans from enterprises. If, aft:er ,creen_ ng'the applinau:ions, 

the Bank is satisfied that more than Or- appjl.icant is qu.alifiCd to carry out 

the project and service the loan, it: will.. generally apply n series of eco.

nomic criteria to determine x.Ahich applicant will )-cceive the loon, including 

the project's expected profits, repayment pirospects, proportion of financing 

from the. applicant's own resources, and rate of intcrcst offered by the 

12ci c , "" '' in Li, o'. clt., p. 72. 
Tbid,, 



-].0-.
 

to eliminiat:cborrov r. When sel.cting a Piroject for a loan, the Bork trics 

po.itical factors. 

In an attcmrpt to uiise ecr-oliomic crIteria even \ihxen giving preference 

competitive biddingto less developed areas, the Dnnk may separate the 

A,or projects in de r7essed regions from those in the imore advanced ones. 

The Bank may also require that the borrower engage consultants, re

organize, improve its mnnagement, or otherwIse take steps to become more 

a loan, In addition, preference for init will makeefficient before 

bysectors rather than others is imposedvestments in some economic 

financingset ni.nima for participation by borrowers in the
regulations which 

loans.14 enterprise local
of projects for which the Bank makes "Each or 

for loans lhis submit detailed prelimiln.ry set of
authority :pplying to a 

preliminary constructioninvestment documents (investment program, 

calculations as well as the specifications for equipment, and 
program with 

The purpose is to make investors carefully consider
preliminary price list). 


all the economic criteria of the project; the only exceptions to this rule
 

such as projects necessary to incite growth in an under
are specipl cases 


In addition to the above, the Bank often
developed region, for instance. 


the conanune."15

special guarantLee of 

upon ainsists 

Further, in order to provide enterprises with itronge" incentives 

to reduce costs by economizing on manpower, investing in productive 

equipment, ond otherwise increasing productivity, a series of significant
 

Ibi., pp. 74-75. 

Dv oJ.ist Pan24ugoslaviani Snva Da.'c.vic-1(ucLr, 'De:on:oflic) p".. 20,4in E . '. Ilagen , ccio, 1larnitm. Ecoucim E( iDev,,-].ofl 2c'nt, ing: 

http:prelimiln.ry
http:loans.14
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changes was made early in 1961 in the :cgulations governiun t h." incoe', 

of enterprises. The most important involved he replace.meWf.: o the 

progressive income tax by a flat tax on gross incom-, cupp!,...ted ,, 

an axces profits tax to catch windfall! profits When income exceede 6 

percent ofinvested capitnl. Amortization allowances for equiprent in 

the transport and metallurgical industries and in agriculture cwtn i-c rcnne 

to allow quicker replacement of capital equipment in these 1 c.mches of the 

economy. The distinction made in previous tax regulations 1Ctw2-en funds 

used for fixed investment and those used for working capiLa] which ha

led enterprises to over-invest in fixcd capital, wa abolihicd. In ordor 

to induce enterprises to make more effective use of investcd capital, thi! 

3 percent tax on it was increased to /6 percent. The sepnrate tax on lail 

was eliminated, and the value of the land owned by the entcrprise is new 

included in the tax base for the 4 percent rate. Other new regulations, 

which have the effect of greatly increasing the cost of borrowed capital 

funds, are intended to stimulate investors to accumulate and use more of 

their own capital than in the past and to -epay loans from the various 

investment funds, more quickly. 

Prior to 1.961, republics, districts, and communes rece'ved post 

of their revenues according to the amount of wages paid out within their 

boundaries, and as a result local governments tended to pressure enter-, 

prises to employ additional workers. The new regulations, which were 

intended to get local governments to encourge the ,ccumult~iom of capital 

by enterprises; provided tHat, in addition to rccceiviln 13 m rccnt: of the 

wage bill of enterprises, republics nd COmI? UM,;e ail.so ar-et,Litwled to the 

proceeds of a 20 percent ta:x on the a;iounts nil orated by weitc'rpri ses to 



li.iV" enter.their investment funids. Aj.,3o, to educate Worke'Os tto v hew 

prise not only as Wage earrnrs but a1;Co as sha-er in it:s p:.ofits", waes 

were treated ns a part of the resiFdual income of cnterprisrr; and riot as a 

of production,1cost 

is amply clear froii the above that in Yugoslavia ond in China
It 

attention is being paid to the usefuliess of indicators like
increasing 

costs of production, profit rates, productivity,
prices, interest rates, 


and accumulation. 

B. 	 The 1mportance of Materlial Incentives 

observes: 17 "it is 
In discussing the Soviet economy, Rudolf Bicanic 

which the
worthwhile to examine the oversimplified assumptions under 

for
Soviet system has 	 operated. They include: an unlimited de-marid 

a definite order of priorities; an unlimited demand for 
capital goods, in 


at levels consumption;

consumer goods, in a population purposely kept low of 

unlimited efficiency of administrative incentives; an unlimited role of 

state power in economic planning." But once the adminisnrative incentives 

begin to lose their effectiveness, the efficiency of the state power
 

and other, more effective econoimic
 
as the infallible plannor decreases, 


their concerted and ardent

incentives have to be applied. For instance, in 


and economy rapidly, the leaders of
 
efforts to industrialize develop the 


have incentives important
the Chinese Conmnunist Party given w.,ork 	 an 

.6 Waterston, op. cit,, pp. 63-65. 

Pl.nning in Socialist Countries,17 In "Ico.omic C,:,cil,,, Devo lopment, n'ud 
': -
: .-C i-! (Austin:

in Pc,( .son, a ., F.. nr' -.2...:.,,_ .t i'..'3': : c 


" ; I 0 , i . 1.86.
Univer:ity of ',..:-'! :; 
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Vitli the l .,ts S ... by ccono;w crole- e..role vlhich ope:at.c nar'rowi. 

11ie~sS, i.y and ideology. Th pendultnl 1;1s sa:ng from an phn. is on 

nt q inccntives .ivce ].Il.i, to 1a,,t3r0,;s on non1j.1-:i ('i:ri.A: Ye.r .953--"7) 
3.8 

back again (1960 on). 3.8 These majormat.ei:al incentivcts (1957-.60) and 

turns in the g-nd sociopolicy change!, have reflected the significant 

of the Chinese Communist Party. The Party will coneconomic strategy 

tinue to vary incentives in a dual.stic way; the limits to which they can 

will depend greatly on the conditionspush non..atrial incentives and 

attitudes of the peasants. 

for workers of an enterpriseIn Yuposlavi.a while the level of wages 

wage scales retain 
as a g;rotu? is largely governed by the. level of profits, 

the individual ,orkers with an incen.
considorable iJ;'ottane i, providing 

tive to produce, through diffcrent wages; for different types of workers and 

through piece rate systems. To an increasing extent, however, the attempt 

in particular
is being made to provide this incentive by paying workers 

of the profits accountable to these
units of the enterprise on the basis 


the basis of individual rather
units. 19 The distribution of earnings on 


workers concentrate on

than group productivity and output tended to make 

their own jobs and neglect the teamvork needed to raise group productivity. 

