THE ROLES OF GOVERNMENT AND BUSINESS
IN NATIONAL BCONOMIC DEVELOPMENT

by Phaichitr Uathaviknl**

The resurgence of interest in the problems of cconomic growth since the Second World
War has brought important changes in emphasis in both theoretical and applied econcmics. For
a long time, economic theory was confined largely to static equilibrium analysis and economic
- policies were dirccied mainly towards achieving balance among certain important aggregates, such
as income and expenditure, employment and labor supply, and externzlly, international payments,
The interest in economic growth has made these iraditional concerns inadequate, for the study of
economic growih is essentially a study of change; and change is a dynamic process. A great deal
of recent advances in economic theory can be traced back to this rediscovery of the growth
problem. We are not concerned here with these developments on the theoretical level, but with
practical changes in economic policy. Specifically, the change in emphasis has reopencd the
important and basic question of the role of government — and this nccessarily means ihe role of
private enterprise also -- in economic activity.l This question is crucial to an understanding of
the practical aspects of the universal effort to achieve economic and social development and to
secure a better life for people the world over. It will also serve asa point of departure for examin-
ing development planning which has now become a basic tool of governments in both developing
and developed nations. In casc anyone should raise an objection to the last statement, let me point
out that among dsveloped countries, only two do not practice some form of formal planning.
These are the United States and Western Germany. And in the case of Western Germany where
public investment accounted, over a long period, for over 409 of total investment, the lackof

formal planning is a matter of semantics rather than subsimnc:e:.2

I. Need for Public Intervention

In order to examine the question of the roles of government and business in national
development, I think it would be convenient to start by considering briefly the question of the need

' Part of a lecture given at the Lingnan Institute of Business Administeation, Chinese University of Hong
Keng, June 1969, :

_ "Phaichitr Uathavikul, Dip in Arch., London, Master of Regional Planning, Cornell, Ph.D. {Regional
Planning) Cornell; Lecturer of the School of Development Economics, NIDA.

1 For a brief but useful examination of the basic question of the relationship between government, society,
and economic development, see: Edward 5. Mason, “The Role of Government in Economic Development,™
American Economic Review, VoLL, No.2 (May 1960), pp. 63641, . T

2 plbert Waterston, Development Planning : Lessons of Experlence, {Baltimote : The Johas Hopkins
Press, 1965), ch. III. See also : Geofirey Denton, Murtay Forsyth, and Maleolm Maclennan, Economic Planning
and Policies in Britain, France and Germany, (London: George Allen & Unwin, Ltd,, 1968), ch. IL,
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for public intzervention in economic affairs. In other words, the first guestion we should consider
is simply this: Why not leave everyihing to the market? We shall discuss this question from two
angles, firstly, from the point of view of society as a whole, and sccondly, from that of private
eaterprise itseif,

From the point of view of collective weliare, it can be said that the markcet, while a power-
ful and indispensable allocative mechanisim, is not quite adequate because of certain busic limita-
tions. Let us first examine briefly these weaknesses on theorctical grounds and then g0 on o tie
these observations to conditions in the real world.  According to classical doctrine, the free play
of the market willin itscif lead to an optimization of national icome, provided:

a)  that there is perfect competition,
b)  thal we disregard the ethical problem of income distribution, and,

€}  that we ignore “special” cases of increasing returns,

Under such conditions, if euch individual in society seeks to maximize his own henefits, the
individual actions will awtomatically lead to a maximization of collective benefits also. This is
the gist of the famous argumsnt about the invisible hand unerringly guiding the collective destiny
of natioas. The operation of the economic system is best left to the free play of the market, - with
the role of governmeant limited io that of keeping internal law and order and providing protection
against external dangers and ensroachment,.

if things were as simple and straightforward as the classical model indicated, then it
would be clear that governments stould not interfere in economic matters. Since collective bene-
fits are already maximizzd through the operation of the market mechanism, actions by government
will, al best, add nothing to the welfare of the mation, Aad since government, like all human in-
stitutions, is not perfect, public intervention would oaly lead to a reduction in the welfare of sociely
as a whole. Unfortunately, the situation Is ol 48 simple as the onc outlined above, Evenif we
concede, for the moment, the “heroic™ assumption that there is perfect competition, we must still
conclude that there are at least two areas of ceonomic activity where the market cannot be relied
upon to allocate reiaurces efficiently. The first of these is the well~known casc of public goods.
These are goods which must be censumed in equal amoupts by all. Orce produced, additional
uses arc costless. The most obvious kinds of public goods are such things as national defense,
law enforcement and judiciary systems, flood control projects, free radio and teley; sion programs,
ete. The price machanism does not work in these cascs because people who do not pay for the
services cannot be excluded from the bencfits that result, If these goods are to be provided at all,
they must be provided from general governmental revenues with no direct user charges.. 1 think

