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THE PLANNERS AND TIIE PROJECTS

Yilliam C. Hollinger

I

All those concerned with the development of the presently underdeveloped
countries - advisors, aid givers, and the countries themselves - have been for
some time uneasy about the continued naucity of specific projects needed to fill
up the proposed aggregate programs and the severe problems this '"project gap"
creates for both planners and aid givers. There is an atsolute shortage of pnroj-
ects relative to stated objectives and even to stated availability of investable
resources. The short fall in projects is even greater when the quality of many
of the projects that are on the shelf is considered.

There continue to be, however, divergent views about the proper resonsi-
bilities of planners with respect to the problem posed by the project gap, and,
more generally, the relationship between nrojects and planning. Do nlanners have
a responsibility to increase the supply of projects, or only to encourage others
to eliminate (increase) it, or should planners view the availability of projects
as a datum from which their exercises must start, at least for the short-run?

Two recent contributions to the literature highlight the sharply differing ap-
proaches to this problem: : '

At this point, however, the planning organization approaches an impor-
tant turning point in its career . . . it inevitably begins to mix in

the day-to-day activities of the ministries. The problem then arises

of how deeply it should become involved in operations. The planning
organization is faced with a choice of taking over much of the work per-.
taining to development previously carried out by the ministries and

other agencies of the government, or restricting itself to something

else - which, for lack of a better word, we shall call planning. . . .

A wide-awake and conscientious planning groun can avoid this slippery
path by constantly exercising self-control.l

The current artificial separation between plan formulation and imple-
mentation accounts for the failure of planners concentrating on the
macro-economic aggregative or overall aspects of planning to recognize
soon enough that the basic weakness in most developing countries is not
the lack of an elegantly integrated comnrehensive plan based on economic
potentialities, but the inability to prenare sound projects, carry them
out and operate them efficiently after completion.

Because it usually takes several ysars to identify and prepare good proj-
ects in the quantities needed to implement a plan it is too late for
planners to become concerned about them after a plan has been prepared

or even when it is being formulated.

1. ™atson, A. and Kirlan, J, 3. "The Impact of Underdevelopment on Economic Plan-
ning; The Quarterly Journal of Economics, Vol. LXXIX, No. 2, May 1965; np. 174-76.

2. Vaterston, A. ''“hat do We Know abcut Planning?" International Development,
December 1965, Vol. VII, Mumber 4, p. 8.




Vhat is the nroper work of planners9 To what problems, issues, or exer-
cises should they devote their energ1es7 “hile there is no unique list of pos-
sible functions, the following six candidates for the nlanners' attention would
seem to cover most‘of the possibilitizs: macro-frameworks and long-term projec-
tions, policy issues, cocrdination, pi*oject evaluation and selection, project
preparation and nroject execution. I propose first to make some general observa-
tions on the appronriate role of the planners with respect to these activities:
then, to discuss the relative importance of the project's problem, what seems
to me to be some of the important factors that in practice complicate that proo-
lem, what can be done to imnrove performance in this area, and the planners'
responsibilities in regard to this whole range of issues. In all of this I will
draw heavily on Pakistan exverience.

II

But first let re set the limits of the discussion in this paper. There
has now grown un an extensive literature dealing with the techniques of choice
between alternatives in the develemiont mrecass. A very large amount of high
ouality technical comnetence has loon browst sy bears in the oroduction of this
literature and, happily, a surprising dap e ol aoreerent has been achieved and
many previously unresolved analytic poiiits fn.v; ‘Deen settled.  (Unfortunately,
much current practice still does not ref flect ©his analytic progress, e.g., the
continued use of internal rates of Teturn in spite of the fact that it is now
clearly established that this is a most untrustworthy guide to investment deci-
sions.) There is also by now a very extensive literature dealing with the
psychological, sociological, and political environment within whichk the invest-
ment process must evolve in an underdeveloned country and which to a large ex-
tent shapes that process. This discussion attempts to focus on neither of these.
tvo impnortant ranges of issue. It is concerned with the question of having
enough investment alternatives to which the selection techniques can then be
applied. ‘'hile undoubtedly the impediments to adequate project preparation have
much to do with psychology, sociology, and politics, and many of the things to be
said will have implicit assumptions with respect to these dimensions of the vprob-
lem, I will focus on the economic, administrative, and organizational aspects of
the problem.

I11

Like so many dichotomies, 'planning vs. policy formation' and '‘planning
vs. implementation'' are largely unreal. These are not distinct activities, but
rather highly interrelated and interacting aspects of the same process. At least
this is true if planning is conceived as I conceive it. Since there are many ways
to define planning, hovever, it will be helpful to state the concept of planning
underlying tnis particular discussion. Planning involves a conscious, serious
effort by a government to achieve a consistent set of announced goals on the
assumption that the goals would not be attained without such an effort. It in-
volves the rational use of all the resources at the government's command - not
only financial and investment resources, hut also policy instruments, persuasion,
etc. - in the pursuit of the goals. The government must structure its administra-
tive arrangements in such a way that the needs of develonmment effectively shave
government onerations. Planning involves heing explicit about things that
would otherwise be implicit. It requires that policy and investment decisions be
made with substantial reference to stated economic and social objectives and
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that in the process of arriving at these decisions the opportunity costs have been
weighed, general equilibrium considerations have heen taken into account, and the
society's time preference has been adequately rcflected.

