PLANNING

THE UNKNOWNS OF THE PROBLEM

This last chapter will be devoted to indicating the
“best” way of planning for economic policy. We have de-
scribed in Chapter 1 the economic activity called central or
government planning and indicated some alternative tech-
niques to produce the same—or almost the same—product.
In ordinary economic activity the question which necessarily
tollows is how to choose among the various alternatives in
order to find the best technique under the circumstances in
which the process has to be carried out. The standard an-
swer of the economist is that the technique must be chosen
which maximizes profits or the contribution to national
product. For our purpose we must not take this advice too
literally; we must also look for the choice which maximizes
the result to be obtained in comparison to the means used.
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The problem of optimal planning, however, because of its
close links with the economic regime and the policy to be
planned can be posed in a wider and a narrower sense, which
must first be clarified. In the wider sense the question to be
put 1s what 1s the optimum regime for a given country; in
the narrower sense we take the regime for granted and ask
how, tor this given regime, planning can best be carried out.
Both questions, moreover, can be put for a national economy
as well as for the international economy.

As a first step on the road to a solution—which we think is
not yet available—we may specify somewhat more explicitly
what, 1in the logical sense, are the unknowns of each problem.
An economic regime is characterized by a number of institu-
tions (each with their tasks, activities, procedures, and
methods); they actually represent the unknowns of the prob-
lem ot the optimum regime. Examples of such institutions
are private or public enterprises, tax systems, markets, and
unions. Their activities depend on a continual number of
decisions regarding production, consumption, pricing, tax-
ing, and so on. In the optimum regime the joint decisions
must be such that a maximum of well-being for the com-
munity 1s obtained. T'he way in which the decisions are taken
depends on the setup of the institutions: a private enterprise
tries to maximize its profits, an individual household to maxi-
mize its satistaction, both of them under the particular con-
ditions in which they are operating. In the optimum regime
these decisions must coincide as much as possible with the
decisions maximizing general well-being and this must occur
as a consequence of a “clever” choice of the institutions and
their tasks.

Also a planning system is characterized by a number ot
institutions, with certain tasks, activities, procedures, and
methods, which are part of the institutions in the economy
as a whole. In the wider setting of the problem ot optimality
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we want to know how all institutions, including those of
planning, must be chosen. In the narrower setting of the
problem we want to know only how to choose the planning
institutions, considering the others as given already. Clearly,
in the latter case the planning institutions depend on the
regime, and are determined by its aims and means. In a
liberalist regime very little planning will be needed; in a
communist system a good deal of it 1s necessary. We are going
to specify both choices in the next tew sections.

THE OPTIMUM REGIME

The problem of finding the optimum regime 1is
the central problem of welfare economics. In this sector of
economics we know that among the data of the problem a
social welfare tunction 1s the first element. This means that
we assume knowledge about two things: first, about the
preferences of the individuals constituting the economy and,
second, about how to weigh the interests of different indi-
viduals in determining social well-being or social welfare. In
customary economic language this means, first, knowledge
about the utility functions of individuals and, second, about
the social utility function. These are tar-reaching assump-
tions, because our knowledge about individual utility func-
tions 1s very limited, and the social welfare function depends
on how we compare utilities of different persons. For the
time being this 1s done intuitively only and therefore leaves
much room for differences of opinion. It is interesting to note
that notwithstanding these uncertainties welfare economics
1s able to make substantial contributions to the solution of
our problem.

The core of the method used by welfare economics is to
formulate a number of conditions of maximum welfare and
to try to interpret these conditions in terms of institutions.
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The main problem concerns side conditions. What must be
maximized 1s social utility or welfare under the side condi-
tions of the laws of production. No other side conditions
must be added, 1n particular no conditions of an institutional
character, since the institutions are unknown. The only laws
we cannot violate are the laws of nature. A well-known ex-
ample of the older, Paretian, version of welfare economics is
that one set ot conditions which must be fulfilled in a state
of maximum welfare says that the marginal utilities derived
from any pair of commodities must show the same ratio for
all persons. Since such a state of aftairs would be forthcom-
ing if all people bought or sold these commodities in a com-
petitive market, the institution of the market may be used
to construct an optimum regime. This example is given only
to clarity what we mean by “interpreting the maximum con-
ditions 1n terms of institutions.” The example is correct only
if several hypotheses are fulfilled which need not always
apply.