"the
It was to correct this defect: that a situation was created in which 


also becomes a manager, a fact which, in our conditions,
direct: producer ,20C
 

decisive factor for further dcvel.opment," and a newis ragarded as a 

18Charl.cs Hoffmann, "Work Tncentive Pol.i cy in Cor,munist China," In
 

Li. oi. cit, r.. 92.
 

"Flemin,- :r ,,:i:- i t ,,p. 209',
 

20Mikn Sp.ljal., "YRLVmmrterat ion or DistriLutinon According to .ork,'
 

Rv eo'of '.lr ,.::i':: (ocn- grId ) XI . (January 196.5 ), 14.
'It ttianc ] ., 

http:18Charl.cs
http:1957-.60


system of "distribution according to ccmplex outp"t' hai hWcn crented. In 

discussilng the nuw system, the Yugoslavs admit t .,3t"in dcveloping the 

criteria o1f work for individultls and individual prodtctive dcupi.ptmentu, we 

hava made use of the experience of both socialisLt and capitclist 

countries.,"21
 

Another illustration of incentive wages is the "two-p.rt wage

schedule" system followed in Yugoslavia. One part consists of a guaranteed 

basic salary, varying according to the job, the qualifications, W the 

experience of the incumbent; the second part wi].l be a varinble amount paid 

monthly according to the efficiency and initiative of the jobholder, as 

deterr.n bO. fixed criteria. 

Kt in, however, in their application to ente::pris, cari:ngs as the 

guiding principle of production policy that econc: ic incentives have been 

developed most expansively. Here, two kinds of incentives have been do.. 

vised to stimulate enterprises to greater production and more rational us'? 

of their productive capacities and labor. The purpose of one set of nca

sures is to promote increased output by levying fixed charges on an enter-

prise, irrespective of its volume of output. Thoe include a deprecintion 

charge on its capital equipment, interest on borrowed Qunds, a tax on JW:; 

fixed and working capital, and (Prtil 1961) a land ta.-. Since the propor-

tionn! burden of these charges Ocr':.nes as output rseas, it is in the interest 

of ;;-q anterprivs to make the e::.ant use of iN"o cfm,.ty to increase 

pre,',:c1ivity in order to i.crease income, and thereby t:hn potential income 

per .:son er.icyed . The second set of meaurren has b vn incorporuted in 

ti-'. . :' s :yste t:o ,,c ,r'o'.:p l;n, :t.h.e .ou Oil 'Q'r'rpr..e;: to "nveSt:;Ie.tt. . irc':,... 

21 b d . 

http:nveSt:;Ie.tt
http:two-p.rt
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plrosu Thu.." t wt)cioa :oI in trot~ mijo~t be ~ nCr.,~ - n. .
 

disri..uted P~o , (unt:!I.1. M6.) hnd !. d on
:kev hut none been etr,in-u. 

sef. r. . c Q' 22 

In June 3.955 the Co1 e.l. of $).i:V~ters of t1. ,8oIr.: ..Ir.. 

"1tandard sit:tell for mi-bui.di.. iidu:jtryicos which provAdr fo." 

l)onuBCOc to erd<1 i'c . and '.;.ger i per-son-zic]. for the derinand intro-. 

duction of new tecbrioloy. 'A notable. and novel featu:e Of the t 

and incidentailly -aniwpor!tant sign of tho grow:Liug appreciatLjon of economic 

criteria in deocitions pert-iniug to ow.--ss tying of th ,za of th 

bonus to the anticipated annual ecoino!,ilc gain from the introduction ofi the 

new tcchnology. ' '2 3 In other words, it is being recogn-1zed that the "govcrn

munt i iC n0.t a.m'.a a iihote variety of 

things, mostly non-economic. but definite.y all 'Icono;hiiC ::ifn." The 

Soviets are trying to bring into existence, as it were, a w:,olc array of 

"economic men," socialist in form, perhaps, but Iargely bourgeois in 

24
content. 

The task of providiiig effectivu 5necentiyeu in a socialist economy is 
25 

doubly difficult. Ao Waker ond Zielinski obse.-o, 2 first, the operational 

price nnd incenti~ve syc:;ns alw:ays must be an,.y:,;ed togcth :;r, not in iso

lation. The latter, ho-.., is usti..ly practiced by the pl-nning 

22Waterston, 
 . t., p. 53. 

23G. Gross.man, "Soviet Growth: !'outine, Iertia, and Pressure," 

A,erican EcoromicReviewi (Dccewbcr 195 9), 67. 

opS.Be~lin,, "'i3 /.," ico:emic Revie.,:isno .n 

(Deochber )5), 85-.30. 

25I "b...ce."i . AyIte;.).,t.('...(,riq 71}ll [ ;."11/ . C.,'L 
(farch 1963, .109-%'1. 
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r. there iv Ill approriate priceauthoritics,- o" every incentive nlyt 

ono \".1. always be accomipanicd by OoI:q)cIu:atitIgend. cb; i.ges 

cia:g(s Jn. the otler. Otiiyise, the' e will be a co-trdictioi iX.WCe1. 

a),s:f:, in 

from the poinit of vie'w of thcir influe.! , on
trices and incen..ves us'.;d, 

Second, v.,th dixect econoinc calculation, there is io
plaul fulfillmnt. 

optiral. price or i7icentive rystem jr can finds however, an 

that -;hich best ,erves plan fulfillment and which
optimal combination: 

harmony with pl.inned tasks.
precludes price or incentive stimuli not in 

s'ystem or of contemplatedThird, the "p:.co consequences" of any incentive 

and/or intensity of incentives)changes in it: (i.e., changes in rules 

t-o avoid a possible negative effect on
always; have to be carefully analyzed 

price cha-gsc, have to be analy-zedplan fullillment. And vi'cc ve:sa, any 

impact on the functioning of the givenfrom the point of view of their 

of any given incentive system determines the 
system. Finally, the choice 

be effectively conjunctionsyst'em of operational prices iwhich can used in 

and vice versa. Thuo, the effects of average-cost-plus pricingwith it, 

incentives.operate in contradiction to the stimuli of gross output niis 

price systemsmutual interdependence of the incentive and opez.ational 

making both price and incentivelimits the planner's freedom of action in 

policies. 

C. Economic Plurnlism 

Closely associated with providing material incentives is the tendency
 

in the planned economics to mobilfte public part-icipation in the planning 

as in the cawe of targetprocess. Such part.ilcptidion, mhetho" direct, 

the ca:;c of wwluker : V participationplanui.g in !lle. or :ud irect, Ito io 

the effect of mahinjy planning and its
and profit-sharing in Yuri:a , hqs 



imp .cctrnoLtatlon a concern ci( the peopla, ,acl than just r toss] to lie fill. 

filled by the ,:iv:rnrent. 

II China, for Instancn, since 1961, in-rpendet 1.s':l auV her. 

ity is being St):e!u2ed, and it is being i.,ria clear thxat the cic'rp :S23.5,±nT,,M 

must make the correct ecoicim-ic decisionr with thu capital. f -:ni:hled im 

and the tasks ,hich the state assigns hii. 26 The financial. .,ide of things 

is apparently still. rigorously controlled by the strte banks throughi the 

system of "currcnt accounts," and neither money nor credit is supposed to 

move directly betweun economic units. But the manager appen'.-F to enjoy cm

sider'able autono1.y with rcg.rd to purc1-M-e..sales and productionL .gr(ehnt S 

In China, since 1957, the so.-called systo: of profi.-sharing has gi'own. 

