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INTRORUCTION

BACKGROUND TO THE STUDY. LESS DEVELOPED COUNTRIES

In recent decades there has been growing concern throughout the world with the
problems of poorer countries. Economic development, widely regarded as the
panacea for their problems, has become one of the great world causes of our time,
There has been a plethora oi literature, seminars, courses and research projects -
particulariy in the United States - on the subject, Nevertheless, it will be useful,

at the beginning of this report to describe briefly what is meant by the phrase 'less
developed country” (LDC), to consider what the predicament of such a country is and
to discuss the role of the individual business enterprise and its management in the

context of an LDC's development,

In the first place it 18 important to recognise that there is no such thing as a typical
LDC. The development of a country's economy is a contimious process through
virious stages and the problems that this poses vary considerably from country 1o
countrv. For the purpose of this studv a range of levels of economic development

has been assumed and less developed countries will be taken as those commonly referred
to in U.N, publications. These will include all African countries, with the exception
of South Africa, all countries in the Americas, excluding the U S,A, and Canada; the
whole of Asia, except for Japan; and the southern European countries of Portugal,
Spain, Greece and Yugoslavia. Turkey, the country selected for special study, is
considered 10 fall within this last group in view of its close ties with both O.E.C.D,
and E.E.C.

The common economic denominator that applies to all these countries without exception
is the preponderam role played by the traditional sector. Agriculture, fishing, rural
industries employ or, rather, provide the livelihood for varying proportions of the
population, but in most cases batween 60 and 80 per cent of the total. Industry is at
an early stage of development, producing between 10 snd 30 per cent of GNP and
employing a small proportion of the total population, and the tertiary sector is in

most cases at a rudimentary level,
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The causes and problems of this distribution of employment and of G.N. P, tend to be
similar, aithough the range of alternative solutions may be wider. The high
percentage of population in the primary sector reduces the level of productivity of
agriculture whenever, as generally is the case, population increases. Fertile land
is limited and probably already used - albeit not in the most efficient manner - to

its fullest. Further agricultural improvements can only take place if there is
considerable capital investment in irrigation, fertilisers, better seeds, etc, which
ars not perhaps given the necessary priority. The consequence is that productivity per
head declines, the agricultural surplus needed for the maintenance of a non-
agricultural population does not materialise, the farmer is less able to purchase the
goode produced by the manufacturing sector, which leads to a worsening of the terms
of trade between the two sectors, and the country needs to import more food and

raw materiais. This already creates further difficulties for the secondary sector:
in most L.D.C.'s the basis for manulacturing industries lies in the primary sector.
Some 60 to 70 per cent of all manufacturing industry in L.D.C.'s is related to the
primary sector in ths form of food processing, fertilisers, mechanisation etc. Any
slowing down of the primary sector in its capacity both to produce a surplus and

to absorb the production of the secondary sector will perforce alfect the latter.

The result is that the manufacturing sector is heavily dependent on the primary
sector (with all the above drawbacks, including the vagaries of thc weather), is
limited in its domestic market, and must be geared to foreign trade, both for import
substitution and for export, the latter being necessary to pay for the increased im-
ports of those items that cannot bs produced internally,

This tends to bring about the problem of the dual economy, in which there is an
increasing divorce between the traditional, mainly primary sector activities, and

the modern, mainly manufacturing sector. The dual economy often has a
concomitant physical manifestation: the modern sector almost invariably is urban
based, the traditional sector by definition is rural based. A further problem emerges
from this in relation to income distribution: the town based industrial workers become
a financial elite, whilst very littls development, improvement, and income
advancement takes place in the traditional sector.
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The problems desoribed eo far exist in all L.D.C.'s in varying degrses and they
are common to any system of government. It is interesting to note that most
countries have adopted similar policies for solvingthem. The overall policies
adopted in most L,D.C.'s have been to improve agriculture, prevent the flight
from the land, increass ths productivity of the primary sector, but, almost
invariably and most importantly to concentrate above all on industrialisation. This
is seen as the key element in raising the standard of living of the mass of the
population, providing smployment for growing numbers of people of working age
and, particularly, providing the State with the means of developing the structures
that will enable the nation to escape the vicious circle of poverty, disease and
malnutrition,

However, the path of industrialisation is not an easy one. Development economists
and national policymakers have stressed the need for L.D.C. 'sto plan to achieve
sustained economic development and industrialisation. The popularinstrument for this
purpose has been the Five-Year Plan in which national economic goals are formulated
and strategies for development charted out. In some L.D,C.'s economists have for
years been perfecting the art of producing such plans and in countries such as India,
Pakistan and Turkey economic planning has reached a high level of sophistication.