3 For fyrther discussion, see for instance, P.N, Rosenstein-Rodun, “Programming in Theury.and Ttalian
Practice,” in Max P. ‘Millikan (ed.}, Investment Criteriu and Leonomic Growth, (Bombay : Asia Publishing House,
1%61), pp. 17-32. . . :
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it is safe to say that, nowadays, even the most fanatical adherent of Juissez—faire will admit that the

government does have arole to play in the provision of public gupds.4

The second area where the market is net likely, in itself, to Icad to an efficient allocation
of resources concerns the third assumption given above for the functioning of the classicalmodel,
namely, the assumption about special cases of increasing returns. The fact of the matter is that
these special cases are not very “special” and cannot be ignored simply because they raise awkward
theoretical problems. They consiitute a large segment of the economic system which is crucial
to economic growth and development. ln theory, the rule of efficient ailocation demands that
producers must produce up to the point where marginal cost equals marginal revenue, which
under perfect competition, is also equal to price. In situations of increasing returns, marginal
costs are less than average costs. Hence, for the rule to hold, price must be below average cost,
which means that producers will have to produce at a loss.  Since it is accepted that businessmen
are in business to make profits, and not for the sake of their health, itis clear that wnder such con-
ditions these goods will not be provided by private enterprise. Let us take a very simple example
as the limiting case. Suppose a private firm is considering building a toll bridge. Assume further
that bridge crossing does not produce any wear and tear, and depreciation is solely a function of
time and not usage. Under such conditions, the marginal cost of usage is cqual to zero. By the
efficiency criterion, price must also be cqual to zera. No producer in this right mind would ever

construct that bridg;f:.5

Situations similar to the example cited arise in cases where fixed initial costs are very high
relative to variable costs. A prime example of this situation is the case cf public utilities and other
social overhead capital. In the real world, the problem is not that private producers will stick to
the rule of efficient allocation and thus refuse to produce at a loss. The real danger is that the
investments involved are, as a rule, very substantial, and a few large producers capable of making
such investments will tend to divide the markct among themselves. They will then proceed to

4 Strictly speaking, the examples cited belong to the category of social goods. Merit guods are another
category wheih are rather different in concept.  These are goods which are considered so meritorious that the
government considers it necessary to interfere with individual and collective preferences. The most ohvious examples
of merit goods are education and puhblic heatth, These services can be and arc being provided by private enterprise,
but if the government considers that socicty is not prepared to allocate sufficient resoutces, it then normally reserves
to itself the right ta intervene,  (Negative cases of merit goods are such things as tobacco and liquor, where the
goverinent usually interfere with private praferences through taxation bascd om sumptuary laws}.

It is important to distinguish the different bases for public intervention in the cases of social and imerit goods.
In the former, the government does not sitempt to-intesfere with private preferences. 1t only sceks to provide services
where the market fails to operate. In the latter casc, the government consciously seeks to modify personal preferences.
Consequently, there is less consensus on the justification for and the role of public intervention in the case of merit

goods.

3 Francis M. Bator, “Governinent and the Sovereign Consumer, * in Edmund 8. Phelps (ed.), Private
Wanis and Public Needs, (revised ed,), (New York: W.W, Norton & Co., Inc., 1965), pp. 118-33.
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produce in such a way as to maximize theit mounopolistic profits at very high prices. Thus a large
segment of the consumers will tend to be excluded heeause of the high prices, resulting in a general
reduction of collective welfare. And as social overhead capital is also a nceessary ingredient of
economic devclopment, such practices can seriously retard the national development effort. These
reasons explain why therc is genceral agrecment that in the field of public ulilities and otber infra-
structures, investmeent and operation are usually ¢ither undertaken dircctly by povernment or
closely regulated by it. The discussion so far should also clarify the point that government
intervention in these fields is not based on any illusion that it can operate an enterprise more
efficiently than private business, It is notaquestion of efficiency, but of differcnces in objectives and
motivation. Intheory at least, private enterprise aims to maximize profit, while the objective of the
public sector is to maximize collective welfarc. Although actions in real life tend to depart from
these “idcal™ objectives, they are sufficiently clsoe for the rule to be taken as vatid gencrally,

We have discussed (wo arcas of activity where the market fails to function efficiently
even under the assumption of petfect competition. Tt is now time to introduce more realism in
our discussion by noting that there is much less than perfect competition in the real world.  Drop-
ping this basic assumption leads to some more sericvus difficulties.  [n real-world sitvations, the
market mechanism works reasonably well in distributing consumer goods and allecating product-
ive factors in the production process. There are several imperfections which are serious from the
conceptual point of view, but practically, they are not significant enough to warrant large-scale
public intervention. Where the market mechanism tends Lo break down is in the areas of allocat-
ing investment resources and of mainiaining stability, Let us take a very quick look at these two
problems.