Whether a country is planning or not, does not denend upon whether it has
an explicit planning organization or produces documents called '"plans.' If a
government undertakes planning in the broad sense defined here, it will, of course,
in mest cases, find it administratively and analytically more efficient to have
plannino organization and produce plan documents. This is because these are ways
in which the work is found to be best organized. 'hile they are of importance
psychologically, planning agencies and plans will be significant only if economic’
questions are accorded high priority by the covernment, the answers to these ques-
tions are pursued seriously, and the attention devoted to them is continuous. '
Plans are neither the beginning nor the end of planning. If they must be ‘placed"
it is best to think of them as in the middle of the process. They are not the
defining characteristic of nlannlng ‘

If this is a correct view of rlanning, planners are properly concerned
with policy, even short-run polic:; ='nc¢  cclicy ;3rf01nance atrateglcally shapes
what happens to investment both n ‘t ond iong run. . If planning is to
bear fruit in an increased growt! . -"“'%;- monetary, fiscal, import, in-
‘dustrial, educational, etc.--must ai: i« :onducive to growtk and consistent..
Planners must view it as part of their tﬂ:k to play a constructive staff role to
the policy makers. True, the decisions typicaliy will be made by politicians and
to a large extent for political reascuis. This is as it should be. But the
politicians should not be deprived of the benefit of a persuasive presentation
of the planners' views and analysis.

More than this, planning clearly includes, in some sense, implementation.
To make clear in what sense it is necessary to distinguish between different kinds
of government activities: the decision process in which a government decides what
it is going to do; the allocation process in which a government decides what re-
sources it is going to devote in a given budgetary period to the things it has
decided to do: and the day-to-day operations of the ''sectoral ministyies' in which
it does those thkings. It is also helpful to distinguish between “involved with"
and 'concerned with." Ry "involved with" I mecan to have an operating responsx-
b111ty, by "concerned with" I mean to tave a right to express and press one's
views in the councils of government.

The planners must be not only concerned witk, but involved in, the deci-
sion and allocation processes. "The quality of the dec131on and allocation pro-
cesses is integral to meanlngful planning. For the third category of government
activities there are some ways in which the planners are concerned,but to become
involved would be administratively, and politically, inadvisable. The planners
are concerned with the general principles of administration in use throughout the
government, and therefore within the operating agencies. In addition, the plan-
ners must be concerned specifically with such problems as the technlques and
standards of investment proposal formulatlon and evaluation.

IV

Before turning in detail to a diagnosis of the project problem, is there
anything that can be said about the relative importance of the project gap over
the course of a typical development process? It has been emphasized above that a
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sharp distinction between planning ang implementation is misleading. This sug-
gests that planners will normally have to divide their attention between both
macro- and micro problems. Furthermore, if a successful development is mounted
the total requirement for projects will grow over time. Thus, on the one hand,
it can be expected that there will never be a stage in the planning process when
macro-exercises will not be important, and, on the other hand, the project prob-
lem will always be with us. "evertheless, the relative importance of the project
gap does seem to change over the course of development. This has certainly been
true in a number of cases including Pakistan.

Put in grossly oversimplified terms the general pattern seems to be as
follows: Analytically, in almost all cases, planning must start with macro-
considerations. Present levels of GN? and growth rates must be calculated and
overall targets set in terms of the aggregative savings and investment require-
~ments of alternative increased GNP growth rates. Frequently, aggregative balance

of payments considerations must loom large in the initial planning effort. Ready
projects will be scarcer, however, at the earlier stages of development than will
be true later. Thus, in the earlier stages of develonment macro-analysis will be
limited largely to very aggregati:. considerations mainly dealing with the cate-
gories of national income analysic .: . “n noney terns and the project  prebiem
will require a major share of the wuicnners' attention. Gradually the project
gap will be closed and macro-anulysis of the inter-industry and stru-tural types
will assume increasing importance. 4: preicer preparation gathers momentum
macro-considerations will come to -‘oninate the planner's attention, but never
exclusively monopolize it. : ' "

The relatively great importance of the project . problem in the early
stages of development is not surprising. The initiation of a conscious develop-
ment effort is almost certain to take place at a time when projects are being
developed at too slow a pace. In fact, the develonment effort is initiated
partly for that reason. Viewed the other way round, the start of a development
effort itself raises the demand for projects. This relative importance of the
problem of increasing the supply of available nrojects is likely to continue for
some time. In the first place, it takes much longer to prepare each project than
the uninitiated is likely to suspect. IMaterston cites five years for water
availability studies in a hydro-electric project and three years for a major road
project as examples.

Secondly, in the early stages of development it is often relatively
obvious what must be done. The chances of making costly investment mistakes
because a full programming framework has rot yet been developed by the planners
are much less in the early stages of the process.2

1. Waterston, A., op. cit., p. 9.

2. The obviousness of the early steps in the development process plus the rela-
tively greater importance of the project gap as development starts has tempted
many authors into advocating planning from the bottom up. Waterston, for ex-
ample, in the article already cited, comes to this conclusion. This seems to
me to be a no more tenable or useful approach than the oppesite extreme. The
initial projects are obvious only in terms of some objectives already selected
in terms of some macro-analysis.
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After development has proceeded a certain distance, however, the risks
rise rapidly if further investments are decided upon without careful analysis of
inter-industry relations, manpower requirements, dynamic relationships, balance
of payments implications, and all of these in the setting of a long-term model
of the economy. ' ‘

\Y

There are many reasons that not enough projects are developed rapidly
enough, and these reasons are generally not very subtle. The remedies also are
largely simple to identify. The real difficulty is in getting all the appropri-
ate people, and they are numerous, initiating the necessary actions throughout
all layers of the government apparatus and the private sector,