Since 1961, greater emphacis ii; being placed on "direct cort2:cling." 

This means that within the framework of the plan rnd ac,oi'diung to i.he 

prices set by the state, two economic units may agree cn the cA:hangc 
27 

of goods for such and such a price at such and such a daite. Again, in 

China, the former technique of planning, in which the lead was taken by 

the specialized ministries of the central government, was chnged as a 

result of 1958 regulations into what came to he known as "double trac:'"i 

system, in which local equilibrium was to ploy a lcar,ing pzar: ,ind the 

ministries and local authorities were to cooperate. The central authorities 

were to distribute only the "balance transfers" of the major local 

26Chin Li, "Discussion in the Very Recent Period by Our Country's 

Economists on Problems of Socialist: 1con (.'r,:L c Accounting," Ci-.i.n-6ci 
Yen-Chfu (Economic kc:search), 11o. 11 (1.962), 66-67. 

27Schurma, t., p. 79. 



authorities bod "Ot the total production of tho 
country28 

maose, "of the thnh planning tecnque
"The success, said picrre 

private
J.v 	 due to a cCn,,bination of concer:ted effort by gove rnfnment ad.€i 

,29
Where public action and pj:ivnte initiative exis=t side. by

enterprise." 

side, as in France, it is not sufficient to draw up a pon.awhichcould 

must be given the menns for imple
remain a statement of intentions. Orin 


things have been given specific attention in
 menting it:. That is why t:o 


French planning. First, the "Modernization Cosmuission," uhich is the 
epi

for exchange of information and cross-ferLilizaton 
of ideas betwoeen 

center 


t:he government and the private scctov, is composed of 
various groups vepre-


These groups belong to three
 senting divere interests in the economy. 

heads of firws and leaders of coployeJ:' associations;
major categories: 


four big unions have representatives on t: Ie. commission); and 
workers (all 

civil servants of the departments involved. Experts, mostly with academic
 

of the members.
 
background, and users' representatives make up the rest 


in the composition of the commission,
No rigorous proportion is requested 


which adds to the flexibility of the organizatio. The spirit counts more
 

than the letter. The commission seeks agreement, not the majority votc.
 

Particu.nrly because the statistical material and the 
developen/, of
 

go to cope with the demands of
 national accounts have still a long way to 


extensive planning, the usefulness of such contacts has 
grown, and the
 

28Wanguc'i.-wu, "An Important Change in the M.ethod of Drawing Up
 

of the St:nte Planning Commision),Annual Plans," Plauned. Qpgc._ (Journal 

No. 9 (September 19515), 1.3,
 

29 In "Private Invemnt, in br of D),velor';,c.nt (Organization 

of Europan Eccnomic Coopc r:at J., 961.), p. 

http:D),velor';,c.nt
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'NToday,there, cxint 20 .i;ons 

related to brancho., of ecnnom.ic or soh.al activity, 5 coljcarnJa .ith thu 

numbr of con:,issionsi ha :tpt.lil~ d ao 

main problemH of 1.1 the ,rmPc],S::s (fin,ncing, mnn:' , rs.n'ch, product

ivity, regional plnnning). The total un:rl.i,:er of 1.crh:v in conmis'lono 

and w,,orking groups vas arotnud a thouna:nd during tw I'..rst 1') an. I: is 

no. apprwo:imately 3,500."30 

A cecond reauon for the plan's success is its coherence, the fact that 

it foreshadows, if eve.ybo .yplays the groc, a situation in H:Iich inputs 

on balanced markets.31 
and outputs of different branches will be 

exclangcd 

In Yugoslav:1 L, the philosophy of ":ocial owne:hip" and "'uorkers' 

For inself..-anagement" has necessitated several significant changes. 


stance, the 3946 constitution was amencdd1 in 1953, to abolish the federal.
 

governmncnt, the ruinistries, and the federal control commrisslon,. Rather,
 

the principle of "government by assembly" was re-affirmed, vlth the Fed

eral Peoples' Auscmbly as the highest urgan of authority of the "Federatod
 

32 In the Yugoslav milieu, the "commune,"
Peoples' Republic of Yugos].avia,"
 

which occupies a unique place ns one of the pillars of the new social and
 

economic order, is a "symbiosis of local aelf-goveromLent and the machinery
 

the local Cmumnity.",33
at the level of 
for soc.ial management concrctined 

While the commune exercises a consi.derable influvnce over economic organ

30Pierre Masse, "French Methods of Planning," lecture delivered in
 

London (April 22, 1961, mimeographed), p. 8.
 

3 1 ibid._ , p. 22.
 

32Waterston, oqP._cj , p. 25. 

33Jow.n Djordjevic, 1.1 lt:I. System 
Ci%, 
Ji Yti'gs

ollec~~ ~~ 
lavi:.a:" 
vinY 

.lnIjc'rnJt .oiIo2I. 
Jnvini 

XxX, N~o, 2/3 (AprlHOVLnmhr :1959), !?0. 

http:markets.31
http:ecnnom.ic


-20

i-zations, "it has no right to int:ervene in the organizad on of economic and 

working processes or in the economic opeIatlons avd &di.uistrtion of 

3 4 of co;,:-.,iice vnd ,idustry,undertnkings Further, the various chamnvbe.rs 

an iriportant pa C in theeconomic associations, and trade unions also have 

preparation and execution of governmental plans. These groups h1Jv-.' much 

to say in the setting up and carrying out of enterprise plans, '; well as in 

important linkl3the implementation of official economic policy. They form 

between the planning offices at all governrenta). levels and the economic 

organizations, by 	 coordinating the plans of the groups of enterprisre; with 

There is also a variety of economic ond technical instiwhich they work. 

tutes, which assist in the preparation of enterprise plans by proeparing 

3 5and economic problems.on methodsspecial studies 

Commenting on Me xico's economic growth in V-cenL yca's, Lewis 

observes that the neo-classical explanation, in terms of forced savings, 

cannot explain this phenomenal rate of g1oWth.capital/output ratios, etc., 


Rather, he feels, it is the Important institutlonal innovations, on the 

basis of what he calls "functional representation," "social-function theory 

of property," the system of "executive government" consitituting the 

labor union under 	the. cvex-alldecenLra].izcd public corporation, and the 

direction of the state, that adequately explain the secrets of Mexican 

growth. 36
economic 

34 Ibid., p. 194.
 

35Waterston, op.cit., p. 36. 