The great need that has now emerged is for effective implementation of such plans,
Economic development and, in particular, industrialisation has been retarded in many
L.D.C.'s by ineffective implementation; in other words, by ineffective management

at the business entsrprise level. This is probably due to lack of attention paid hitherto
to the managerial aspects of economic development strategies.

Morecover .such plans are {requently based on the assessment of economic criteria
which do not have any reference, or relevance, to the practicality and problems of
implementation at enterprise level. This is considered to be a significant defect,
since, ultimately, it is at the level of the individual enterprise that realisation of plans
must be achieved. Too often the implementation of national plans is left to state
initiative and is the responsibility of administratorshaving little or no experience of
industry, and its requirements at the level of the individual enterprise. It is not,




therefore, altogether surprising that, even in those LDC's where planning, at the
national level, has achieved a degree of sophistication, that there is still a very wide
gap to be bridged between planaing at the state level and implomentation at the level
o/ the individual enterprise. No doubt the massivs problems inherent in resolving
this situation could be overcome with time. However, it is our view that more is
likely to be achieved quickly, in the short to medium term, if planning aid and advice
is concentrated at the level of the individual enterprise,

The aid which has in the past been given to the LDC's has been mainly in the form of
capital and technology. These are, of course, vital ingredients in the industrialisation
process, but they are essentially passive in nature and only become activated by the
managerial element. It is now becoming increasingly recognised by scholars,

economic planners and national leaders in LDC's that the key to development, particularly
in relation to industrialisation, lies with investment in human ''capital formation' and,
above all, a strong management cadre, Management, whether of state-owned or

private enterprises, is now seen as a factor which has been grossly neglected in the

context of economic development,

In his famous book 'The Practice of Management' Peter F, Drucker wrote (in 1954):
"The manager is not merely a creation of the economy, He is at the same time the
creator of the economy, He is both orchestra leader and composer, Technology
expects the manager to create new markets. In the new age of technology, the system
that denies the autonomous management institution and wants to replace it with central
planning, is doomed to impoverished collapse. The development rhythm of an economy
is measured by the development of ideas it is able to create, by its capacity to produce
men of strong imagination, feeling, knowledge and authority, Managers are the
responsibility of the public. Their successes are public successes'.

On the same theme L. Armand and M, Drancourt wrote in Le Pari Europeen (1968):
"Managers prepare the tomorrows of those societies whose aim is development,
Management, with its forecasts, its plans, its research, its creativity and its

inventiveness is responsible for making development a reality",
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In the broadest sense, management is concerned with the process of bringing together
and modifying resources in one way or another to produce goods or generats services,
Management can be viewad as a continuous process consisting of three basic slements:
deciding what to do, doing it sad seeing whether the action taken has produced the
desired results - i.e. planaing, enecuting and controlling, Whether the task is
manufacturing motor cars in Detroit, growing coffee in Keaya or drilling for oil in
Nigeria, svery manager must plan, execute snd control,

Planning, which is the first task of management, is concerned with determining the
objectives of an organisation and then deploying the human, physics] and financial
resources available to the organisation in the manner most likely to ensure achievement
of the objectives,

Planning iavolves a systematic and thorough examination of the slaternative courses
of action open to a business and the selection of the particulsr grouping of strategise
which are expected to optimise the return on the resources invested,

Skilled manpower, money and materials are generally much scarcer in LDC's than in
advanced economies and thus, when bad investment decisions are msde, the effect

on the economy is proportionately much more serious. Effective planning in a

business enterprise minimises the likelihood of msking poor decisions on the deployment
of resources and optimises the likelihood of exploiting the strengths of the business and
the opportunities open to it, thus maximising the returns on investment. It is there-
fore undeniable that planning is potentially a most valuable tool for the efficient
management of business enterprises, especially in LDC's where it is important to
channel the limited available resources into the most advantageous activities,
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PURPOSE OF TNE PROJECT