The ultimate cause for the project gap is the same as that for most of
the problems encountered in initiating economic development--inadequate re-
sources, knowledge and experience. The relevant resource here is the supply of
individuals who understand the prih. i and are canable of contributizg o ins
solution. MNevertheless, as is 0@ @ i in ollicr.dspects of the dovelupuent
situation, actual performance is orobably nus up o the levels that the available
resources would permit. Part of the expianation for this would seem to be that
planners are often lethargic about the uneed to develop specific project plans to
flesh out the aggregative and sectoral targets proposed. Planners should be
acutely conscious of the project gap and anxious to encourage its elimination,
but frequently they are not. There arc many reasons for this. Conscientious
planners are among the most overworked group in many underdeveloped countries.

The perfectly legitimate initial focus on an aggregative planning approach too .
often leads the planners to forget that this is only part of their work. Further,
this emphasis causes "planners tc tend to pay more attention to problems of
consistency than to questions of prospective yields."1 All of this makes the
individual planner less conscious, than he otherwise might be, of the need to
search for elements of the program that do have priority over others and for miss-
ing elements in the portfolio of ready projects.

The problem is compounded by two further factors frequently found to
characterize the performance of the developing countries: the nature of project
preparation and evaluation is misconceived in a way that inhibits the effective
allocation of available skills; and failure to develop the inter-sectoral and
inter-agency dialogue from which many of the investment possibilities will emerge.
For these and other reasons there is seldom a general search of sufficient vigor
and on a broad enough scale for project possibilities, particularly in the public
sector. Private sector performance in this regard probably shows a much higher
variance as between countries. I return to these two factors in some detail,
Sections VII and VIII, below.

VI

Present practice in a number ¢f countries seems to be roughly as follows.
By some means or other, certain projects are conceived. These tend to be the
obvious projects - a country has to have a ninimum of port facilities or roads;

1. tlason, Edward S. On the Appropriate Size of a Development Program, p. 18.
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. 1 :
extensions of existing facilities - the next stage in processing a raw material;
and more of the same - new units in the existing, familiar industries. Usually
before much analysis has been made such major characteristics of the project as
size, product mix, location and prices are specified, a process involving im-
plicit decisions on a number of economic questions. Project design of varying
roughness or completeness is prepared either by the staff of the sponsoring
agency or by consultants hired for the purpose. A cost estimate is based on
these designs with varying degrees of accuracy and relevance. At this point,
if a lending agency is approached it typically requests two things: '‘an economic
justification" and considerable refinement.of design and cost estimates. The
sponsoring agency then takes these in hand simultaneously. A consulting firm,
typically an engineering firm, is given a contract to prepare the feasibility
study which specified in its scope of work that the basic job to be done on the
economic side is some variant of a partial equilibrium benefit/cost measure of
this particular plant with given size, location, product mix and technology.
Simultaneously, the consulting firm that did the engineering plans (sometimes
the same firm that is awarded the feasibility contract and a commitment for the
construction contract) sets to work doing. expen51ve and time- consum1nn desien
and costing work. After these two studies:-are completed the cruc
is taken. The preject is approved- for: 1mp1ementat1on and a lcaa is -
benefit/cost ratio is equal to or. greacer-than: one, rejected 1Y Ll an
one.! Typically, few questicns are- -asked’as to the assumpiion: or co
used in the feasibility study; discount rate, pricés, etc. Seldor
tives weighed; alternative locations,: yechnologles and sizes, and oo
projects to meet the same obJectlves. S : :

Q.vn’

It is ny contention that in “racnnf practice as outlined above project
develonment suffers from an 1nappropriate ‘definit tion of the investment decision.
Clear thinking on the nature of this decision is muddied by the frequent confu-
sion between it and another decision; nawely, how to implement a project once
it has been selected. These decisions are not only confused with each other,
they are often incorrectly assumed to be the same decision.

The decisions are logically separate and a large part of the work that
goes into the second decision should typically follow the first in time. For
fficient decision making, they should not be taken simultaneously, certainly
not as if they were the same decision. This is for several reasons. The raw
material necessary for making each differs significantly in character. A deci-
sion whether or not to undertake a particular investment or initiate a new pro-
gram is concerned with its economic characteristics and the relationship of
these characteristics to the whole development program. The very use of the

1. The question to be decided is whether the project at hand qualifies as a suf-
ficiently high yield investment to make its implementation an appropriate alloca-
tion of the available resources. In practice, however, the decision frequently
emerges from negotiations between two parties neither one of which has this ques-
tion in nind. The sponsoring agency's main concern is to have a program that
keeps its staff busy and maintains its prestige; the aid-giver is frequently
concerned with finding a ''bankable' project--one whose direct net expected returns,
realized or imputed, are positive, although these direct returns may mask high
opportunity costs or result from costly subsidies.
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term ''feasibility study" to designate most pre-investment analysis is itself
analytically inappronviate. Fxcept in the trivial sense of simple physical
feasibility (which is seldom if ever the issue), the question of '"feasibility"
can only be raised about a total program--are the resources adequate?--but 1is
irrelevant for individual zrojects. “>rojects are all feasible at some cost.
The real question is "are they worth it?"