36G.K. Let;sL "Nex:I.co 'a Economlc Growth-Prospects an,] P.roblems, 

5.n Nelson, op. ctt. pp, 252-55. 
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The important point to bear in m'ind is that 1:hlii emiphat, s on mobil

izing large-scale puAblic participatic, in the. econoinic affri-rs of nations i.s 

not: something pr:cu]ia. to the countrics Nhere orsm.iat:twcpt at fonIal plan

nling has been made. Tn the 13.it.e l :_'t.n the EIployment ACL of 1.946 or

dains the same thing. "The Congress' hereby deCare"," it says, "that it is 

the continuing policy and responsibility of the federal government to use 

all practicable means consistent with its needs and obligations and other 

essential considerations of national policy, with the assistance and coop

eration of industry, agriculture, laboi:, and state and local governments, tc. 

coordinate and utilize all its plans, 71.Onctions, and rosources for the 

purpose of creating and maintaining, in a manner calculated to foster and 

promote free enterprise and the general welfare, conIditions under which 

there will be afforded useful employment opportunities, including self

employment, for those able, willing, and seeking to work, and to promote 

maximum employment, production, and purchasing power." 3 7 

In the Soviet Union, the concern about the lagging pace of technological 

growth was expressed at the June 1959 Plenum of the Centra! Committee, 
38 

convened expressly to examine the pace of technical progress. It is as 

yet too early to assess the result of the June P.enum. But one. of its con

sequences bears special mention: the unusualy broad mobilization, even 

for the U.S.S.R., of a large variety of professional and official bodies, 

and of what might be called the "active public," to uncover instances of 

37Quoted in S. }farris, co -nomicPlanninf-- e Plas of Flou'taen 

Countries (Nc%; York: Knopf, 1.99), p. 22. 

3 8 p 'avd., June 25-Ju.y 3, 1.959, quoted Iri Gcossman, q.ci. 
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indiffereilce oi opposition to technical 	progress, and to foi':ce a more 

part of entorprises. The Republican
attentive and contpl.ent attitude on the 

l-oeoomlc cocils"Scientific and Jeehluological. Comtisw.ious ; tie "techili 

committees" of speC-ialistsof the Sovnarkhozy; UTecebical (compo-led ned 

the June P.enui) and "permanent production conferences"organized after 

of the rank and file) tt individual(which include also representatives 

of professional societies; thosc:
enterprises; local soviets; local chapters 


typically Soviet entities, local "nocieties of inventors and rat:ionalizers;"
 

probably foremost, the expresslyKomsomol "light calvary;" and finally, 	 and 

created "commitees for pa'tMy control 'over management" at priniary party 

are only some of the official and "public" bodies
organizations--these 

individual
charged with inquiring continuously into technical matters at: 

the resort to such methods on an unprecendentedi.y wide 
enterprises. Perhaps 

scale is a measure at once of the exasperation of the regime with the
 

conservatism of the bulk of the enterprises and of the earnestness with 

its economic and technological challenge to America. 3 9 

which it views 

Soviet planning, Nove classifiesDealing with the present difficulties of 

into two types: those relating to the position of the planners, and
them 


to the behavior pattern of enterprises.40 With regard to the

those relating 


are

former, Nove observes, there is ample evidence that the planners 


and burdens of planning both output end

overwhelmed by the complexity 


input of many thousands of enterprises. As the size of the economy in

39Ibid., pp. 69-70.
 

Growth in the U.S.S.R.," A~YLr340A. Nove, "Prospect~s for Economic 


-Economic Revicfc, Proceerlin). and Paper. (DCCercn:be 27-2"9, 1.962), pp. 541-54.
 

l 
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creaser, so the number of planned intcrco'oveton, incrieauo much ,icrre 

rIpidly. The key problcm in operational pl ,nning :Ls wThal-: . Ruin in . 

calledUvy:, or ensuring consi:itcncy of difffc.u • "...of ,L t'ie plan. 

Yet the sheror volume of work requires it to be div\idcd hcI:.7oveu dlif'fercint 

institutions or differct offices; within the (1o0; insUt.:{on. The "uipp ly 

plans often fail, at the micro-level, to match one another or the p.ocuction 

plan, creating headaches and hold-ups at the enterprise i.vcl for whJ.ch the 

planners are responsible. Plans for cosis, labor productivity, and profits, 

calculated in yet other officesb may not match output or supply pli;as or 

one another. Investment plans, a vita]. aspect of the loig-terni gr<uth 

plan, are not properly geared to the current production -.nd imterial allo

cation plans, so that machinery is not ready for installation, building 

materials fail to arrive, and there. is an alarming ris.e if.t unflnislied contruc

tion. All this is complicated by the fact that the lectdership is pursuing 

several objectives at once, so that priorities become blurred, or at least 

difficult to enforce. 

Thus, planners find it remarksbly difficult to give priority t.eatment 

to the list of "especially important investment projectt';" which th .y them

selves have drawn up. For example, in the JRu,-sian Republi.c in 1962, the 

entire investment plan was 89 percent fulfilled, but: 'he pe):centnge for the 

"especially important'" projects was only 83. There are, in addition to 

the above, bitter complaints from below concerning "the endless musical 
chairs" of repeated changes in the plan through the year to which it is sup

posed to apply, a consequence of the desparate attempts by pl.annerE to 

cope with an impossible task. Thus, the investi:ent plan for the Tatar 

during 1961.,41A.S.S.R. was amended "almost 500 times" 

4;3 t 



Whila deen,t:' lization seems to be the obvious remedy for such a 

of multiple nom-MOW, it: i, Ot'fn with .raIenble cU f..cuitc, bemsc 

:ntmit ,ut. ror .n.nuce, v. ti .n the S,'e:am Mny the cne (c"i.n in a P,,:; i:W.un 

to know the needs of industry and of rz:.ety at arge, since: thene arc Wet 

t:o ay trtori authariLy. Th'-,
transmitted by any economic ::echanisim 


cn the
 
latter is, therefoxc, unable to forsmee the effects of its deciooio& 

economy of other areas, and under the circumstances, decentralized decision

making must lead to intolerable .ration.,it... On the face of it, it 

both indispeusable and imporrible. 2 
appears as if decentralizaf.on is 

Similarly, "at the enterpn:ile level, flans nre ful.filled at cny price, to the 

bili.ty. 43 
detriment of quality, reliability, 

and dur 

.r

Several reform proponis, designed to provide a rational 1asis 

cono.St5
choice at the miicro.ievel, have been put forward bfy Pusin 

Pravda and elsewhere. By
like Kharkov and Liberman, in the pages. of 

basing incentives on profits44
(rather than output), following a drastic
 

change in the price system, "the proposal would free central planning
 

from detailed supervision over enterprise, from wasteful attempts 
to control
 

but by admninistrative micthods," ac Libermnanproduction not by cconomic 

ould like to
 
put it. 4 5 ,omhinov, another advocatc of simiiar reforms, 


421bid., p. 5t-6.
 