The aime of the prejoet, as defiasd by the United Natiens Industrial Development
Orgaailsation, are:

a. To iavestigate, analyee and recomment priority areas for operational assistance
ia comperate plaaning prectioes of businees enterprises in the devaloping world.

b. Te previde assistance to UNIDO's prefessional stalf in the formulation of
apprepriats pregrammes of action directad teward the aforementioned needs and
roquirements of busiases enterprises in the developing world.
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DEFINITIONS AND BOUNDARIES

The projoet was centuried at two distinet Jovele of dotail and the subjoct matter of
e report will anturally refloet this.

Some parie doul with lees dovelepad countries a0 & whole in which case the treatment

18 acoesearily of a goneral nature. Others are cencerned with the cage study -

Turbey - and hore the information. sanlyeis, (indings. conclusions and recommendations
are murh more detailed.

Furthormore, the £. 1 L. was ashed by UNIDO to concentrais on the iadusiral sectior
ealy. Thus agriculiure aad rolnied sestors. ialrastruecturs) services, and 80 on,
wore doivveratoly ensiuied [rem the seepe of the project.
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METHODOLOGY

The method of approach adopted by the E. 1. U, with UNIDO's approval,was as follows:

1. First, a conceptual approach to corporate planning was developed, based upon
the best practices employed by business enterprises in the United States and United
Kingdom.

This approach, or model, was intended to serve several purposes:

a. asasandard for comparing business planning practices in LDC's with those

in the best managed American or British companies.
b. as a means of Wdentification and analysis in the field i. e, Turkey.

c. asa broad guideline for agsistance programmes which might be mounted as a
consequence of the project,

2. Then an analysis was made of those factors (economic, social, political, cultural,
etc.) which impinge upon business enterprises, in LDC's generally and in Turkey

in particular, and atfect their management - especially their ability, need or desire
to plan their operations effectively and comprehensively, Some of these environ-
mental factors were recognisable as external forces exerting their influence on the
business from the outside while others manifested themselves as forces, influences

and attitudes within the enterprises themselves.

3. The next step was (o assess the extent to which corporate planning practices have
been developed in industrial business entsrprises of all kinds in:

a, LDC's generally
b. Turkey in particular.




The "state of the art’ and planning needs in LDC's generally was to be assessed from
information gathered by the E,I. U, in the course of other consulting and research work.
carried out in LDC's, also from available published material and intsrviews with some
informed sources on the subject,

The "stats of the art"’ and planaing needs in Turkey was to be appraised as the result
of field work carried out in that country.

4. The fourth step was:

{. tocompare the "state of the art” and the planaing needs of business enter-
prises in LDC's and Turkey with the planning model in order to focus upon the
areas of deficiency;

i1, to consider the impact of the special factors identified uader 2 on the
development of plananing ia business enterprises;

iif, then to determine the most useful kinds of operational assistance which

could be given in the light of the identilied deficiencies, needs and prevailing
factors.
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SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

LESS DEVELOPED COUNTRIES IN GENERAL

1. -The evidence gathered by the E.I. U, indicates that there is an almost total
lack of planning at the individual indigenous enterprise level in less developed countries.

Many political. cultural, social and economic conditions have contributed to this
situation.

2. A major problem 1s the implementation at enterprise level of plans formulated at
aational level.

3. One of the main obstacles 18 the lack of professionalism in business management

and a general ignorance of modern management methods,

4. There is, therefore a need to educate, irain and encourage managers in the

use of planning techniques. particularly since the achievement of growth 18 of such
fundamental importance in LDC's.

5. The plunning techaiques to be introduced and applied in any prospective assistance
programmes should be fundamentally basic and simple. These should be viewed as
"buildiag blooks" which will form part of the ultimate structure of more sophisticated
planaing systems.