There are three major reasons why the market tends to be inefficient in allocating invest-
ment resources,  The first involves the whole question of externalities which had best be left until
later because it is sufficiently i mportant to deserve examination at some length. The second reason
is the long life-time of capital goods which results in very serious problems of nsk-takmg under
conditions of uncertainty. Having dropped the perfect—competition assumption, we can no longer
pretend that anyone, including businessmen, has perfect information and foresight. Hence where
risks are great, investment projects may not be undertaken cven if there is clearly a great need for
them, Long-term investments, such as large dams and reservoirs, railroad, or harbor construction
are often as much a matter of faith as of rational economic calculation. The third difficulty stems
from the indivisibility or lumpi ness of capltal Certain kinds of investment, quch as integrated steel
mills, petrolevm industries, and energy production can be made on ly in large chunks, The price
mechanism does not work very well in such cases because it depends for its effectiveness on small
rather than large changes. The difficully is further compounded by the fact that these are also
long-term investments, a fact which tends to increase considerahly the risks to private investors.

On the question of stability, the classical model has little difficulty in demonstrating that,
at any moment in time, the economic system will be in full equilibrium, given certain basic assump-
tions such as perfect knowledge and rationality, instantanecus adjustments, perfect liquidilty, and
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other institutional and behavioral conditions. There will be no maladjustment and all markets
will be cleared automatically. Keynerian economics has shown that, even on theoretical grounds
alone, this conclusion is not necessatily true, And in the real world where imperfect knowledge
and adjustment lags play such a key role in economic activity, the conclusion is inevitable that
there is no automatic mechanism for maintaining stability,in the sense of ensuring full employment
of resources with price stability. This is an area where public intervention is generally accepted
as necessary and, on the whole, beneficient,

Tct us now Larn to a brief consideration of the second necessary condition of the classical
model, namely, that we disregard the ethical question of income distribution. In real life this
question is too important to be ignored. In terms of economic growth and development, personal
gains are probably the strongest and indispensable incentive for popular participation. And
without popular participation, voluntary or otherwise, no society can really hope to achieve much
in terms of economic and social development. Politically, glaring incquities in the distribution of
income arc very dangerous, especially in the context of present-day rising expectations. Enlignten-
ed self-interest dictates that the privileged classes should not impede efforts of the government to
correct these inequities. In terms of social responsibility and ethical values, a strong case can also
be made that the government has an obligation to see to it that all segments of the population have
a reasonable share in the national wealth and income,

I have le*t the case of externalities and inter-dependence to the last because it is 2 major
justification both for general governmental intervention and for development planning.
Externalities are those portions of benefits or costs which are not absorbed by the units generating
them. Interdependence denates the concept that the satisfaction of consumers does not depend
entirely on their own consumption, but partly on that of other consumers also. Economists used
to struggle with the concept of external economies and diseconomies: they were sure it was very
important but were hard put to come up with convincing examples. A widcly-quoted bucolic
example used to be the casc of the benefit reaped by a bee-keeper from his neighbor’s orchard.
The difliculty was not cleared up until it was pointed out that there were basically two different

kinds of externalities, one technrological and one pecuniary.ﬁ We do not have time to go into
details here, bul the point is that externalities can be and usuvally are quite extensive, Let me just
cite a few examples:

An industrial firm decides to locate a large processing plant near sources of raw materials
in the hinterland of a developing country, Tn order Lo bring its outputs to a port city, it has to
build a new highway. The highway will benefit the whole countryside but the firm will normally
be unable to capture the whole of the benelit generated by its action.

6 Tivor Schitovsky, “Two Concepts of External Economies” , Journal of Folitical Economies, Vol
LXII, No. 2 (April 1954), pp. 143-31.
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The manager of a factory has to train skilled workers because there are very few of these
in the area where he is located. Some of the workers may move to another firm after they are
traincd. The second firm benefits while the training cosis, which may be considerable, are borne
by the first company,

On the reverse side of the coin, we can also cite many cases of diseconomies external to
the generating unit. An example would be the location of a slaughter house in the midst of a
residential district ncar a kindergarten.  The slaughter house may create traffic jams, health
harzards, nuisances, and endanger the lives of small children, These are very real social costs but
they are borne by people in the community and not by the owner of Lhe staughter house.