It is necessary to recognize at the outset that the investment decision
involves an irreducible minimum of uncertainty and risk and that it typically
must be taken on the basis of judgments about a few key considerations. Pre-
liminary designs and engineering necessary to make reasonably firm estimates of
construction and operating costs and of output are a necessary condition for a
sound investment decision. DBut surrounding this decision with any amount of
detailed data will never eliminate the uncertainty, especially uncertainty on
benefits, and the effort to do this will rapidly run into diminishing returns
in contributing to judgments on thr Ty focves dnoapy irvestment decision  One
often gets the impression, hevwo o Coode T et ers do think
tailed engineering eliminciec. . - Coan
full design is a sufficient unt S LoDTuposal.

Thus, in current pra.. : N S VISR O
in considering both too many . .. : P T
ables and too few economic va. il . CoUs.oorations, externed
economies and diseconomies, dwhgmiiic eiirc o (oo fWpdei on SKilis oxr the level
of technology in the economy arc notable exemplesy, and the functional relation-
shins between price, incomes, supply, ond densnd frequently receive little or no
consideration. Feasibility and marhe.. -~tudics typically assume that present
prices will prevail indefinitely and ~hat future demand will be a simple (usually
linear) projection of past sales. These assuupticns are made even though the
project itself may often imply 2 major, reiative increase in available supply
or there nay be reason to think demund is ineiastic, and even though the process
of development, Ly definition, entails diversification as well as expansion, of
the final bill of goods.

e T N
RERE SIS SRS B

In addition to assigning a role to engineering designs that they cannot
fulfill legitimately, premature substitution of detailed engineering for economic
analysis has two important costs. . First, detailed design is a heavy consumer of

carce engineering talent. Commitment of these resources to the detailed design
of a project that is subsequently postponed or rejected has a very high oppor-
tunity cost. ‘

In Pakistan the water and sewerage projects for Dacca and Chittagong are
good examples of this waste of resources. Detailed engineering including lay-
out and specifications were started in 195° and completed in 1961. This effort
absorbed the services of a full team of expatriate engineers and considerable
Pakistani resources in the form of counterpart personnel, office space, etc.

The final details of financing and implementation are still being worked out.

In the meantime, the financer has changed and the new aid-giver has scrapped most
of the previous work requiring a new commitment of resources to engineering the
same projects. :

Second, the preparation of full designs, representing as it does a heavy
investment of a scarce resource, has the effect of foreclosing a really free
choice in the accept-reject decision. The very existence of the project gap

——— - - L A~ O
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projects relative to its own resources OT available aid, any project for which
designs have been prepared looks very good. Again from Pakistan the Salinity
Control and Reclamation Project (SCARP) !'lo. 2 furnishes a case in point. Py the
time a decision was taken to go ahead with this groundwater and drainage scheme
to cope with the problems of water-logging and salinity in an approximately
million acre block of “est Pakistan it was known that this was not the best way
to deal with the problem. The project, however, was fully engineered. This
made it so tempting to the authoritied, both domestic and foreign, anxious to
book up their development and aid funds respectively that it was decided to go
ahead anyway. Subsequently, they had to back off and substantially revise the
project.

How far should the engineering preparation be pushed?  Perhaps an ac-
ceptable working principle would be: the design work should be sufficient to
reduce uncertainties as to cost estimates to a level equal to or below the
uncertainties inherent in the benefit calculations.

All of this is, of couwse, T, et laee by vhe atandarzd 3
on investment decisions.l It wi Lo J.on Tuoee pecause 5o PUuch CUrTer o prieesic
in the developing countries Sestys o v condc o o Shes advice.

One of the most genewval wurnsoits Jor wwhe! fallure, and tence one of the
reasons for planning itself, in ihe wrelopag countries is the inadequatce knowl-
edge available to the individual decision maker about wvhat is happening else-
where in the economy. This is true uos only of the private industrialists with
respect to each other and to the gowvernnent but is true between individual agen-
cies of the government, often even n the same sector, e.g., railroads, high-
way agencies, and port authorities. The flow of information and the level of
dialogue are particularly underdeveioped in the underdeveloped countries. Even
the most obvious comparing of notes is oif'ten neglected.

Leaving aside Hirschman-type considerations of the dynamic role of
bottlenecks or excess capacity, it is obvious that ultimately the timing and
size of additions to power and transport capacity must fit the derived needs of .
growing production elsewhere in the economy. It cannot be assumed, however,
that this simple-minded notion will be¢ acted on adequately or early enough un-
less the planners act as gadflies. In Pakistan, for example, it would be rela-
tively easy to project industrial capacity ''going on line'" for at least five
years in advance. Part of such capacity is in the public sector for which the
government has full access to construction schedules. For the private sector
licenses and subsequent Teporting of :ome form are required for key elements in
the construction process (foreign exchange allocation, import permits, land
acquisition, etc.) and average lead times and gestation periods are fairly easy
to establish. Yet it was not until 1962 that the first effort was made in East
Pakistan to collect and tabulate this data on new industrial plants and make it
available to the power people, and this was done at the initiative of the plan-
ners, not the power people or the industries department.

1. Bierman and Smidt, The Capital Budgeting Decisions, p. 71.
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The transport story was similar. It was only in 1964 that any compre-
hensive efforts were made to develop projections of transport requirements from
conprehensive projections of growth of industrial and agricultural production.