6. The areas ia which planniag assistance is considered 10 be most necessary,
a the iaitial sage, are:

production planning and costrol

materisls planning and coatrel

hwaancis] planaiag and control

management conirol and :aformation systems

19
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7. Apart from seminars and courses, which are considered to play an important

role in management education, aasistancs should take the form of the provision of
foreign experts to assist in the assessment of needs, installation of systems and training
of management in the uss of the systems, at enterprise level, Counterpart local
personnel should be appointed to work alongside foreign consultants, While they would
provide a valuabls insight into local conditions, the local personnel would themselves
benefit from the consultancy experience snd would ensure continuity of the work after
the departure of the forsign experts,

8. The selection of sectors and individual enterprises for assistance should, of
course, be done in consultation with ths government of the LDC and in co-operation

with local chambers of commerce, management bodies, sad so on,

Howevsr, the [ollowing are some criteria which might usefully be spplied in this process
of selection:

i. the sector should have expansion potential and should be capable of making a
sigaificant coatribution to the growth of the economy, the provision of jobs, etc.

i1, the sector should feature ia the govsrnment's development plans.

i1, the sector should contribute to the import substitution effort and/or to the export
eoflort,

iv. there should be evidence of techaciogical development ia the sector,

11



TURKEY

1. Turkey is a relatively advanced developing country, Even so, few business enter-
prises plan their activities systematically, Thus the recommendations for assistance

made for LDC's in general apply also to the great majority of Turkish businesses.

2. However, there are in Turkey relatively more medium-sized and large enterprises,
many of which are experiencing problems connected with their growth and their lack of
professiona]l management (competition is not yet a problem and most sectors are
well-protected). These businesses urgently need, and could benefit greatly from,
assistance in planning their activities, In addition to the areas mentioned above in
relation to LDC's in general the larger Turkish enterprises also need help with man-
power planning and, to a lesser extent, with market planning. However, market

planning will become increasingly important in the future as competition increases.

3. The State Economic Enterprises in Turkey have specia) problema which spring

from:

i, state dictation of objectives which, all too often, are changed:

ii, political appointments to top jobs;
1ii. state interference with policies and strategies (on pricing, employees,
investment, etc.).

However, the present government is considering proposals to make the SEE much

more awtonomous and to allow them to operate on more strictly ''commercial" lines
with 2 minimum of state interference. If these proposals are enacted there will be
an excellent opportunity to assist the SEE in improving their present unsatisfactory

form of derivative planning. Such a programme of assistance should concentrate on:

a. help with the development of meaningful and workable sets of objectives
consistent with the government's development plans;

b. improvement of existing planning procedures;

c. education and training of management - especially the top echelon - in
business planaing philosophy and methods.

12




4. As in other LDC's the participation of looal personnel in assistance programmes
is important for their success. In Turkey there are bodies such as the Turkish
Management Association, the Productivity Association and the Productivity Centre
who are already doing excellent work in management consultancy, education and

training and who are able and eager to participate in prospective programmes of
assistance with business planning.

13



PART I.__AN APPROACH TO CORPORATE PLANNING

Planning is the primary responsibility of top management and most, if not all, other
functions of management are conducted as a result of, or with reference to, planning.
However, it is only in comparatively recent times that the planning aspects of rnnarr
ment have been accorded their proper degree of importance in n:nagement literature
and practice, Evidence of the increasing importance attached to planning is provided
by the adoption of formal Corporate Planning by a growing number of |.usiness enter-
prises in the United States over the past iwo decades and by husinesses in other
developed western economies such as the U. K. and West Germany over the past 10

years or so,

Corpor.te plinning is a systematic management approach designed to determine the
purpose and objectives of an organisation or corporate body and, in the light of identified
environmental and internal constraints, to develop the strategies most 1{' clv to

optimise the chances of achieving the defined ohjecti ~=,  I':c corporate planning
process does not relieve top i.anugen.ent of its responsibility to make strategic
decisions: it does not come up with automatic answers. What it does, in the absence
of complete information, is to identify the altern:tive courses of action open to the
orgumsation or corporate body. It is then the responsibility of topmanagement to
decide which alternatives, or combinations of alternatives, are most likely to produce

the desired end-results,

An effective corporate planning system per:..eates through the entire organisation
in which it is applied and it has many aspects. In [act, it is probably best described
from various points of view, and in the following pages it will be considered in terms

of .

i. its philosophy

ii. its essential elements
ili, its process
iv, its product, i.e. plans,

14
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CORPORATE PLANNING PHILOS8OPHY

Corporate planning is a style of management, an attitude, a way of life in business,

The planning philosophy is a philosophy of change, with the emphasis on the future rather
than present and a logical rather than intuitive approach to decision making, This

does not mean that planning is concerned with future decisions; it is concerned rather
with the future implications of present decisions and with establishing a frame of

reference within which present decisions can be made,

Planning is the opposite of "reacting" - instsad of merely reacting to environmental
forces the business which plans its affairs takes the initiative and anticipates changes

in the environment.