A large mining company dredges extensively for minerals, say tin and wolfram. Tno the
process, thousands of acres of land are rendered worthless for an y otheruses. The company reaps
the profit while society bears the costs.

It is not only well-to~do busincssmen who may create external diseconomies. Even the
poorest subsistent farmers can be equaily costly to socicty, Take the case of slash-and-burn practice
in farming. If a large cnough number of farmers uses this method of cultivation, a whole region
may be changed from a potentially fertile farm land to an arid desert.

We can go on at great length about the problem of the divergence between social and
private gains or costs, but the few examples given above should suffice to show that the problem
is a real and serious one. This problem is sometimes referred to among planners as the “nei gh-
borhood eflect™ and it serves as a strong justification for the government to intervence in order to
carrect any misallocation of resources that may occur through the operation of the free market,
In the case of the consumer, the concept of interdependence points to the fact that consumption
in absolute terms is not a very meaningful indication of satisfaction or welfare. It does not make
much sense to hold that people of a cortain class, say the worker, should be more satisficd because
their real income has increased if, at the same time, the income of other classes has risen much
more. People tead 1o compare their income and consumption with those of others, especially
those of higher-income classes. The point of this discussion is that it terds to support our previous

arguments about the need for correcting inequitics in income distribution.

Let us pause here 1o recapitualate the discussion and summarize the arguments presented
so far. According to our arguments, the six areas of activity where there are serious limitations to
the market mechanismn zre:

1)  Allacation of investment resources.
2)  Maintenance of stability.
3) Distribution of income,

41 Provision of public utilities and other social overhead capital.
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5)  Allocation of resources when there is serious divergency between secial and private
gains or costs. '

6)  Provision of public goods.

The role of government in economic affaics follow almost automatically from the above discussion.
Generally speaking, it is in these six areas where public intervention is greatest.

Refore going on 1o a discussion of the role of government, however, let us first consider
briefly the benefits that the private sector can derive from public intervention. 1 think we can
identify at least five major benefits in this respect. First, consider the case of public provision of
social overhead capital. The so—called “hard” SOC includes such things as highways, railroads,
harbor installations and facilities, power plants, water supply, and communications installations,
while the “soft” SOC includes education, public health, and technical training facilities and
services. Anincrease in the public provision of these infrastructures is liksly to lead- to substantial
reductions in production costs. Tt may also, as in the case of manpower training, make it easier
to achive a more efficient management and administration of various enterprises. A second henefit
to accrue to the private sector is that the government, by supporting certain measures of a risk-
hedging nature, may make it casicr and more profitable for business to invest in high-risk ventures.
(A prime example of this is governmental guarantee of mortagages for the hire-purchase of private
dwellings). Thirdly, by maintaining stability, the government can contribute greatly to business
prospetity and security through the prevention of violent business cycles.

The benefits outlined above tend to accrue dircctly to business, but there arc others
which, while less direct, are by no means unimportant. The provision of public goods, such as
national defense and law enforcement are equally necessary to the business community as to other
segments of socicty. Public provision of merit goods such as cducation and public health are less
jmportant to businessmen because they tend to make use of expensive private facilitics and services,
But even here, enlizhtened self-interest indicates that it is dangerous for the privileged classes Lo
exist as islands of sanity in a sea of darkness and ignorance. Tn a wider perspective, @ higher level
of collective welfare is likely to lead to higher personal welfare because of the greater availability of
amenities. 1 have concentrated on the question of self-interest not becausc businesemen are more
selfish than others, but because, as I have pointed out earlier, self - interest is a prime motivation
of action and an iadispensable basis for cooperation. We shall leave the question of what
government can and should do specifically to aid business in order to achieve more rapid
development until later when we come to discuss development planning,

I, The Role of Government

Following from the above discussion. on the need for public intervention, we can identify
four major roles of government in economic affairs. - These are:
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[y Correction of misallocation of resources, due to externalities, improper investments
because of risks and imperfect knowledge, and the need for public poods and social overhead
capital. The purchases of goads and services for this purpose constitute major portion of total
governmental purchascs,

2) Adjustment in income distribution. The main mechanism herc is transfer payments,
thal is, payments without services rendered.  Another policy instrument is public investments.
By choosing certain kinds of investment projects, the government can heip to increase theincome
of selected occupation groups, such as farmers, hy increasing productivity, teducing costs of
production and transportation, and stimulating market demand. Such actions can, obviously,
have significant impact on the pattern and rate of growth and development.