Before speaking about concrete solutions of the problem
of the optimum regime we must make some additional state-
ments on the general logic of the method used in weltare
€conomics.

To begin with, we shall have found a solution only it we
can enumerate a complete set of institutions whose decisions
together fulfill all the maximum conditions of our problem.
Institutions whose activities would fulfill only some sets of
maximum conditions may not be even part of a solution, if
we cannot find other institutions which meet the remaining
maximum conditions. The complete solution, if there 1s one,
may not be unique; there may be other institutions also
leading to the optimum. Thus, the function performed by
a free market may also be performed by a set of government
rules and controls. _

But, on the other hand, it may also be—and it looks very
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much for the moment as if we are in that position—that we
do not know any solution. This situation presents itselt when-
ever we cannot find an institution which is able to satisty
one of the sets of maximum conditions. This, for the time
being, is the case with the equations asking for equalization
of the marginal utility of income among all consumers. This
set of equations is equivalent with a type of income redistri-
bution not met by any of our existing taxes. What is required
is the so-called lump-sum redistribution, that is, a redistribu-
tion which does not change the marginal decisions of con-
sumers. Income taxes, which are the most important redistri-
bution device used at present, do not satisfy this condition.

If, then, one set of conditions of maximum weltare cannot
be met by any existing institution, the institutions that
satisfy the other conditions become of doubtful value too.
Indeed, they may well help to violate the nonsatisfiable con-
ditions to such an extent that they had better not be applied.
What we must now try is the method of the second-best. If
we do not know a set of institutions which together satisty
all the maximum conditions, we may look for a set of 1nsti-
tutions which bring us as close to the maximum as possible.
This set we cannot find by a direct “interpretation of the
maximum conditions in terms of institutions’”; we simply
must try the solutions out. We will call this the indirect
method. Solutions found in this way will have to be given up
1f better solutions are found later. Elsewhere the author has
tried to give an example of the indirect method, where the
Income tax appears as such a “second-best” solution.1?

One aspect of the solution concerns the degree of decen-
tralization in decision-making which is compatible with the
maximum conditions. The free market with free individual

1. J. Tinbergen, “Should the Income Tax Be among the Means of
Economic Policy?” Festskrift til Frederik Zeuthen (Copenhagen, 1958),

P- 851.
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enterprises ofters the well-known example of a complete de-
centralization ot production decisions, which is compatible
with maximum conditions if the laws of production show
decreasing or constant returns and no external effects. But
there are also activities for which these production laws do
not apply, and where complete decentralization may not be
permitted. This 1s true typically for activities having “ex-
ternal eftects” as well as for activities with increasing returns.

Our knowledge 1s insufhicient to solve the problem of the
optimum regime, except in oversimplified cases such as the
Pareto case where no external effects and no increasing re-
turns are assumed and where 1t is assumed tacitly that a
lump-sum redistribution can be made. Yet we may sketch, on
intuitive grounds, the probable structure of a solution, as
a first crude approximation. Some of the general remarks
made betore about the non-uniqueness of the possible solu-
tions and the second-best character of some institutions must
be kept in mind, however.

For several reasons there is a need for an institution of the
nature of the state where a number of decisions must be
taken which cannot be decentralized because of their external
effects or increasing returns. Measures dealing with safety,
the maintenance of law and order, the stability of money
value, the operation of roads, education, information, plan-
ning, and taxation must be controlled by such an institution.
Some of these activities may even have to be centralized above
the national level; others can be decentralized geographically
and put into the hands of local authorities. Even some forms
of production or distribution of commodities, such as energy,
water, and steel, may be converted to public enterprises be-
cause of their external effects and because of increasing re-
turns. Since increasing returns make price formation un-
stable, alternatively tending to either excessive competition
d (private) operation

or monopolization, their decentralize
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meets with difficulties. For what have been called unstable
markets in Chapter 3, government regulation may also be
preferable.