IX

Before suggesting an approach to project preparation and evaluation
that, I hope, clarifies the issues, let me cite an example from Pakistan that
illustrates a number of the pitfalls of much current practice. It was decided
that West Pakistan should have a steel mill of 250,000 tons capacity. Given
this decision, it was ‘“obvious' thrat East Pakistan should have a steel mill and
that the "appropriate' size would be 100,000 tons. A design contract was awarded
to a Japanese steel firm and a feasibility study contract was awarded to a
Japanese consulting institution associated with the Japanese steel industry.
Plans and feasibility studies weras delirered simulton-ously, The faari®?t e
study indicated that the nlant wou.l just squeeze by on the benefit/e

f thumb (benefit/cost). Yhen the wepresentative. of “hoe Japanese sieed
were asked if their company would tike o0 equity position, their answer -
“Why? Because the plant is uneconomic. ~Thon them as'exl 17, given their

of the economic situation in East rakasian and ot er pronosad developrme .

was there a steel mill alternative =hat they could <huw’ of in whivh the:.
would take an equity position theisr aisver was en ' low vould it differ
would be larger and would have a different product nix. 'hen they were hew
asked why they had drawn the detaiied plans for = usozel mill that they thon '
uneconomic without raising this rmuostion, their renly was that they had done
both jobs in response to a request of che Govarnmeni of Pakistan whi:h request
specified the size of the plant, the product mix, location and prices. Jepanese
industry believes in satisfying the custoner.?

X

. What then is the sequence of eveuts and distribution of roles and
responsibilities that would avoid the:shortcomings so common at present. The
decision making that finally results in an implemented project is an iterative
process in the successive stages of which the relative role of economic analysis
and of engineering are reversed: economic analysis and judgment predominate in
the early stages and are progressively replaced by design and engineering. Put
this baldly, this is a simplification, of course. It does characterize, never-
theless, an essential distinction between the decisions ‘'to do it" and 'how to
do it."” . )

The period prior to detailed design is now usually referred to as the
'""pre-investment period’; the decision to undertake arn investment dividing the
pre-investment period from the detailed design phase of a project. To analyze

1. Cf. Transport Planning Greup, Note on Transport Requirements for Agricultural
Commodities, Oct. 1964; Transport of Industrial Goods, Sept. 1964.

2. It is'interesting to note that the respondents to the 'est Pakistan tender,
being required to take an equity role, urged, and the government accepted, an in-
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the double problem mentioned above - the project gap itself and the inappropriate
merging of the investment and design decisions - it is useful, not only to dis-
tinguish the pre- and post-investment decision stages, but also to think of the
pre-investment period as falling into two parts:

I. The pre-pre-investment phase. This period covers the continuous,
perceptive, across-the-board search, described above, for attractive, previously
unidentified investment opportunities, focusing on the country's resources, its
present production structure, known trends in market and technology, and the
country's announced aggregative plans. This is easy to state, but more diffi-
cult to carry out. It requires a rare blend of sophistication and common Sense.
Although it sounds vague, it is important. Success here denends upon having a
high batting average with back-of-the-envelope educations. It is unlikely that
all good investment opportunties will be spotted, but high return investment pos-
sibilities will be identified that otherwise would have been overlooked or at
least discovered much later. These are likely to be projects of the following
types:

’hich have not nec.

cC
)
ih

1. Projects that remove existing bottlenecks v
been previously recognized @ yemovebie bottien

sort of project "discoviiy cen oe cited {vom Puhistan. Jute men

ing is a vitally important indurtry. ALl the machinery for the iaé
comes from abroad, primarily vhe tinited Vingdon. lHormal ordering alc
shipping time for spare uarts reguires several nonths for delivexvy.

The foreign exchange bottlenuck nakes it éxfficult to maintain adequate
inventories of spares and the occasionai resultzut loss of production
was accepted as part of the naturc of things. ‘hile an important indus-
try, it is not sufficiently large to suppert a full-fledged machinery
industry. Only after bottlenecks were systematically scanned, looking
for leads on investment onnortunities, was it discovered that several
spare parts were needed with sufficient frequency to justify domestic
production. Further investigation showed that Pakistan could cope with
the technological requirements of this production, had the necessary
raw materials, and could produce the spare at competitive costs, not
only saving foreign exchange but also reducing production delays in the
largest foreign exchange earning industry.

Examples of

Another example from Pakistan is furnished by the problem of port
development in East Pakistan. Transport is a severe bottleneck in East
Pakistan, especially transport of imports and exports. Traditionally,
there was one port, Chittagong. Efforts to cope with the increase of
imports and exports initially focused exclusively on efforts to expand
Chittagong's capacity, but Chittagong is poorly located with respect to
the rest of the province. Movement out of the port is severely restricted
by physical bottlenecks whose removal would be very costly. Again, it
was only when a general search for alternatives was made that took into
account the total pattern of transport origins and destinations within
the province, and the existing internal links between these, that a pre-
viously unidentified investment opportunity was spotted. This alterna-
tive, the development of Chalna, anchorage, on the Pusar River, has
turned out to he a very high return investment opportunity.

2. Projects that are implicit in announced programs, the provision of
which will avoid future bottlenecks. The classic example in a number of
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need for substantial investment in transport and storage facilities re-
quired for the success of other nrograms that are going to be under-
taken, e.g. fertilizer production and PL 480 programs.

3. Projects that recognize an opportunity for a joint product previ-
ously overlooked or for the utilization of waste materials. An example
of the former from Pakistan is the case of urea formaldehyde. The
Fenchuganj Fertilizer Factory produces urea fertilizers. East Pakistan
has a plywood industry and is developing a pressboard industry. These
both require urea formaldehyde as a binding agent. This was imported.