Planning places little value on company tradition and openly questions conventional
approaches to problems of the future., The planning approach advocates a look at
things from first principles, questions assumptions, ideas, methods and company
practices which may have existed for many ysars. Moreover, it requires a flexible
mental approach and, in many cases where planning is introduced, managers are

required to think fundamentally for the first time,

15




ELEMENTS OF CORPORATE PLANNING

The essential elements which are present in any comprehensive planning system can

be summarised as follows:

Purpose

Objectives

Policies

Strategies

Tactics/Action programmes
Monitoring

Control

The purpose of an organisation is the continuing reason for 1ts existence - its long

term aspirations. A statement of an organisation's purpose would be expressed in
rather broad terms e.g. "'the corporation's purposs is to become a successful world-wide
publishing organisation” or ''the company aims to become the largest restaurant

operation in the United Kingdom",

An organisaton's gbjectives are its aims and aspirations related to a time-scale and
quantified, as far as possible. Some objectives will be expressed in financial terms
and will deal with sales, profite, earnings, return on capital employed, share price/
earnings ratio, and so on. Other objectives will be less readily quantifisble. Some
of these will be to do with the organisation's responsibilitiss towards its smployees, its

customers, its suppliers and even the community at largs.

A statement of objectives answers the question ''what exactly is the organisation seeking
to achieve in the next year/3 years/10 years?".

The policies of an organisation are, perhaps, best thought of as the ground rules by which

the organisation will abide while carryiag out ite business in pursuit of its objectives.
Policies exprees a code of practice or behaviour,

16



An organisation's sirategies. on the other hand, spell out the way in which the
organisation proposes to achieve its objectives. The more obvious kinds of strategy
will relate to a company's products or services and markets: they will specify the
product/market mix upon which the company will be concentrating. Strategies

will also relate to other key areas such as finance and manpower, A company's
strategies, taken together, will form the corporate strategy which is an exprsssion

of the kind of company it wishes to be,

Tacticg are a translation of the broad strategy statements into specific terms for the
organisation. These might, for exampis, show whatactiona subsidiary or division of the
company is expected to take at points in time, or over a period of time, as part of

an overall company straisgy.

Descending to a further siage of detail action programmes spell out the nature and
timing of the separate managerial action stsps which are necessary (o translate
the "paper tactics” 1nto reality, Ideally, every manager shouid have an action

programme to guide his work over the plan period,

The above are the pure 'planning’' elemsnis, but a planning system cannot be considered
effective withow the further ingredients of monitoring and control.  These are
essentially concerned with the practical working out of plans. Monitoring is the

sctivity of checking progress against plan and detecting any deviations as soon as
possible while control is a mechanism for dealing with deviations from plan and ensuring
that sppropriate corrective action is taken to bring the company back on its planned

ocourse.

17



THE CORPORATE PLANNING PROCESS

The logical sequence of steps in the corporate planning process are as [ollows, .

(It should be noted, however, that these do not necessarily occur in serial order because

the planning process 18 a continuing activity).