The tax system must facilitate redistribution so as to equal-
ize marginal utilities; taxes on wealth and income must there-
fore have high priority. It must also be conducive to a budget
surplus, since the savings rate of the economy has important
external effects and hence cannot be left to decentralized
(private) decisions. '

The remaining very numerous decisions on production
and consumption can be made in a decentralized way, that
is, by private production and consumption units (enterprises
and families). These decisions will be influenced only 1n an
indirect way by government (or lower public authorities’)
actions, such as those affecting investments made in the pub-
lic sector, educational and information facilities, and tax
policies. In designing their program public authorities will
have to take into account, as much as possible, the reactions
likely to be induced in the private sector by their own de-
cisions. One may express this state of affairs by saying that
what has to be done by the public sector is not to create
alone a balanced process of development, but rather to 1in-
duce 1n the private sector the most desirable reactions so
that together they will achieve the optimal total process.
This may imply, as Hirschman? likes to put it, that the
public sector purposely creates ‘“unbalances” in order to
evoke the most desirable process of development. I do not
think, however, that “unbalanced” is a very helpful term;
in fact the category of unbalanced patterns implies a large
number of patterns which do not evoke the proper reactions,
and what Hirschman is after is only some very specific sub-
category, which it would be better to define more specifically.

2. Cf. Albert O. Hirschman, The Strategy of Economic Development
(New Haven, Yale University Press, 1958).
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Large subcategories ot the category of unbalanced patterns
are highly undesirable.

While the preceding description of what might be an
optimum regime has stressed the structure, such a regime
also has a rate ot development over time which must satisty
the optimum conditions of weltare economics. The question
of the optimum rate of growth 1s a difficult one on which,
only recently, remarkable light has been thrown by a number
of rather complicated scientific analyses.3 At present the opti-
mum rate of growth for low-income countries cannot be
based on the knowledge so tar accumulated. For developed
countries the point of view may be defended that a develop-
ment of some 7 per cent per annum constitutes a maximum;
higher rates will be suboptimal.

Clearly the choice of the degree of “tautness” of planning
(ct. Chapter 1, page 12) will have to depend on the results
of the analysis of what an optimum rate of growth should be.

OPTIMUM PLANNING: CHOICES TO BE MADE

As was already observed, the “best” way of plan-
ning economic policy will to a considerable extent depend
on the regime. Planning, in a way, is a set of decisions on
economic variables, such as production, prices, and incomes,
and in a way a ‘“‘general rehearsal” of real economic life.
Therefore 1t must have a similar structure to that of the
actual economy. The correspondence need not be complete,

3. Cf. G. Bombach and C. Chr. v. Weizsdcker, “Optimales Wachstum
und Gleichgewichtswachstum,” in Optimales Wachstum und optimale
Standortverteilung, Schriften des Vereins fiur Sozialpolitik (Berlin, 1962);
S. Chakravarty, “Optimal Savings with Finite Planning Horizon,” Inter-
national Economic Review, 3 (1962), $38; L. M. Koyck and M. J. 't Hooft-
Welvaars, Economic Growth, Marginal Productivity of Capital and the
Rate of Interest (International Economic Association, Royaumont Con-
ference, 1962). '
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however. It is clear from our preceding discussion that there
are several degrees of freedom for the planning process.

In this section we will set out some of the major choices
to be made in order to define, and hence to select, a planning
process. We will deal successively with the task, the method
and activities, the organization, the procedure, and the tim-
ing of the process.

As to the task of the planning institutions, the most im-
portant question is, what has to be planned. Should all pro-
duction figures of hundreds or even thousands ot branches
be planned; should all big single projects be planned; or
should only a few industry groups, maybe only the public
sector and the unstable markets be planned; or, as an ex-
treme minimum, only some major instruments of economic
policy?

With regard to the methods and activities of planning,
one of the most important questions is whether the various
unknowns of the planning problem—all the figures—should
be determined simultaneously or whether there 1s scope for
a certain decomposition of the process into stages or phases
(ct. Chapter 1, pages 26—27%).

As an example of planning in stages we may give, as a basis
tor discussion, a rather precise list of activities to be carried
out 1n succession:

I. The Macro-Stage
1. Instruction of planning bureau by government on
aims and means of policy

. Collection of statistics and forecasts on ‘“data’’
. Macro-forecast

. Conirontation with aims
5. Macro-plan

II. The Sector (and/or Regional) Stage
1. Collection of estimates on income elasticities
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2. Sector plan, or regional plan, or both
I11. T he Project Stage
1. Issue of directives to “cells,” request for projects
2. Project appraisal by sector authorities
3. Project appraisal by center
4. Revised sector-cum-region plan
. Consultation with sectors

. Consultation with regions
. Changes

o0 I Oy Ot

. Submission to government

IV. Final Stage
1. Possible changes; adoption by government
2. Publication
3. Adoption by parliament

Numerous variations on this example are conceivable.
Thus, 1f certain well-defined regional targets are set, regional
planning of a macro-character may be made also in the
macro-phase. If no such targets are set, regional plans may
only become available after the selection of projects. Some of
the mitial phases may have to be repeated if it i1s found in
later phases that some of the coeflicients used 1n the early
phases can now be estimated more precisely—e.g. the capital-
output ratio, after the composition of production has been
fixed.