A comparison of the possible product mixes at the Fenchuganj fertilizer
factory with the known chemical requirements of existing industry turned
up this chance for import substitution. One would want to be sure, of
course, of the comparative advantage aspects of this import substitution
before commiting resources to an investment in it. The point here is a
different one. Project pians oo often settle on a single aud usae B
an existing natural resoirrce.  Uhgil velevant aluernative ontiy o e
are considered the scope For appiving comparacive advantage .

severely rtestricted. S :

The basic responsibility for stimulating this general search 7o-
should vest wherever the central responsibility for plunning lies in th
Planners have this general responsibility for two reasons. First, falilurc to
fill the project gap is a planning failure that hanpers their general affowts.
Second, as has been emphasized above, many of the best leads will emerge ™ron
cross-sector ‘input-output' type comparisons and their discovery might fail be-
tween two stools if there were not a "centrai' interesc. This, of course, again
emphasizes that even in earliest stages of development, focus in the project
problem does not exclude macro-analysis. . The solution of the former requires
some of the latter. The job of identifying project possibilities should be done,
however, by anyone who can be stimulated to do it, including not only planners
and all agencies of the governmenc, but the private sector as well. In the pub-
lic sectors, the planning authorities .should encourage the formation of sectorial
planning groups aimed, at a minimum, at collecting and diffusing the relevant
information, and for the private sector, planners might well take the initiative
in organizing a dialogue between government and private investors, somewhat along

the lines of the French model.

II. The pre-investment stage. In the pre-investment stage proper, data
on the investment possibilities generated by the process described above, those
specifically mentioned in the development plan or program, and those suggested by
individual sponsoring agencies, should be prepated in sufficient detail to permit
a decision to do or not to do the proiect. It is particularly to this essenti-
ally entrepreneurial decision that the strictures on the relative roles of
engineering and economic analysis in section III above apply.

Responsibility for preparing an individual project for the investment
decision should rest with the individual sponsoring agency. Wherever such
machinery does not exist, the establishment of specialized staffs in the sponsor-
ing agencies to do this job should be‘'encouraged. The planners' responsibilities
are: g

to define criteria, set standards, and encourage improvement in
prcject preparation by the individual sponsors;
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to coordinate efforts in this area, and in particular to see to it
that the alternatives are weighed; and

when assigned the responsibility, to make the public sector invest-
ment decisions and accord ‘priorities to the individual projects.
Investment decisions over a certain size are likely to be taken by
an authority higher than the planning agency. The planning agency -
should typically, however, provide the secretariat function to this
process.

II11. The Implementation Stage. In this phase, narrowly defined as the
design and construction of the project, engineering takes over almost completely.
The only qualification to this generalization would be revisions in design or
objectives that might be indicated by new economic considerations that become
apparent after the original decision and before project construction has reached
the point where such changes are pruecieled.  This is a task for technd
either the staffs of sponsoring agencios o iad constiants o
The planners' role in this area is . 51 .o vo definius Lonor :
perhaps offering technical ass..ance an defining che secope f o
engineering contracts. The viwni i author !
responsibility to help formuino: . wnd voos: che gore
price, tax, subsidy, and fore.u: WOy g el s
success of the projects wmdertai.s.

XX

What specifically has been the order of magnitude of the project gap in
Pakistan and what has been Pakistan's experience in closing the gap? It is my
contention that projects were a donnunt problem, perhaps the dominant problem,
in the early years of the Second Plan, and have become far less of a problem by
the end of the Plan.

It is, of course, impossible tc be precisc as to the size of a project
gap in any country at particular stages of its development. There dre both
conceptual and statistical difficulties. When is there a project gap and when
only a plan that is inappropriately lsrge? By its very nature the concept of a
project gap contains a large element of "might have been." In one sense, the
project gap concept is a variant of the absorptive capacity concept, and, as such,
shares in all the definitional pitfalls of that concept. The problem of measure-
ment is complicated by the fact that the development effort itself is a major
determinant of absorptive capacity. One could even say that planning is under-
taken precisely to increase absorptive capacity. Planning raises the rate of
return on projects generally, and ipso facto increases absorptive capacity to
the extent that it succeeds in achieving more coordination between inter-related
projects (exploiting complementaries) than would have taken place without planning;
and/or an increased growth rate (permitting greater exgloitation of inadvis-
abilities giving greater scope to economies of scale). Furthermore, planners

1. For the definition of absorptive capacity implicit here, cf. John Adler;
"Absorptive Capacity: The Concept and Its Deterninants,'" Brookings Staff Paper,
Brookings Tnstitution. :
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typically attack directly the problem of raising the supply elasticities of
factors other than capital--the role of training, education, provisions of
credit facilities, etc. in the typical development program--again raising
absorptive capacity. _ .

In Pakistan, however, the Consortium mechanism in which all the non-Bloc
aid-givers including the International Bank and its affiliates determine jointly
the ceilings up to which each will consider specific project and program propos-
als, and the rate of project loan agreement commitments against Consortium
pledges, furnishes a workable surrogate for a measure of the 'true'" project
gan. Pledges are not cdetermined solely by economic considerations nor are com-
mitments made against the pledges at precisely the time when the projects become
“ready," but many of the factors that make this an imperfect measure in part off-
set each other. For the rough requirements here '"the Consortium gap' seems an
appropriate order of magnitude measure of the ''mrojects gap." ‘

The Consortium in its initi s033ions T
for the second and third year of cia o Loy an Janaary,
18 February, 1963, thirteen months : ents Lotailing
finance projects and commodity ilosts had ol againsce b _ L
leaving an uncormitted balance of 3413.6, or 3.9 percent. : Tu-take this short-
fall of 44 percent as the measure o the proj2ct sap would be too simplc. What-
ever the imperfections of this measure, however, it is elear that Pall.o . lacled
projects in a state of readiness required to implement a substantial portion of
the agreed program, the foreign exchange comoonents of which equalled pavhaps

up to a third of total foreign exchange requirements.