3} Muaintenance of stability, in the sense of maintaining tull employment of resources
together with a stable value of money. The major mechanisms of intervention in this case are
fiscal and monetary instruments and public investment policy. For instance, if there are serious
deflationary pressures, the government may decide to reduce taxes and increase transfer payments,
leading to an increasc in disposable income. It may also choose to increase public investment.
Such action would tend to lead to an increase in aggregate demand and bring the economy back
to a [ull-employment equilibtium. On the other hand, under inflationary conditions, the
government may rcverse these actions in order to retard the rate of increases in aggregate demand.
Monetary policies can also be very useful in influcncing the levels of consumption and investment.

4) Guidance of cconomic growth and development. In developed countries, the problem
is one of maintaining a “satisfactory” ratc of growth with full employment and price
stability. Indeveloping countries, it is more a matter of attaining a more rapid rate of development
commensurate with other requirements. This function has now become onc of the most important
responsibilities of governments in developing countries.

We shall concentrate on the fourth function, namely, the acceleration of growth and
deveiopment. The first point to consider in this regards is that there are two interrelated but
distinct aspects of the question of resource atlocation for development. These are a) resource
mobilization and, b) resource utilization. Tn terms of resource mobilization, the government is
clearly in a unique position to assemble the resources neccasary or development through its taxing
power, usage of various instruments of guidance and control, and its position Lo obtain assistance
from external sources, especially in terms of capital inputs and technical know-how. The situation
is quite different in the case of resource utilization. There is no intrinsic reason why public
officials shouid be mote efficient than private cnterpreneurs inthe use of resources. Usually it is
the other way round. Lacking the powerfu! motive of private profit, public officials, even under the
best circumstances, tend to be sornewhat careless about how scarce resources arc used. And given
the prevalent lack of motivation, efficiency,and onemightsay, honesty, among government officials
in most developing countries, I think it would be Fair to conclude that public efficials should be
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kept away from direct management of enterprises unless there are clear indications. that they would
be more efficient than privale enterpreneurs in exceptional circumstances.

Another distinction which should be borne in mind is the difference between public
provision and public ownership and management. The fact that certain goods or scrvices are to be
provided by the public sector by no means implies that the government must own or manage the
enterprises producing these goods or services. Let us examine two cxtreme examples concerning
public goods. In the first case, all goods are produced dircetly by the public sector and then sold
to consumers. The government owns and manages all productive enterprises but there is
absolutely no provision of public goads. At the other extreme, all goods are preduced by private
enterprise and then sold to the government. The government purchases these goods from its
general revenues and then distribute them free of charge to consumers. In this case, all goods

are provided by the government, but there is no public ownership or management.’

Henee a general rule which should be applied in the division of labor between govern-
ment and private enterprise is simply this: Who can do it better? The government should only
step in where private enterprisc cannot de it or where it is clear that the government can do it more
efficiently. There is, for instance, no reason why govermment should not mohilize resources and
make them available, with proper and adequate safeguards, to the private sector where the latter
is capable of utilizing them more efficiently. Examples of this include the establishment of such
institutions as investment banks, agricultural development banks, industrial finance corporations,
and agencies to assist in the financing of small businesses. But please note that in judging relative
efficiency between the two sectors, the criterion to be applied is public rather than private benefits,

III. Development Planning

We shall continue to cxamine the question of the role of government in aceelerating
economic growth and development by taking a quick look at development planning. Itis not the

place here to discuss planning theory and its various ramifications.®  Let me simply point out
that the two key elements of planning are choice and control.?  The first denotes a process of

7 Richard A. Musgrave, The Theory of Public Finance (New York: McGraw-Hill Book Co., Tnc., 1959),
p.15. ;

& For some useful discussion of these matters, see for instance: Herbert A. Simon, The New Science
of Munagement Decision (New York: Harper & Brothers Publishers, 1960); John W. Dyckman, “Planning and
Decision Theory,” Journal of the American Institute of Planners, Vol. XXVII, No. 4 (November 1961), pp. 33545;
P. Davidoff and T.A, Reincr, “A Choice Theory of Planning,” Journal of the American Institute of Planners, Vol
XSOV, Mo. 2 (May 1962), pp. 103-15; Thomas A. Reiner, “Sub - national and National Planning: Deecision
Critetia,” Papers of the Regivnal Science Assoclation, Yol XIV (1965}, pp. 107-36.