The question of organization concerns the number of insti-
tutions needed—must there be sector and regional planning
bureaus—and the hierarchy within the planning bureau.

With regard to procedure, there is considerable freedom
even with a given method of planning. Contacts with the
outside world may be more or less numerous, depending on
how the elements involved are dealt with. ‘T'hese are, as was
noted before: (a) the element of information, and (b) the
element of democracy. The procedure with regard to the
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first element depends on the type of information needed and
the way of obtaining it. With respect to the democracy tac-
tor it depends on who 1s to be consulted, what variables he
is going to be consulted about, what influence is given to
him, and what procedures of discussion are going to be used
In such consultations.

The timing problem does not exist to any great extent for
short-term planning, since there is little choice as to timing;

there is more freedom in long-term planning.

CRITERIA FOR OPTIMUM PLANNING

The choice of the process among the many alter-
natives presented must, in principle, be made according to
a number of criteria, which indicate the bases of appraisal
to be applied. Among these the following may be stressed:

(1) An important criterion is the degree of accuracy ob-
tainable, taken in the wider sense of being geared to the
needs of the economy under the given circumstances. T'his
means not only that the estirnates must be as precise as pos-
sible, but also that the proper variables must be included 1n
the set of estimates, having in mind the aims and means of
economic policy.

(2) A second criterion must be the time needed for the
operation; because of the usually short period available,
especially for the preparation of short-term plans, econo-
mizing on time is an important aspect of the economics of
planning.

(8) Other costs involved generally are all sacrifices to be
made except time sacrifices; usually the latter will not be ex-
pressed 1n money. In a somewhat more general way, costs
stand not only for efforts made by all officially concerned,
but also for disutility springing from frictions, irritation, and
so on. Obviously it will be possible to keep costs down by
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trying to minimize the number of elementary operations
involved.

(4) A final criterion may be the degree of democracy al-
lowed 1n the sense of satisfying justified desires of interested
groups to have an opportunity of giving an opinion, or even
participating in a number of decisions about the plan.

In order to apply the criteria most effectively, their rela-
tive importance should also be known. It will be evident
that we are still far from having sufficient information to
apply the criteria in a scientifically accurate way; to a con-
siderable extent the choice must be made on intuitive
grounds. For the same reason it is not possible yet to make
even the most tentative statement with regard to the degree
to which actual plans today satisfy the conditions formulated.

SOME REMARKS ON OPTIMUM METHODS:
WHAT MUST BE PILANNED?

The problem of finding the “best” way ot govern-
ment planning has not yet been solved nor will its solution
be possible 1in the near future. At best, a number of sug-
gestions can be made to help in finding the solution in the
future. The discussions about planning are becoming more
objective and are among the “living issues” of economic sci-
ence. In a general way it may be said that there 1s a corre-
spondence between the problems of the best regime and the
best method of planning, as has already been observed. Both
are connected with the mathematical or logical structure of
the relations describing the economic mechanism, and some
suggestions can be derived from that structure.

We will take up some of the main questions posed in
pages 88—9o, asking first what has to be planned. The answer
is, in principle, all the decisions which it is proper for the
government to take—as distinct from decisions which can be
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taken at the more decentralized levels, that is, by producers
and consumers individually or in groups. We have already
stated that welfare economics teaches us that some activities
show characteristics which make them amenable to more céen-
tralized decisions; among these are economic actions having
marked external effects and activities leading to increasing
returns. They concern such traditional government tasks as
preserving internal order and external safety, the operation
of roads, support of education, maintenance of a sound mone-
tary system and, more recently, the handling of a tax system
aimed at a redistribution of incomes and an even develop-
ment of the economy.

The last few items are more typically the instruments ot a
macroeconomic policy, used to attain short-term targets that
are part of an anticyclical adjustment to outside disturbances.
In this category there is a need for at least one instrument
influencing the volume of operation of the economy and one
influencing the price level. The former may be the total
amount of expenditures minus taxes, or the “inflationary or
deflationary gap” of public finance. The latter instrument
may be either price and wage controls or flexible exchange
rates. In addition to the general instruments to be used for
short-term economic policy there may be some more specific
ones, applying to single unstable markets.