»

This problem loomed very large: throughout 1962 and 1963. That its rela-
tive importance declined in 1964 and 1965 is even harder to qualify than the
project gap itself. The trend in commitnents {loan agreements signed) is sug-
gestive in this regard. ' -

Aid Committed

1966-61
1961-62
1962-63
1963-64

In the fifth year of the Plan, Pakistan's worsening relations with the
United States, which lead to the cancellation of the 1965 consortium meeting, and
the flare uv of fighting hetween India and Pakistan in September 1965, which led
to the suspension of aid to both countries, the aftermath of which is still not
sorted out, created a situation in which an attempt to measure the project eap
would be all but meaningless. There ure many indications, however, that Pakistap
is pulling out of its period of serious project gan; the vast amount of homework
now completed in connection with the water-logging and salinity problems, trans-
port, power, and the sharply increased estimate of gas reserves are all generating
a large investment program., Steel, 0il refining, and diversification of indus-
try have also by now had the benefit of large amounts of economic and engineering
analysis, laying the basis for much quicker preparation of a larger volume of
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That the country is now in a very different project supply situation from
that in the first half of the Second Plan period ‘is the commonly accepted view
of most people who follow economic developments in the country, both nationals
and foreigners. Compare for example the tone of the successive 'orld Bank re-
ports on economic conditions in Pakistan. The contrast between those of May
1961 and of April 1965 is particularly suggestive in this regard.l In addition,
with the obvious things, and those for which'external repercussions and inter-
relationships could be ignored with relative inpunity, having been largely
implemented, the economy has entered a phase in which it is critically important
for the planners to focus their attention on quantitative studies with a view to
optimizing the returns to further developments.2 Projects will still be a prob-
lem but they will not occupy the center of the stage as in the past.

XII

How has this come about? The w-chinery developed by Pakistan t
and select projects for implementation~-the Devzlopment lorking Parcie &
the Provincial and Central levels--has been one major factor increasi- :
country's ability to generate projects and to close the project gap. T:i
machinery bridges the gap betwcen the planners and the doers, invoclv... te
planning organizations in the ‘eart of the project problem. All propoesc’ 0¥
any agency of the Government, including autoncrous bodies such as thz ¢ . a il
Power Development Authorities and the Pakistan Industrial Corporations, .- unaer-
take development expeunditures are sudbject to review by the Vorking Parties whose
permanent members represent the planning and financial agencies at both . entral
and Provincial levels. The proposals are presented to the 'orking Parties in a
standard format intended to highiight their economic and financial implications.

Review by the Working Parties is intended to place primary emphasis upon
the relationship between a proposal and the plan. All provincial projects are
reviewed first by a Provincial Working Party then, except for small ones, by the
Central Development Working Party. Projects which are Central responsibilities
(mainly norts and civil aviation), are considered only by the Central Yorking
Party. After review by the Central Development Workinz Party is complete,
surviving proposals are submitted to the Cabinet for final approval. Projects
and programs approved by the Cabinet are then eligible for inclusion in subse-
quent budgets.

1. I.B.R.D., Development Programming and ‘Fconomic Conditions in Pakistan, May 8,
1961: and Economic Development of Pakistan, April 26, 1965.

2. For example, it was probably safe to assume that to build the first fertilizer
factories and to meet the most pressing power needs were high priority first

uses of the gas reserves in lest Pakistan. However, after both fertilizer pro-
duction and the satisfaction of power requirements have been pushed to the levels
that they now have as claimaints on the gas reserves, it is far from clear
whether, at the margin, the economic returns to tte further use of gas will be
maximized by the commitment of additional reserves to power or chemical uses.
Rather elaborate econometric studies are clearly more needed now than they were
five years ago to plan future exploifation of this resource. ‘
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As recently as 1960, projects were still being implemented that had not
passed through this process of review and whose relevancy to the program had not
been determined. Today the application of the "orking Party process is nearly
universal. In addition, the quality of the Yorking Party consideration has im-
proved substantially since the beginning of the Second Plan. The questions
asked of individual proposals tend to be more thoughtful, searching, and rele-
vant than typically had been true eavlier. There is, of course, still room A4
improvement. The personnel of the Working Parties is overworked and too -
consider projects with too little opportunity for property study and r: ~cction,
But the improvement in project review that has been achieved has, i.~Turn, led
to an improvement in the seriousness and effectiveness of projeg preparation.
Increasing consideration is given to the interrelations and repercussions be-
tween projects and to the differential dynamic effects of the various projects.
Sector frames have been, or are being, prepared as the basis for developing the
projects required for the implementation of the Third Plan, using assumptions
furnished by the Planning Commission for such key parameters as population and
labor force growth, GNP targets, «ind the expected tine-path of foeien T

review and selection has nade pos ive contribw feas o the quniils
preparation, in addition to iwn. prane objecs e gf Sereening ol
projects. As noted, public secnfor nrojoc i ol rthose that © =

financed wholly out of non-tax - coof vk svonsewing agency, are

for consideration in a prescribed . ) the Pimaning Commdssion Forio @ v
This format calls for a compzehan suriics s and discussion of the cost eie-
ments, benefits, financing, physical :input requicements, and relationships with
other projects and the total progran. Fron the plammers’ point of view the main
purpose of the PCI format was to achicve the degree of comparability in presenta-
tion necessary for a rational selection among proposals and to furnish data use-
ful in further programming work. Put in addition, the discipline of casting
their proposals in this form has had mnexpected educational effects on the
sponsoring agencies. While experience, consultants, and formal training vere
all necessary elements in building the competence of sponsoring agencies in
project preparation the PCI form served as a very useful introduction to this
educational. process and made the agencies much more willing to accept the other
technical assistance components in the project area (training and consultants).