431. Borovitski, in Pravda, October 5, 1962, quoted in Nove, oQjz~Lt. 

44A similar view we; presented by Berg: "The task of optima]. and
 

continuous planning caunt be carried out vatifactorily wl.hout 
a reform 

of price fi:ing." "Can one !:peak of any optimum," he asks,''if the criterion 

of its det:ermiination is unclear at e":ieting prices,?"' Prad, October 

24, 1962, quoted in Hove, .-. cit

45Pravda, pteu.. 9, 1962, quoLed :.n I'ovc. fcct:.
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see. p l ( ' 1 J. l:nning only finu.l ouput, in.. 'J int ; iutc me: rc ,tn;U -. :u,

:nIily to :.:t:e-unerpr~ire &rngr ; "ctnvvu tin novhe~ va~uiJdi xtcripJ 

Wi:.ce on.y cn :c AM Lynda, =Se. 15 but..inp, CoS . hrough 

., 66.: r :L m o f i: i alcri an end le nnrsl comp lx., 

D, Funnt.Thwl ib,inc, 

Anothe: area in which the exper!ence wi.th econrmic gro.:Lh in p3 anned 

economics of diveru id.es tend: to converge .s the roe played by func

tionn ba:n1ing, In Np:..o , a relati.ve.ly "r"e p3 ann.d cno, and in yulo

slava socili.ed econaonT, tlherc it a rc:markab]e congruence of eu.p-

ience in tlis field. 1'uct:ional bRI:ing Oii.;, however, pl:y ed a vigni icant 

and L:A.in America.,6
7 

severai other countries of Eu:ope, Aria,eol in 

/03 
Ova i,. ,mt.nCd o. f r chenkro hypc ther.i 48 th. OR more WC6L 

zarcd was a country's (:eonomy, the greater was the parl: played in itLs Jn

dustrializing by special institutional factors designed to increase the 

supply of capital to the nascent industry and, in addition, to provide it 

with less decentralized and better informed nvt3epi.neur"a! guidance; the 

1core backw ard the country, the unire pronouncc was the coerciveneno and 

comprehensi.venss of tlhose factor- h_ e:periencce of '..leo and Yugoslavia, 

as w:el. a ot:her Coutntries, bears testimony to Gerschcvn1:ron's hypothesis. 

The just:ification for the e.tablishmeimt of "development corporations'' 

4Pravda, September 21, 1962, quotud in Vovc, op. cit.
 

47 Antonin Bai;ch, mwnc:; r v.lopmen!t York;
.]'nD _.r'nml..c (Nw M.ac~illan, 

1.964). 

4 "he Ery Pha,;es of Ind ,;:':i.:.:,:ion in flunn'a and Their Bela

tions ips oto ib.,,turical .. Economic '' Harry Supple,H:is Stu.r int.. in E . 

ed., :.._?:py. cjc_.cf Econ,.i ',W.I. (Lh"!'of u ,.: dor house, 1963), p. 428. 

http:socili.ed
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or "duvclojpm,ent bmak,'' runra by no. a fand liar cIrse ( n ... " ... . 

societic;3, the nt '.Ve is the only uscii,. :1u tit V.tt.,1C.al hil: c" c11v.;au.f:e 

sufficient c:npit:al resources to impe3 ecOnoraj.. (2) TI!liC sBttechanjC. titaC 

use itr S b)J.ty to cont:'o. uthoit.l;!ve.y HlC z::.c',.eiduri- C& ;: Y;o, ., 

tint the t'c4CLcc pote;-ntin] avtvi le. e Inc"y be: ,: . toL . ', .uyc, i 

F"timu ltiing econoinic pgrowth. (3) Wiere desi:es for co,- ,c gro:h have 

not: permeated the entire society, the state is the .ogica. :i.strrclLt of 

tutelage and tction for those limitced elites who undc rst1tnd and leck eCo.

nomic development'. (4) Pr:oductive activity on th. part. of: the st:at,:c. to 

paraphrase Gunnar 1yVdal, may serve to bre: hi *ycice of c,.,).tij.ic 

and circular impoverishmient and create se3f-'gonera ing gro:'h 

In Yufosl;wviq, despite the increasing iportnc- of ,;elf. fina:.ming 

fi 6by enterprises through comipulsory ... ,.-m 

vestment funds, which account for some 30 percent of gros inVOStIaeut 

financed by the social sector, the Investment and the Agriculturnl Banks 

together provide some 70 percent of all investment loan fuds: 5 1 As stated 

elsewhere in this paper, the Investment Bank is in a position to influence 

investment policy throughout the economy as a rcr.ult of the var.outc criteria 

that it applies in scrutinizing and sanctioning .roat npl.picatiinn,,. Sol-a of 

the criteria are, for instance, profitability of .nvestmeint; ratio of the 

value of additional output to that of the new investment; need f: additional 

49Wl •"oiWilliam P. Glade, Jr., and Charle W. Anderson, The Political Economy 

of Mexico (Madison: Univers:'ty of Wisconsin Press, 1963), ). 105. 

50In Rich Lando arid Poor (Ne.w York: Harper and 'Row, 1.958). 

5 1F'leming and Sertic, qp._t p. 216. 
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capacity; inipact on forei'g exchenc; ii.nT, pari:Lciprtion by t.1w rnter

prise J.Ltlf; lbility of the i.ncom. r:t:s!,, Jrom thll,rojec-: to cover the 

intere:;t ceth:w.; on the ionm; tl:e cost of re~-.. ng th %vr .'. i 

maximruin perlod; lnd tihe ccpital tax on th'at part of the .dadilorc. cc2piitnl 

againct ,?hLclh no . i, out.: indp; inittncc.en detnriled inf,:o;rtion 

with regard to cost, construction period, and the probable yield of the 

investment; guarontee from I-he comimune under whose jurindiction the onter

prise bappons to be; etc. Ar, a result, investment is channeled in, the 

desired directions, and at the soine time, sufficient financial avnlability 

faci].ii'atc:s investment: activity. 

In Me..ico, bankers have b)c,i functioning as revolutionaries, v\dndi

eating in full Gerschenkron's hypothesis. The central theme. thait rums 

through the chain of a variety of banks in M.exico is that specific banks 

must cater to the need and look after the i.ntcrests of specific conponents 

of the economy, For instance, the Central Bank of Mexico looks after, 

besides the standardized central banking activity, the promotion of a 

healthy securities market in the country. It also intervenes in the working 

of the stock market to prevent violent fluctuations in the prices of stocks. 

That 4exico could achieve such a high growth roite with little inf...tion can 

be largely attributed to the policies of the Bank of 1.k, xico. 

Some other prominent banking institlutions that may illutvatc the 

functional banking technique in Mexico are the following: 5 2 the Nacional 

Financiera, which is Mexico's axchetypal development bank catering to 

a detailed accout of tl, str t!:uce of ?,eican banking end the 

revolutionary role that it has played i.n -1icxica development, see 
Glade and Anderson, o. ct., .0310-12.
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the n edn Kf new p:oJcct;, .tc. ; thn Orci ,gnCo"",'u.:cc E.,n', u :;t 

cco.ce;'o.e. the 'ub
as!$ the, pr:'otcq: o.rgni'er, cnd developer of, 5 

t'W:cmontr,-.. ;id looking af:fe the Whonv-uutr:'e & : econfomy; .he 

Kc.Kat ia . cW.,.,. ; the a:k of Cope.i:ve
Agrarion (ed.n Bank; 

Bah; the Tranmo):C henk. the A.""d Forcen 
Development.- the S.O,-!:'HjerchantK; 

Bank; sevcral othr public cccxl3t inctitu5.ono IMe the life insurance 

r.nitute of Social S:c'.ity, etc,companien, . the po).yteciies, ti,:B J.2:.ic.: 

acte bch n; ent.epr(neurs .ond asIn other ,.dv, ]':.can bn.k:s hnve 

lts for thke proun on of entrc:ne rr:.i, c. tiv.ty in Me'ico. 

true of t.y othey.u
And u:hat is t:ru, cf YugovlCavia or of ',::ico is also 

0iJ undri out.c go,r .f pl]o,3: o;n the
devclap"g cou"try, W :r 

a str-ong tendency t:owx.ar a naCt'ro. of functional banking,other; 5 3 there im 


This

each bank specializing in one definite branch of econoic activity. 

is as it should be, particularly during the car.ier phases of econcmic 

growth.
 