9 For further discussion, see: Bdward 8. Mason, Econdmic Planning In Underdeveloped Areas: Governinent
and Business (New York: Fordham University Press, 1958), ch.liL '
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sclecting the most appropriate course of aclion out of a set of possible alternative actions, while
the second refers to the exercise of authority and influence in order to implement plan provisions.
In this view, planning without implementation is no planning at all; it is merely an academic
exercise which is not likely to be of much benefit to anybody.

Since the end of the Second War, a great number of developing countries hus adopted
development planning as an instrument for accelerating economic and social development. Unfor-
tunately, therc has been such a diversity of activities subsumed under development planning that
the term has ceased to be very meaningful. For our purposc we may say simply that, in mixed
economies, ' that is, in economies where both the public and private sectors are important,
development planning is:

a systematic process to giide and influence the developmeni process by supplementing,
reinforcing, supporiing, and guiding rhe market process.

The important point to note here is that planning and the market are not mutually cxclusive,
They are in fact complementary, in the sense that planning only tiies 10 help where the market
does not work very well, Ttis, of course, true that planning inevitably implies some interference
with the free play of the market, but judiciously applied, it can he a powerful too] to remedy the
mote serious weaknesses of the market mechanism. The end result is likely to be beneficient to

private enterprise as well as to society as 2 whole.11

In order to see more clearly the benefits that can result from development planning, we
shall have to consider very briefly what a development plan is. In the simplest term, a development
plan is nothing more or less than a development strategy.  Of course the contents, guality, and
scope of individual plans can and do vary widely. To my mind, therc are four elements which
are essential to a good development plan. These are:

1} arational program of public investment,
2) reasonablc and adequate private-scctor planning,
3} appropriatcinstruments of guidance and control, and,

4) adequate provisions for implementation.

10 A vecent and useful examination of planping cxperiences in bath mixed and centrally planned economics
will be found in: United Nations, Department of Deonomic and Social ALl airs, Planning for Fronomic Development,
Vol. 11, Stidies of National Planning Experience, Pts. T and IF, (New York: United Mations, 1965},

11 For further discussion of the question of planning in mixed ecanamies, see for jnstance: Gerhard Colm
and Theodore Geiger, “Country Programming as a Guide to Development,” in The Brookimgs Imstitution,
Development of the Emerging Countries: An Agenda for Research (Washington, D.C.: The Brookings Institution,
1962), ch. TI; Robert Shone. ““Problems of Planning for Economic Growth ina Mixed Economy,” The Econumic
Jowrnal, Vol. LXXV, No, 297 (March 1963), pp. 1-15,
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We shall only deal with the first, third, and fourth elements in passing. The second element, nameily,
privaie-sector planning will be discussed in more details becausc it is the one which concerns us
most directly here.

As we have seen, investment is one of the {functions which are not very well coordinated
by the market mechanism. There is also a great and urgent necd in developing countries for
public utilitics and other social overhead capital, such as highways, irrigation sysiems, communi-
cation facilities, water and sanitary services, education, public health, and a host of other require-
ments, Given the general lack of capital and the inadequacies of thc market, the government is
aboul Lthe only unit in the economic system which can invest in such infrastructure, It is therefore
crucial that the public development investment program be made as rational and expedilious as
pnssib]c.lz

Let us now turn to the second element of a development plan mentioned above. An
important part of private-sector planning is what is generally referred to as indicative planning.
This is a rather loose term referring to those parts of the plan where the aim is not the direction of
public expenditures or the control of private activitics, but rather the guidance of private-secior
operations towards desired ends. Since we are concerned mainly with the private sector here, it
will be necessary to examine this element in somewhat ntore details. Plan targets for the public
sector arc controlling but not mandatory. They control public development expenditures but do
not authorize actual disbursement. Authorization can only come through the budgettary process.
Targets in the private sectors are not even controlling; they serve only as a guideline for private
enterprise. ITn devcloping countrics there are usually very few corporations large enough to under-
lake the extensive short-term forecasting and long-term projections necessary for accurate and
satisfactory planning of enterprises. Planned targets in both the public and private sectors, if
well constructed, can serve as a very useful indication of what business can expect during the time
period of the plan. They can also help business 1o be inore aware of government policies and
intentions which may have significant repercursions on private operations.  Another factor which
should be borne in mind is that what 4 private firm should do does not depend only on its own
activitics but also, and to a large extent, on whal other firms intend to do. This is true because of
the linkeges among firms in an industry and among incustries and the various sectors in the
economy. By predicting the future structure and interrelationships, a well-conceived plan may
preatly help businessmen to perceive opportunities -which may otherwise be missed, and
conversely, to avoid mistakes which are likely to be made without the information provided by the
plan,