Review of corporate purpose/philosophy

a.

b. Setting of corporate objectives

c. Survey of external environmsnt

d. Appraisal of corporate capability or internal audit
e. Forecasts of future performance

f. ldentification of "planning gap"

g. Analyms of: opportunities/threats
strengths/weaknesses

h. Development and seiection of corporate strategies (including resource
allocation)

i, Determination of corporate tactics
jo  Translation of tactics into management action programmes

k. Monitoring of performance, coatrol, feedback,

a. Twhe logical starting pont for any corporate planning exercise 13 a fundamental
re-consideration of the corporate purpose. A business enlerprise does not exist 1n

a vacuum, and changes can occur, over a period of time, in its environment, owner-
ship, management, etc., which might require some maodification (or possibly a major
change) in ite basic purpose. 1n most cases, the corporate purpose will be found to be
periectly valid and acceptable, bwt the periodical questioning of 1ts validity is an
iategral part of the corporate planning process.

b. Corporaie chjective-seiling is 2 normative process. A corporation planning
for, say, 5 years shead must determine whers it wishes to be \n 5 years' time: it
must state the targets or goals which it wishes to achieve. This is quite different

(rom (orecasting which is msrely concerned to assess the most likely future results,

18



One of the most difficult tasks in corporate planmng is (o pitch objectives at the right
level, Objectives which are 80 high as to be incapable of achievement tend to
demotivate and lose the commitment of management, while easily attainable objectives

do not"'stretch’ theorganisation sufficiently, with resultant slackness, complacency

and loss of momentum,

It is essential to secure the commitment of individual managers to the objectives they
are expected to be responsible for achieving. Thus it is inadvisable to impose
objectives downwards from the top. It is far better to let objectives be the agreed
product of a dialogue between an individua] manager (say, the chief executive of an

operating subsidiary) and his boss (say, the managing director of the group).

¢. A business snterprise operates in a constantly changing environment, and its activities
are alfected, to a greateror lesser degree, by various factors in its environment.

Thus it is only ssnsible that any plan it makes for the future should take into account

ths changes which are curmtly taking place, and which are likely ‘o0 take place in the

future, in those snvironmental factors which impinge upon it.

Ths particular factors which an individual company needs to study will, of course,
depend upon the nature of its businsss. Thus, while most companies will make an
ssssssment of the general economic climate in the period und_er review, a firm in the
consumer goods business will concentrate on levels and breakdown of consumer
expenditure, changss in spending patterns, etc., whereas a company in capital goods
will be more intsrssted in levels of investment or perhaps, public expenditure.

Every business will obviously need to analyse the trends in its own markets, its
market share snd those of its competitors, and most companies will also be very
interested in establishing trends in wages and other costs. Examples of other
environmental fsctors which will be of importance to some businesses are technological
developments, avsilability snd cost of raw materials or components, changes in tariffs

or restrictions on imports, and so on.

19




Clearly, each company has to identify those environmental tactors which influence its

own business activities Lo any significant degree,

d. While every business enterprise is affected by its environment, it8 success or
otherwise in its interaction with its environment is determined by its own internal
capability, and one of the cornerstones of a realistic corporate plan 18 an objective
assessment of this capability. The word "capability"” 1n this contexi covers resources
of all kinds (physical, human and financial), management and 'echnojogical expertise
and know-how, organisational efficiency and adaptability, capacity to cope with

increased volumes of work, etc,

The product of this "internal audit” will be a comprehensive inventory of the company's

strengths and weaknesses.

e. Inthe corporate planning cycle a forecast of the company's performance in the
plan period is prepared after the completion of the steps outlined in c) and d) above.
The brecast is based on the assumption that there will be nv radical change in the

company's strategies,

f. Having prepared a forecast it is then possible to compare the likely performance
of the company in the plan period with the original objectives which were set at the
beginning of the planning process. It will almost invariably be found that a gap
sxists between the objectives and the forecast, and the remainder of the planning

process is concerned to find means of bridging this gap.

g. Inthe search for means of bridging the gap the method acopted is to carefully
analyse the strengths and weaknesses of the company as revealed by the internal
appraisal of the business, with the intention of capitalising on the strengths and
minimising the weaknesses. At the same time, a detailed analysis is made of the
material provided by the survey of the external environmsat. The survey should have
made possible the identification of areas of opportunity for the company while at the
same time indicating incipient threate to its well-being. These areas of opportunity
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and threat are likely to emerge [rom (he dotailed analysis of the company's product/

service/market posture vis-a-vis those of its competitors. (Other indications of ways
in which the company can improve [wure performance will emerge from the analysis of
the company's past performance. The [ocus throughout this gap-bridging exercise

is upena the exploitation of areas of opportuaity and strength and it should be emphasised
that the work requires perceptive and creative powers of a high order,

h.  The development of strategies which will exploit to the manimum the strengths
of the business and the opportunities which are perceived for it is also an activity
which damands an offort of creativity and imagination from the manager. It is at
thig poiat in the corporate planaing process that a challenge is presented (o the
ontrepressurial flair and inaovative spairit of the management .