E. Flrzibi.ity of r.vnr.ng 

The ten±dency to delegate initiative to the local units, to mobilize
 

to disevt gle economin criteria from politicail and
public coopernti: eon, 


of

ideological stigman, and to decentralze in gaucral ltndn a degree 


Thir may annume two forms: flexiflexibility and reilience to planning. 


biity of the strategy of plnuning and flexibility of the instruments 
of
 

policy. The Sner, generally npe,...g, isarder :, achieve thnn the 

latter.
 

12
5 3See BnasclL, .P.. . ., p l,.,,3. 
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Strategy of p3.atlni'.g iso o.s eibfIl'ttivo..ic berausc t1i: co'.ticL
 

Vo it- e)teids over the .'holc pli..n veri.od, or even ovir a n,:-, o' p!mi

in tbh!' c se of p.-:,<p,.c t ..ve p0,"nm iI. h,::i:nlnts c f policy, on t:he oh "
 

LIv, ' ba to the d..tate: ."urusv ,. ''"?r t; ie '' i'ay
,'wy c1;tr'd of 

be,.tke. iw &nce oI .f.'oweerAod3:,!fnonet:::y policy .. .ol .,'y:tlUc o. 

the policy of physia cortrols, the ta'riff policy, the policy u:.th r:eagrd
 

to plan h.plcnientation (such ns delegation of dec.-oio-ini.ng . variou,
 

.evels: or t'he otver way earound, naracJ.y, hzrin fewer and fcweir ce4tC : 

of deci ion making), and tho like could illustrate tl-.e :-er, 

Under the ')ench type of ta:gect piuii 4 ;, ..th a pl. Pi.ti.c hE.)p t.

merttaton network of various economic g).'c)ups in tho country: or under th.', 

Scnd . -n (rc,'y, cmde:.n) or th- Duthli typj..; wh crc, th:em key.... c, , 

of policy are coutolled by the central planning buayud; or even under th 

lMexic ,atype of pl.anning, wherae certain pre-conditions for succeso:ful exe

cution of policies like the establishment of investment banks have been 

created, it is easier to expect greater flexibility. On the other hand,
 

where, as in the case of .ridIa, even the spheres of activity for the public 

and the private sectors have been delrieated according to var::us "ind,;r,.

tr.11 pol.icy w:eo:ut.ous,as the of Cii. the ItU,.oa in c.se or 

W1%her the "prfv~to L.ctor" is, rather unv.lcome. the degree of f~e:ibQ.i.y 

(despite recent d1i.si.lu:ioImhv-nt) is bound to be rather small. Tn counti 'cs 

like Yu.Q 20o'qvt, w "market sociali.cm," despite the over-al). stratcgy 

of growth and ideo].ogical. comvrd.tmentes tiLgidit. os of planners are far i:ore 

amunablo. to the logico of e-pcrience nd demand:: of .. 

A.Lypival ca:e of buil-ii .le.bi.l.:ity of: plt.,'aiing tecl:hi.1 qe is tht 

of Norwav. .here. nLatLiontt Ludget is based on lw,:e ,nlter',na'tive 

http:sociali.cm
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piiu. .""c.: 5 (1) descriptive a:....l o ndv:idl plans (60 ; 

(2) hy:,p-,thetical forecasting of future dvelpm,,a.ts' (WHOO~g,TO); Pu:,. (3) 

-- for:infc.7ninvionGal pl..,; ing (rog r: ). .ie ,v'rp,:,; : !. ,. .... 

tCo in' 8o.manpo,.:., forcign .xcbange, and materiLs, a.l of uhich Tway 

for co0 vption. i,,c,,-'C (Pt. e
supply. lncludcd lso are budgets 

eco
and publ.ic), production, and public activities; Should i't:ernnio ' 

w ould benomnic conditions deteriorate, a special budget he.ld in reserve 

from th: levels ,ttmed, or ,h)ould phouctivity 

uncovCend. In prcparing the' p1ans, the planuerb ns;,. cost of .livi.ng, 

priev,, and tax systerm constant. Should prices, ta:e:s,, or. \w:-,2. deviate 

not attain the nsrumcl 

foreign deliveries not equl al.;ounts anticipaLted, ,dju.,entslevel or 

woul:l he made accordingly. All the budgets are iterelaWc'. N order to 

favor investment, for exoinple, it will he ncccvsc'.y to alloca t foreign ex

change, imports, manpower, and commodities in a nufnn." to encourage 

the output of capital goods. 

5 5 latest trend in planning is towards broad-In Czechoslovakia, the 

among the Comrunist Party, governpent minbasing the decision centers 

"As now enistries, producers and consumecrs, workers and managers. 

thnn prodictingvisiond, central, planning will consict of little mora 

market and production opportunities here and abroad and chox'sing among 

major trends of possible development." A note of increasing flexibility is 

being truck through "translating the principles into guidelines for new 

5 Harris, r.it.,, 347-48pp. 

5The New York Timps, Novembev 6, 1964. 
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to the fact: that t1hou:h "private plo te: in the Soviet Union aimount to only 

37, of tlie ciltivated lm d, yet they suppl.y n.ou 3.?27of gros iarm output 

and ncri:ly 50% of livestock production. The high produ(tivi,:y of the plots 

crompared wit.h yie].ds of the fiate-opcratcd f ri has been o source oij.'.mbar

rassmcent to Russin's ).eaderhhip vhose long-fringe goal Is collective fanm 

' 5 9 economy. l]hrushchev's pliCy, which cnphasized state ownership, 

reduced private plots, aid placed limitations on private oilncsh.p of live

stock, is no longer followed. 

In the "administrative machinery for planning in the EL'(;JE rn' i r,'' 

emphasis has been placed on decentralization, as "en attempt to cei:trlize 

responsibility would result in nothing more than the asrum,-tion of some. 

routine administrative work involved in enforcing various controls and regu

lations for that purpose." "On the whole, therefore." HLtustudy concludes, 

"it may not be desirable to entrust to a central planning agency t:he ft c

tions both of preparing and implementing the plan." 6 0 

In fact, in several. countries of the CAIE region, various attempts 

have been made to delegate implementation of plans and thereby introduce 
61 

flexibility. For instance, in I1ndia, there is a four-tier planning machini

ery, ; viz., the Planning Coiiunission at the center, the State Planning 

Departments at the state levels, the village Panchryats or conncils. and 

the extension staff at the village levels. The ext nsion staff is expected 

to assist the village in formulating goals which are tailored to the 

5 9 Wall Street Jou-nal, November 9, 1964. 

60E:onomic Bulletin or Asi, and the Far E; XtII, No. 3 (Dcember 

1961), 3o3-m32. 

61 .l'Jop cm t.i; for the , , XIV., . (S eli't ie Pull si n and a A )o 2 e mber 

1963), 19-20.
 