"

f,l

12 For a recent disenssion of the need for rational planning of the public sector, see: W. Arthur Lewis,
*PMannping Public Expenditure,” in Max .- Millikan (cd.), National Economic Planming (New York: Columbia
University Press, 1967), pp. 201-29,, )
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Let us now consider what the government can and should do to assist privatle cnterprise
through its planning instruments. Major elements of private - sector planning include the

t‘o]lowing:”
1} Provision of information on development potentials, The information should be
based on surveys and careful analysis including:

a)  resource surveys,

b) research on better methods of resource utilization,
¢} market surveys, analyses, and furecasting, and,

d) estimation of overall trends of future development.

2) Assistance in the creation of more and better markets. This assistance should include
the protection and improvement of competitive positions in international markets.

3 Granting of promotional privileges which should be of considerable benefit to new
venlures, On the other hand, it should be noted that the government should also be free to impose
penalities in order to discourage activities which are clearly harmful to the development effort.

4) Provision of adequate social overhcad capital.

5} Improvement of the legal framework, especially by removing unduly restrictive
legislations and legal practices.

6} Promotion of increased saving, both privaic and public, as well as assistance in ob-
taining capital from external sources.

7) Effectuation of administrative reform leading to greater efficiency and honesty in
governmental activity and greater convenience for private enterprises in their dealing with the

burgaucracy.

We shall only comment in passing about the remaining elements of what I consider to
be a good plan. Appropriate and adequate instruments of control and guidance are indispen-
sable to the success of a plan. Without these, plan objectives tend to be not muchmore meaningful
than pious hopes and the specification of targets becomes merely an acadcmic exercise. This does
not mean that the plan document should spell out in every detail the manser in which the govern-
ment intends to persue its planned objectives. It would be politically inexpedient to do so, because
governments prefer to leave sufficient room for political manuevering. What it does mean is that
pelicy instruments for plan implementation must he carefully worked out, but they need not be
published for public consumption. The plan document itself should, however, contains sufficient
information on policy instruments Lo provide a broad outline of government policies in the various

I3 See also: W. Arthwr Lewis ,. Developmenr Planning: The Essentials of Economic Policy (London :
George Allen & Uawin, Lid., 1966), ¢k, L. '
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areas covered by the plan. As for the fourth element, namely implementation, it is largely a
question of organization and administrative procedure. Inappropriate organization and inefi-
cient administration together constitute onc of the greatest obstacles to plan implementation in
particular and the effort 1o accelerate development in general. We shall not go into details here.

Suffice it to say that without adequate provisions for implementation, a plan is not much more
than a decorative document.

To sum up, we may say that development planning, as a tool for accelerating growth
and development, should be directed mainly Lowards three areas of activities. These are:

1} Public investment, to provide public goods, public utilities, and social overhecad
capital needed for economic and social development.

2) Public enterprises which should be confined strictly to large-scale and [ or high-risk
ventures where private enterprise cannot, for one reason or another, u ndertake and operateeffect-
ively.

3) Promotion and encouragement of the privaie sector through the various means
discussed above,

It follows from the above arguments that development planning can be of great value to sociely
as well as to private enterprise. However, it would be a grave mistake to claim too much for
development planning. As an instrument for development, it attempts to serve and harmonize
various and divergent requirements and objectives. In a nutshell, I think it would be correct to
say that the basie problem of development planning is: -

How to acheive a satisfactory rate of growth while maintaining a high level
of employment, price siability, and a “proper” state of income distribution,
within the constraints set by political and secio-cultural requirements.

It is obvious that these can be, and usually are, conflicting goals and objectives. The resolution of
these conflicts are political rather than economics in nature. The economics of planning is thus
one of sccond or third, or even fourth, best rather than one of cqati:t“ﬂiz'.atiutm.]4 In the last
analysis, the efficacy of planning depends much more on the good judgement, and one might say,
the wisdom of government leaders and administrators than on the technical proficiency of planners,
Planning cannot be a substitute for good judgement and wisdom, and without these, it can actually
be harmful rather than beneficial to national development. However, properly used, it can be
apowerful tool for raising developing nation% from their present levels of poverty and backwardness.
% .