Some of the instruments mentioned may also be employed
for long-term purposes. Public finance, and more particularly
public investments, can be used to influence the rhythm ot
development. In this realm the decision on the total amount
of savings of the nation to be aimed at must be mentioned
because this too 1s a decision with noticeable external effects.

Decisions concerning activities that show increasing re-
turns include, in principle, decisions on the production of
energy and transportation as well as on some heavy metal
and chemical industries, often operated by the public sector.
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One ot the reasons why such decisions may better be central-
1zed 1s the danger that too small units and too many of them
would otherwise be created. For the developing continents
1t 1s preferable that the establishment of such units be con-
trolled by public authorities.

All or most of the decisions summed up under the two
headings of external effects and increasing returns should be
planned, because of their impact on the well-being of others
than those carrying them out. For the same reason it is not
immaterial at what level—the national, or a higher or lower
level—they are planned. Several of them should be subjects
for some form of international planning. In the present situa-
tion of carefully guarded national autonomy this will often
be done only in the form of loosely coordinated national de-
cisions. For optimal results in the future some main decisions
should be centralized at the international level.

There remain many decisions satistying more or less the
hypotheses of the old welfare economics: absence of external
effects and of increasing returns. They are the production
decisions 1n agriculture, retail trade, and the “light” 1ndus-
tries—which can be made with more accuracy the smaller
the optimum units of such industries are—and the consump-
tion decisions of families relative to their disposable income.
These decisions need not be planned by the government,
even though they may be facilitated by broader intormation
such as is provided by market analyses. Hence planning may
imply an estimate of the total demand for a number ot cate-

gories of goods in these sectors.

SOME REMARKS ON OPTIMUM METHODS:
PLANNING IN STAGES?

The next major question about optimum plan-
ning methods concerns the topic of planning in stages. Under
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what conditions, we may ask, is it efficient to carry out the
complicated process of estimation of the plan figures in
several successive stages, as outlined in pages 88-89. Formally
the situation is this. The mathematical structure of the set
ot equations describing the economic mechanism may show
one of three characteristics.

(1) The matrix of its coefficients may permit the order-
ing described by Herbert A. Simon;+ then, the plan-
ning process 1s one of stages.

(2) The matrix may be close to such a structure; then
the planning figures can be approximated 1in a num-
ber of stages.

(3) The matrix may not be close to the structure needed
for ordering; then a simultaneous solution 1s neces-
sary.

Elsewhere the author has tried to give some arguments why,
in several types of circumstances, planning in stages 18 pos-
sible and desirable.

A separate execution of what was called the macro-stage
was argued on the following grounds:

(1) The decision to be made 1s one of great importance
and must be fully covered by the government; hence
it is desirable to formulate it in such simple terms
as are possible in the macro-stage.

(2) For lack of some fundamental data this decision can-
not yet be based on any precise calculations; it must
be partly based on intuitive considerations, which
it seems better to 1solate from the following stages.

(8) It an erroneous value for the capital-output ratio

4. Herbert A. Simon, “Causal Ordering and Identifiability,” in Studies

in Econometric Method, ed. W. C. Hood and T. C. Koopmans (New York
and London, 1953), p. 49.

5. J. Tinbergen, “Planning in Stages,” Statsgkonomisk Tidsskrift,
No. 1 (1962), pp. 1—=20.
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s taken, this error can be easily corrected afterwards,
since a strongly converging series of successive ap-
proximations can be made.

T'here are also good reasons to make a distinction between
a sector stage and a project stage, as suggested above (pages
38—-89). In the sector stage figures on the national sectors as
defined earlier (see pages g-12) can already be estimated
almost independently of the choice to be made with regard
to the international sectors. In somewhat different terms this
means that the infrastructure investments (which coincide
to a large extent with those in the national sectors) can be
planned with suflicient accuracy in an earlier stage. The
same argument applies to regional sectors in regional plan-
ning. In a general way this method has the advantage that
decisions on the intrastructure can be taken before coordina-
tion at the higher geographical level on the international
sectors 18 finished.6

Apart from the two major questions of method which have
been briefly discussed (what to plan, and whether planning
In stages 1s possible) there are a number of relatively less im-
portant methodological questions to be solved in order to
define an optimum method. Some of them are mentioned
below.