,-.ourcec nvailable, ,, well a' to s:rme over-oil O CC of tiec,oion ri 


but which nt the s.anm time re 
 ect the :i-:,! of the. viiagc Cc Jon,, 

has MENc active use of village.coi.ittees hKicb parLi¢.iMat": in Me pJanmi -,
 
process: through their -noitinWW DOW Wo 
 .iamin,Commip.Jtte,,
 

Local government org.n, 
 atong wit:h ri nl.- co:,:utees, alco are givcn 

an. important .o.e in p.m formulatioin aW:J :mp lc;entpt o, 4n cAt tempt
 

is being made in Ceylon to screngt:hne rural developmenL societilej at the
 

village level and to exten(d their powers 
no as to make them effective
 

agents in "planning from below" and in bringing about integration of
 

local planuing with national plannin. In the Phi.-.p/nc., the of0ange 

functions of the provincial councils is being extended to 
include economic
 

planning, in addition to the traditional function of conmunity dcvclopment
 

planning..
'nn, .n certain variatiorns of the co'-runit:y (lcveIi.p.,.'t
 

approach, especially t'he farmers' and fishermen's associations, have been
 

used as a means of drawing the vast unorganized agricultural sector inuo
 

planning and at the same time developing local initiative and responsibility.
 

Similar patterns are witnessed in most other countries. 62
 

111. Conve.r;,ence and Growth 

At this stage, two obsrvations may be made with regard to the 

relationship betwecn the rate of economic growth in varlous plamned econ

omies and the various aspects of convergence which have been detailed 

62For a comprehensive survey of the similarity of patterns of deceutralization in various countries with diverse s1Ade 
of economic planning,

e.g., Brazil, 
 'urmtw, France, 3ndia, Poland, Senegal, Sudan, United Aral)
Republic, Yugoslavia, etc., etc., see Ui, 1clnicai A.,;:ance Pcogrm,

t:or 
 National end Local De:o.pqtQ (O.w York, '/962), esp. 
pp. 133-243. 
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above, fi.rs t , the te:encl:es towur3 u uiouv adhercu.o to A i eco

nomic Cr[tc&. u as far n.s pos;ible, the pruv1.-1 on of eccnomii c incei)iviV'es 

at various levels, cCC rne):ic pluro.ir.:m, dc,.c.en.r:,I :.:ed :[ni, . krla..n t:ion. of 

" , '.. p1 (flin a1nd 	 ] ii bCen .. t o frus ta:.on with iefLunctional hinL: lhe Of 

outcome of mnonolithic admininstratlon. Seconi,, th uigh tho evid.nne is not 

be cited in siupport of the crtou.yet conclusive, at 1is tLim Wics evn 

mor:n rapid growthtion that these tendencies have been asuociated wit',h 

rates. Recent shifts in policy in Cn:eehos1\,vQK , Cbina nod the SCviet 

eco-Union ].).u':trz ve the first point. Jaroslav Vanek's stuly of Yugoslav 

nomic growth and E,. }hgo.dns study of count)rics in Latin Amrica and 

Asia bear witness for the second point. 

A. 	 Vane s Stu :ly. of YU-:osiavia 6 3 

Taking .947 as the base year in Yugoslavia (when industrial output 

stood about 21 percent higher than 1.939 and agricultural production about 

10 percent below the average of the 'thirties), Vanek distinguishes four 

distinct periods through which the Yugoslav e'conomy has passed: 1947-52, 

1952-56, 	1956-60, and 1960 on. 

During the first period, 1947-52, GNP grew at an average compound 

rate of 2.4 percent per aniur; in the second period, 1952.-56, at 8.8 p-r

cent per annum; in the third, 1956-60, at 12.5 percent per annum; and 

during the fourth, which covers the current five year period, it is expec

per annum.ted 	to increase at the rate of about 11 percent 

63.n A,,,eri an Eolic Rev iw peer. and , (December 

27-.29, 1962):.55-6. 
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The f:irjt tNr.;oJ .r chTMWt&..',,..,, Vick obnet'ves, by "g'hig y Cen

t:rz' 2 igcd ,ti : ivc a t Li . . H l.e: ..P7 . . iw:a: of z ny h vry NL.i r,.

n c.,.. f any.-- . th lW r.: e:l: [:i AMri-nn:I,:th, rcu~;L :t r ;;oid to MI: 

eff.icien.;t rprovy).ce oll.nesk.,ijo:n. iorc&'' .MCP}., W].WCUiV:..tion1, %-nd ca~vp u or,.;y 

stt deliv~eries vcove the rule in the iricul.n:,c).sector . Al~so', p.olitics).; 

ti)on thn. ozone M.an. of ] po,.r.d twe en Yt, r a,in. th y: pa: t .ic InS. 

Russia led to complications. For Lust:nce, trade witb it'r isl:,t el Con; 

countries that uan, initia.lily vcry Importnnt virtually disnppe ar:.cd in th. 

years fo.lawiug'i. 196, and deveiopment.: ercdi.:s .c..d by Soviet ussia 

wer. cut off."
 

As n result. , IndV] thia correspond. Lo the secon:d pe'riod, Yugoslavia 

sotu ght its trading partners and creditors out's.de tlt Com.nio bloc a nd 

cede nu Mie t L(:o iC ss.s.I 00fd rUoM uffirc.: NI:: Of LC nCCoIIiCind ),Id 


orgMint:ion, bett:er suiteCd t:o its Particular condiClOns. Hlowever, not: all 

the credit could he given to these internal reformtq, as two additional, fee.

tors helped Yugoslavia realize higher growth ratie_. These were unused 

capacity accumulated in th . preceding period, and massive economic aid
 

received from the U.S.
 

The succes: of the thiyd period, says Vanck, cain he J.azgely imputed 

to thc "new foran of economic organizac ion." Autonomy vas given to 

workers' counci3o in individual firms, w.ith one of its effecto a high degrae 

of market competition. As a result of this, there was a more efficient 

allocation of resources. Profit-sharing incentives vere given to the 

workers, or as Vone. puts it, "a co:po-ationa's sMockholdersl u:ill be beter 

inforcd and m.re coucerned abotC the :aring:, oE their entcrpricq if tMc'y 

are its vorke:r thun oC M:ctna. rates of return wareit IMy nre .Tle ihu 


http:out's.de
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d
' .1 tio r a.ide'lby thc! 
cq ;:li.n.,cd nu i c.'i. -:crionI of rci ux'wouurcot - cProco ss 

, 
 i.tl~lut:;lonti~iL:Ytgc' [1. t~Vi<in...! 

drVanrc~k oncr~*ilbus 10 GUR.it CAit1(OA ~nsefal n heforr 


(ko 1~;~fcL' Ci8uLde fini .ti.ons Snune v On ~vJ c
in Kt. o
Fivti c.haue Ct~ : 

o0t nationl-. tWiCO'mlCe , v lcald.. tn! nd ti C rIn 
Of. labur, Lbt3,L 10 p+rcl 

-
 Second , t.here was a 
are not recouNec o' com:ponci :t:r; of uat ion' incuI'c). 