V. The Role of Business

We have spent some time. on the question of what government can and should do in the
common effort to accelerate national development. It now remains {or us to see what business

e

14 Mason (1958), op.cit.,p. 60.
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can do. Being ignorant about actual business operations, T [cel a terrible qualm in trying Lo beard
the lion in its den. l'urthermore, it is a weilknown fact that the outstanding ability and efficiency
of Hong Kong businessmen as well as their high standard of integrity are an cnvy to all her
neighbors. It is, therefore, quite likely that a great deal of what T shall have to say would be
inapplicable to the local situation. So let us just say that 1 shall be speaking inageneral senseand
mainly from the point of vicw of an ignorant, but highly sympathetic, civil servant. The first
point T should like to raise is not at all controversial. 1t is this: that private enterprise can do a
great dzal in helping the common cause simply by improving it own internal efficicncy. Increased
efficiency in production and management will not only result in ch eaper and better preducts, but
also in improving the competitive position of the country in international markets. This would,
in turn, lead to higher income, greater effective demand, and more output. The end resuit is likely
to be that the rate of growth will be substantially increased. I shall leave the question of enterprise
management to the experts whe, [ am sure, will discuss this mater exhaustively in other sessions
of this seminar. Let me simply remark in passing that the application of managerial economics
arnd modern decision theory can be of considerable value in this respect. A related aspect of this
problem is the question of business ethics. Dishonest practices and underhand business methods
can be very discouraging to potential investors, both local and foreign, They can also be ruinous
to the trading position of a country in Lhe long run. These lacts are self-evident, but it is regret-
table that some businessmen in developing countries tend to indulge in sharp practices with no
regard for the harmful effects on the business community and the country as a whole. In any
occupation, there will inevitably be some black sheep, and the business community should adopt
adequate measurcs to police itself. If businessmen do not do this themselves, then someone else
willeventually do it for them, in which case the result s likely to be far more painful,

Another area where business can be mosi helpful to the national effort is in the feld of
innovation. Unfettered by antiquated regulations and bureancratic red tapc, private enterprise
is, or at least should be, in a much better position than government to initiate changes. T would
even go so far as 1o say that business has an obligation to society to act as an agent of change
because it is in the mest faverable position to do so. It can always be argued that businessmen in
developing countries tend to stick to the beaten track, not because they are innately conservative
or unimaginative, hut simply becausc the risks involved are 100 high. ‘There is some truth in
thisargumeni, but it may not be the whole truth. It would be tragic if we could induce the
government to adopt risk-reducing measures only to find that the private scctor is not res ponsive
because it thinks it is doing ““well enough”. Tct us not forget that economic and social develop-
_ment is a joint responsibility of all segments of society, If the basic role of government
15 to mobilize resources, then it is largely up to business to make the best use of those resources.
In other words, my contention is simply this: that in developing countries, the businessman
should act more as an enterpreneur and less as a corporate administrator or burcaucrat,
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The third field of activity where business can be very useful lies in assisting the govern-
ment in the provision of merit goods, especially education and public health., The burden of provi-
ding adequate educational and health servicesisbecoming extremely heavy for governments partly
because of rapid population growth and partly due to higher standards cxpecied. I a part of
business earnings is set aside to support foundations and other non-profit organizations to provide-
such services, the business community can play a fruitful and worthwhile role in national develop-
ment. Forinthe long run, the single most important factor in development is probably the guality
of the human resources. It is true that business is already assisting the government to a limited
extent in this field. My pointis that a great deal more can probably be dome if an uctive
cooperation can be established between government and business.

This discussion leads to my fourth and final point which concerns the cooperation
between the public and private sectors. T should like to advance the notion that business should,
for the sake of collective welfarc, willingly cooperate with the government even against its own
interest in cases where it is clear that public gains would ocutweigh private losses, This is an
ethical rather than an economic question, and 1 do not want to insist on it because it depends to
a great extent on individual value judgement. Let me just point out that a certain amount of
self-abnegation and attruism is likely to be beneficial to all concerned in the long-, if not in the
short-run.

In conclusion, I would like to say that if the ubove arguments are conceded, then there
would appear to be a wide area where cooperation between government and business is both pos-
sible and fruitful. On the side of the government, a great deal can and should be done to assist
and encourage the private sector in its various operations. This can be done indirectly through
the judicious use of appropriate policy instruments, or more formally through deveiopment plan-
ning. On the reverse side of the coin, business also has certain functions and obligations to per-
form in the common cifort to accelerate economic and social development. With good will and
perseverance, [ am confident that such cooperation is possible. In this respect, a better under-
standing among govermnent officials and businessmen of the complementary roles of the two
sectors will help greatly in improving joint effort and cooperation. 1 my talk today succeeds in
contributing to this understanding, however slightly, T shall be more than satistied.