(1) The forecasts of data can be made in different ways.
For some of the most important data in short-term planning
direct inquiries may be the best method. A good example 1s
the forecast of planned private investment during the next
calendar year. It is sater and simpler to ask several large
enterprises than to try to forecast their plans from some
econometric relationship. The method of direct inquiries will
be less reliable where the actual decisions have not yet been

6. J. Tinbergen, “De optimale organisatie der economische beslissin-
gen,” Kon. Ned. Akademie van Wet., Mededelingen, Nieuwe Reeks, Deel
24, No. 7 (Amsterdam, 1901).
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taken, as in longer-term forecasts. Statistical practice has de-
veloped methods, ranging from least to highly sophisticated,
of extrapolation of data. Among the simpler are the linear
extrapolation of past movements over shorter or longer
periods. Nonlinear extrapolation can sometimes be better
depending on what the underlying theory is on the phenom:-
enon to be extrapolated. Extrapolation on the basis ot re-
lationships with other phenomena is the next best method,
available in a considerable variety, from one relationship to
many. Thus demand for an export commodity may be based
on an extrapolation of incomes abroad, which may or may not
be calculated with the aid of an econometric model for the
countries considered.

(2) This brings us to the subject of estimating relation-
ships. The development of econometrics has produced here
also a wide range of methods, starting with hand-drawn re-
lationships derived from scatter diagrams, up to simultaneous
maximum-likelihood estimates or two-or-three-stage least
squares estimates of sets of relationships. There are some
interesting examples where the coefficients found for some
elasticities or propensities, with the aid of the more sophisti-
cated methods, are significantly different from the figures
tound in more primitive ways, and here the former must
be preterred. There is also, however, a danger that some
econometricians may indulge in complicated methods in-
stead of trying to obtain better statistical and other informa-
tion on the torces at work. Much intuitive judgment and
wisdom is needed to make the best use of a country’s scarce
manpower in these fields.

(8) lhere are also numerous methods of appraising in-
vestment projects. This activity will necessarily play a large
part in the long-term planning of developing countries, but
it may be very useful for developed countries too. A series
of alternative criteria have been proposed, some of them
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fitted to one situation and others better fitted to different
situations. Before dealing with them we may say something
about the objects to which they should be applied. Probably
the most useful is a set of projects including one to produce
International goods, together with all the necessary comple-
mentary sets producing national goods (energy, transporta-
tion, building, retail trade, education). In this way it is not
necessary to deal with the latter separately, with all the difh-
culties of appraising services which do not have prices. Al-
ternatively we may leave out of the complementary set just
mentioned some types of national commodities of a very
general character, which it i1s difficult to allocate to the ulti-
mate users, such as general education, general administration,
and security.

T'he criterion used should in principle be a fraction whose
numerator indicates the contribution of the object to the
aims of national policy and the denominator the costs of the
investment, that is, of the scarce factors used. The simplest
example assumes one aim only—say, to raise national prod-
uct, and one scarce factor only—say, capital. In that case the
criterion is the output-capital ratio, i.e. the inverse of the
capital-output ratio or the recoupment period. More compli-
cated policies may have the further aims of improving the
balance of payments, of helping underdeveloped regions or
low-income classes first, and so on. These aims must then also
be represented, with a certain price, in the numerator of the
criterion fraction. There may also be other scarce factors,
e.g. qualified labor, to be taken account of in the denomi-

nator.

SOME REMARKS ON OPTIMUM PROCEDURES

Planning procedures must also be chosen and, as
already stated, they serve two main purposes: to obtain better
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information and to serve democracy by involving as many
interested groups as possible. The instrument ot outside con-
tacts is, as a rule, the meeting, although there are simpler
methods such as the letter or the telephone conversation.

Meetings serving primarily the purpose of informing the
planners may take one of two main forms. We first have the
meeting where outsiders supply factual and numerical in-
formation, which in principle must be statistical data, includ-
ing coefficients, e.g. the supply elasticity of agriculture. This
type of information can best be supplied by experts of the
sector concerned, agriculture in our example; but these ex-
perts may be interested parties, which creates a problem as
to the reliability of the information. The contacts between
sector experts and general (or central) experts In planning
also create an interesting problem as to the proper questions
to be asked of the sector experts. The data solicited should
in fact be information about the coefficients rather than
about the variables; in our example, the supply elasticity
rather than the quantity to be supplied. The latter, being
an unknown of the planning problem, should properly be
tound by the solution of a number of simultaneous equa-
tions, which 1s the task of the central planner. In other words,
the sector expert should not be allowed to decide on the
production figure, because that depends on other coefficients
—the price level, the income level, and so on—on which he is
not an expert.