,


dranmt;ic reform oj produccrs' incoe tax, flo str;ong.y'; rogre -oirve to 

a tax, a3lLough prob.Cly desirub~c ii the W3'. 
proportional, in 396. Such 

shortru7 cspe.ci.a.3y
run, llay hWve acLed as a strong di,-Ir.,:n.livc in Lh 

i( 1961. rngoAcullurl
with pro<ipervus undmnrkiUs. Thirdj, both in 1.960 

afi lgn; nanuf c."to the prnceding ym;r, ihlus
output declined \;.th respect 

turing industries rdversc]l. 

let us NOat l.r.t o32 into)-
A'UK.makes 0 final obs..atiun 

national oiriparison .. . CotnsJ.dcring the very rough ev .dc'eo W|lavee on the. 

and Yugoslavia, it comparative levels of economic advancement of Russi.a 

can be argued, as a first approximation, that the stat of economic develop1

ment of Russia in the early 'fifties was about that of Yugoslavia in the 

latter part of thnt: decade. if this hypothesis can bn acceptcd as corrc :, 

alloccd to g'ocs irnvetl.Menlt, all average
then w'ith comparable shares 

.fi(:Ijt .ly higher 1< 
of growth of 12.6 pnr(:eut iw.:t be reco.,ivd as Ai'u 

that of about 7 .5 percent (in Russia); and all othar things but the form of 

as could
ccuoo,1Aic organi;at ion being approxintcly comparable, it appcirs, 


efficient;

be expec:cd on .ajpriorit grounds, that the Yugoslav form is rore 


migbt prefermeasure tht soe
than the other. On aper capilmn basin-- .


64 .1,
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Le cocmpair;on comes out even norc fEqvorahly for Yugoslavia; the untes of 

growth t hus avflumted b.com,,e 11, 6 and 5.3 rnspectivcly," 

65 

B. " n ' r _ . d : f:. . " : . ,. . .. . ... .n.nd L A N . ' r. 65 

the of .fr:ica, in AmericaHngen d~v: di:is countr:..n Asia, and ~aV into 

three nctago:.es : co:iet.'.,e, 'u.i.-compvtitive, and authoritarian; he 

selects e:c.ven indices of economic develop,;;:.l: , broadly under we.fare, 
• 66
 

communications, induutri alization, urbanizarion, and education; a d ., 

chooses chn period 3950.-60 vud c.acsifies the countrics in the d.;ceu, 

order of tONer rank in economic development. The results are tabu.ated 

in Table 1. 

TABIE. 1 

Classificati on of Countries by Type of Political Structure 
and Rank i.n Economic Development: 

Devel
opment Coam;etitivenes of Political SLructure 
rank Cometitiv ,Semi-Competitive Authoritarian 

Asia and Africa 

I Lebanon 
2 Iiaya 
3 United Arab Republic 

4 Philippines 
(Continvcd on next page) 

6-.F. lagen, "A Fromewnrk for Analyzing Economic and Political 
Change," in D)veop ent of the Emrg.g Cot]mt ,ieAn , afor Re'e arch 
(Washington: Brookings in'ti -ution, 1963), pp. 7, 11. 

66The elven indices used are: we)fare-K-Ni pcr capita in 1957, doctors 

per 1,000 persort in about. 1956; communicavions.--vehicles per 10,000 person. 
in abou:. 395C, tulephones per 10,0001 pa r.o:. in about .958, radios per 1,0C0 
persons in about 19,7. npe:: vrc'"i.c . atltton per . ,000 personts in about 1'56; 

iudus;triJ .::atiou .. cc; i.uit iton abouty rcs.:ie per pl'rson I.n 1958 , peceent of 

labor Foi.,' e )p1ov'd oside ;q;:iAculLure vad service sceors in ti:: latest 

ccnsus year; urbaal.At.Jon--per,,cnt of pepult.io11 in C21:.t:u; over 1MA0,00 
pipulat:.orl in aS~out .955; cdictJion--[pe:c,:'nt f popu!.lation literot:e at a 

date withirn or c).oov to 1950-6U, ratio of e:nrollmnt in primary choo.s to 

popul.ati:.ion of 0 O1. og, . 

http:nctago:.es


Tfable ).(c-on:ti;nucd) 

DLvel . 

5 pm s,.,:**,:: y t*k, i : ;. . 

7 Ceylotn 
8 
9 

M.cor cco 
Aord a' 

10 Tunisia 
12 
12 Gh~ana 

Li bya 

13 Isall 
14 Thailand 

35 3ndonancs 
].6 India 
17 W agay )OP, .: 
18 Saudi ArONi 
19 ).u ma 
20 Cambodia 
21 Cmeroons 
2. South Vietn,', 

23 
24 

Nigeria 
?ALO r

25 
26 

Laor,
YLiberia 

27 Sudnu 
28 Togoland 

29
30 

Ethiopia
Afgh ani s tan 

Latin Anieric, 

I Argentina 
2 Uruguay 
3
11 

Venecuela 
Cuba 

5 Chile 
6 Panama 

7 M.exico 
8 Costa Rica 
9 Co lombia 
10 Brazil 
11 Paraguary 
12 Peru 
13 Ecuador 
14 Dominican Republic 

3.5 .''crr gua 
16 E2! a.v ,.,): 
17 A:olvia 
18 Guatemala 
39 lundu as 
20 H.iti 
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<cultural 

" >-- '.f ' : ':,A - iiifi~ ". . - . i i. . ; ,~ " D i . _, i i .'1 -! . ' . " ; " ; ; .] i . . f,::' ' ( 

1i41h- defiie of 1ii:r fation, difi EfiP tia Competitivenessf midf 

.:deeIre- Of econ!omic !Ie\o.7°!opment!:"
idowiward to t. ighifif t. 

-iited. with a- ift detifozk oi 

'V'and Lg
off 

tihe array, of cotunl:)-J.ie-s""'eptl
Afhi.degresono-micfiniodfi~ii on are 

irfiofi-polfti fifs ififture. uc, 

' :-
fa~so' 

Political change, of course, igfo- no indfi' on of t h e direction of 

causati.on."6 

IV. Conl(Jim.r'n 

S"Thcere is an old saying, " t'o quiote Edt.,,rd 11asion, 1i)lliat every country 

gets the soeialist.i :It deserver;' It IE equallly true tJil every couintry 

Pets the! gove rmment, t'he type of b usiness loeadersi, and the- forms of labor 

organization itdescrves," 68 n the same vrein1, one might s3ay that for 

every country there is a type of planning that best suits the aocioand hstorical uniquenessof Its people.-

However, i~f "icomrnlatdexchange, solidanrity~iand tradition" r the 

-39 

"bricks" ofn the capitalistix system, th iorm.w i!o trhe of socialistic syLens. 

This it because ohe. IoncsJic pr.iutwiple oe, ecoi'toi.cl crpe.itlivencs 

are universlostic; only thien. app.ication lhs t'o be rempered ad ndapt:'od 

to the .peculiaritie {of Specific Casesc 

hFurthermore, whereas theotte la; a vbtica.irole. to play during the 

causIid., 

6o9 e, f"on'ad exc 29g,sldrc~nltaiin h 

gets InTierent:,s theolg es, Sailiy -iand<Gr,.h),,Anrican bEconric 

e ltura andr toicl , u en of it pope 



and facltaring Ujio sut~be 1 UCMn Pr(M:SS Ok g;l\O , thevre P1eems to be 

o ~l' its C: i ni Iwd V'.J: 1 cl ly, O r1several. w. nW5JO0Suf f ciSrut ca"P Q d: 
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