There are a number o suecific ways in vhich ~hiis puocess

O
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As experience with these procedures accumulated the planners increas-
ingly played an active technical assistance role in project preparation. To
the extent that the time available to the relatively small staffs of the plan-
ning agencies permitted, they worked directly with sponsoring agencies helping
them to understand what was involved in improving their project proposals.

1. Including those of what in Pakistan is called the “'semi-public sector -~
autonomous, commercial-type operations financed by government.

2. Pakistan has been as willing to accept foreign expertise in the development of
its program as any country, and more than most. While this had not been an un-
mixed blessing and the quality and usefulness of this.expertise has varied from
the superb to the atrocious, the high input of foreign technical resources has
certainly been a major factor in raising the short-run absorptive capacity of the
economy. (But to what degree has it been a soft option delaying the development
of Pakist~ni ~omnmetence as some would hold? This is a question well worth a
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While the capacity to furnish this direct help was quite limited it was of _
critical importance in the case of a number of major projects and programs, espe-
cially transport projects and the ‘lorks Program. lore persuasive and lasting,
however, was the initiative and support of the planners in the establishment of
planning cells within the individual agencies and of planning groups for individ-
ual sectors.

Perhaps the best example of a successful planning group (success defined
in terms of identifiable contributions to the quality of project preparation) is
the Transport Planning Group in East Pakistan.l This group, convened by the
Planning and Development Department, but co-sponsored, in fact if not formally,
by the Provincial Road, Water and Rail Transport Department, is composed of
members seconded from both the various levels of transport planning and the
various executing and operating agencies in the transport field. ''Selection
was made in this manner to facilitate communication between the various planning
levels, to help train personnel in analytical planning for all the various ‘
planning cells, and in the process to give each group an understandine o~
interrelationedness of the activities and the economic and technica® po
of planning at each level. The technical personnel from the operating oy -
became more aware of the economic probliens of development while the econ..
from the Planning Department broadened their understanding of the techasc.l
problems.”2 While not a very new oz very subtle concept, the fact thev . oy
planning cells and sectoxr planning groups have been concurrently estul L.l
and related in this way has proved to be extraordinarily useful. Initialiy The
attention of the group focused on preparing an inter-nodel study of existing
and potential transport needs. This continues to be its main focus3 but in-
creasingly the group has found it possibie to provide direct assistance in the,
preparation of Third Plan projects. Perhaps one of the operationally most use-
ful lessons learned by the group so far is that what is needed from it is not an
inter-model study but the creation of a machinery to continuously assess the
evolving transport needs and the changing relative suitability of different medes
to meet those needs.

While I do not claim that they fully explain the progress Pakistan has
made on the project front, I do think that it is clear that the planners' direct
involvement in the process, the Development VWorking Party machinery, and the
planning groups and cells have made a major contribution.

1. Cf. Brandieth, Harold. The Transport Planning Group, Oct. 15, 1965, Govern-
ment of East Pakistan (mimeo.).

2. Ibid., pp. 1, 2.

3. Cf. Transport Planning Group, Arterial Freight Movements in East Pakistan,
Nov. 15, 1965.

4. So as not to overstate progress it must be stated that not all agencies and.
sectors have their cells and groups as yet, and not all those that do exist are
as competently staffed as the Transport Planning Group. Progress is being made
but appropriate personnel is in short supply.




XIII

To recapitulate, I have argued in the above discussion that the
problem of generating an adequate supply of projects is a central concern of
the planning process, and not merely peripheral to it or part of the background,
and the relative importance of this problem is likely to be greater ia the
carly stages of the development process than it will be later on. 1 have tried
to show that an efficient attack on the problem is hampered by the failure to
pursue the scarch for possible projects with sufficient vigor, by an under-
estimation of the effort required to find and prepare projects for consideraticn,
and by a failure to development a continuing dialogue between various agencies
with a view to finding projects that cut across lines of interest aud
administrative responsibility. Finally, the whole problem is seriously
complicated by a lack of clarity on the nature of ‘the investment decision. the
economic, technical, and design aspects of the project preparation and selectioan
process must be kept distinct. Only in this way can the proper sequence of
actions be followed, permitting scarce economic aud engineering resources to be
economized, and the quality of the resulting decisions- raised. VUncertainty must
be faced up to and risks taken. The planners have a direct role to play in
relation to all of these aspects of tke problem. They are not merely
interested bystanders.

While it has been emphasized throughout that a proper conceérn with
projects must not replace the planners essential concern for macro-analysis and
general programming, it seems best to end on a cautionary note in this regard.
There are lndlCdLLOnb that the tide of fashion is .running towards p]annxng from
the bottom up, or all projects and no medels. That approach it seews to me has
as many pitfalls, if not more, thaan present practices. A portfolic of good
bankable projects could conceivably so distort priorities as to add-up to a
program that is something considerably less desirable than second besc.
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