T'he second type of meeting for information purposes is
one where the central planners discuss with other experts
the uncertain elements in the relations they use and the
methods they apply. This is more like a scientific discussion,
an exchange of views, and is very often necessary in a new
field like planning. '

While the element of democracy is already present in the
types of information meetings just discussed, the most typical
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form of meeting serving democratic purposes 1s the distribu-
tive meeting, where the distribution of something—say, the
building volume—over a number of interested groups—say,
the ministries—is discussed and maybe even decided upon.
This meeting tries to solve a number of equations—e.g. those
representing the condition of equal marginal utility of vari-
ous uses made of one product, in our example buildings. The
meeting does this as an alternative to what the central plan-
ning office could do itself using, perhaps, the method of proj-
ect appraisal.

There may be particular reasons for preferring such a meet-
ing to a calculation by the center. The most important one
i1s that, in a hidden way or more openly, a comparison of the
utilities of different groups of the population is involved—
the central problem of the structure of the social welfare or
utility function discussed earlier (pages 82-87). In such a
situation the equalization of marginal utilities cannot be
done simply by the decisions of one person or firm, as in the
case of that person’s consumption pattern or that firm’s use
of raw materials for manufacturing purposes. Perhaps the
clearest and most important example of the distributive
meeting is the meeting of parliament in which the income
tax rates are determined. Distributive meetings are also
valuable when a product must be allocated for which no
price is charged, such as education or the use of roads.

Even though there are still large unsolved problems, some
rules for the optimum procedure of distributive meetings
may be formulated:

(1) If democracy is to be served, all interests involved must
be represented; otherwise decisions will tend to be to the dis-
advantage of those absent. For distribution problems in
which many units are involved, it may, however, be efficient
to make decisions in stages again: the distribution among
large groups—farmers, workers, independent urban pro-
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ducers—may first be discussed by representatives ot those
groups, leaving discussion of the distribution between types
of farmers, workers, etc. until a later stage. For the first de-
cision not all types of farmers need to be represented, since
their interests at that stage are parallel. At the later stage they
are more likely to diverge.

(2) The meeting must have as 1ts task to discuss one or
more ‘“unknowns” in the system of equations. This may imply
a rule for the composition as well as the agenda ot the meet-
ing. In the sphere of macroeconomic policy, that is, of inter-
departmental committees, the meeting should deal with an
instrument rather than with a target of policy. In other
words, a cornmittee on taxes or on wages makes sense; one
dealing with the balance of payments or employment does
not make sense. Decisions on taxes must be made in light of
the desired balance of payments and level of employment;
and each of these also has to be considered when wage policy
1S at stake.

(3) The meeting must always have before it a proposal,
prepared by the center, satistying the side conditions to be
met, e.g. a building program that adds up to needed building
capacity. Discussants may amend the proposal, but they can-
not be asked to produce the proposal.

(4) Amendments admitted for discussion must also satisfy
the side conditions: an amendment to raise one party’s por-
tion without indicating at whose expense is not feasible and
to discuss 1t 1s a waste of time. Discussions not aiming at an
amendment must be avoided. '

Our remarks about the optimum procedure may be con-
cluded by a suggestion for arriving at an optimum along
lines familiar to the economist. Starting out with a method,
activities, and procedures which may have grown historically
or been chosen intuitively, small changes may be considered
and appraised in the light of the criteria discussed in pages
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go—9g1. Some changes will turn out to be valuable and leave
a positive balance; others will not. One may hope to arrive
at the optimum in this way, but there is no complete guar-
antee, of course.

Our discussion of the optimum process of planning applies
not only to national planning operations, but to interna-
tional activities as well. Thus, the rule that in a distributive
meeting all interests should be represented has far-reaching
international implications. Some of the most vital decisions
in the financial sphere are made today at the national level.
We must accustom ourselves to the idea that they should,
according to our rule, be made in international gatherings.
We do understand this already for decisions on commodity
agreements and trade policy; we do not yet recognize 1t in
the financial field. Policy as well as planning in the imnterna-
tional community should be carried out partly by a set ot ap-
propriate international-—or rather supranational-—organs.”

7. Cf. J. Tinbergen, Shaping the World Economy (New York, 1962).
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