in a company which 1s dyaamically managed it will be found that a host of possible
strategies, or broad courses of action, will be suggested at this point and the task
of top managementwill beto evaluate these and select the particular portfolio, or
grouping, of strategies which will secure for the business the optimum allocation of

resources and thus optimise its chances of attaining s objectives.

i. and j. When the broad strategies of the business have been agreed, it is then
neceseary (o translate thees 1ato more precise statements about the wav in which

the organisation will carry them out. The tactics to be employed will then be broken
dowa further iato programmes of - tion for individual managers,

Thue & (ramoework will have been established for short-term operatiag decisions and
thie will enable cach manager or snseutive (o steer his part of the business in the
same direction a8 the whole buginess i.¢. tewarde the attainment of ite clearly
dolined chjoctives.

)}
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k. A planning system loses much of its value unless there is in existence a mechanism

for ensuriag that the plan is bsing adhsred to. Hence the need for monitoring actual

progress against plan and correcting deviations, whers possibls. This is done in '
business enterprises by fixing rssponsibility on particular managers for carrying

out agreed programmes of action, achieving epecified financial results, and so on.

The loag term plan is phased into shorter periods so that progress can be assessed

at intervals (perhaps moathly),

This is not to say that plans must be adhered to slavishly so that they becoms a confining
strait-jacket to the individual manager. On the contrary, any intelligent chief

enscutive will recognise that circumstances can changs, assumptions made in plans

may be incorrect and uncontrollabls factors may emergs. In short, thers can be good
reasons for deviating from plan, but any significant deviation should bs properly explained
and, where poseible, corrective action taken to bring the business back on course again,
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PLANS

Written plans are the natural outcome of a corporate planniag activity ia a business,

but the types of documents that emerge vary enormously. Plans, in fact, tend (o0

reflect the organ sation structure of a business. If a business is divisionalised (perhaps,
by product or 'ty there will tend to be divisional plans and each division's plans

will show how .ivision propoees (o achievs the sub-set of abjectives allocated to it.
Similarly, a business with a holding company/subsidiary structure will probably have
plans for each subsidiary. Where a business is organised iato depariments there will
tond to be departmental plaas.

Agaia, where [unstions are well developed in businesses they will produce their own
plaas to dovetail with the others. Thus, one [requently finds marketing, financial,

maapower, production, and research and development plans.

Plaas caa 81so be classified accordiag to their time-scale. Somse corporations who are
sophisticated ia planaing techaigues havs loag-term, medium-term and short-term
plans. Most companies have opted for -year "relliag’" pians, but the most
appropriate planaiag horison is bound to vary accordiag to the naturs of the busiaess.

One poiat which must be emphacised here is that ans are not made by planners but,
rather, by line managers. The plaaners are sssentially the techaicians who co-
ordinate the planaiag activity, give help to the managoment and, frequeatly, act as
oatalysts. But the real maeat ia any worthwhile plans must come from the managere
themselves. It canact be emphasised too stroagly that the complete iavolvement aad
ocommitment of 1100 managoment is ossential o the success of aay planniag enereise.

Anacther poiat worth makiag about plaas is that they are ia themselves less valuable
thaa the procees which has been gone threugh (o preduce them. This is net to say

that the plaas have little value - on the contrary; but it is the precess of questicaiag,
re-~thiaking, re-appenisiag and ianovating that is mest valuable.




Dusinegs Organisation and Plessieg

The offect of business organisation on planning merits some [urther consideration,
Ws illustrate below the changes in approach and emphasis which may result from

differeat organisational arrangements, To do this we compare two, relatively

unsophisticated, enterprises,

f, ‘Board o: Directors
General Manager

_

Wont’rmupr Accountant Sales Manager

Production Manager

In the planning comtext the organisation 1llusirated above would tend to give eraphasis

to the production and financial aunects of pianning. The sales function is, by

definition. concerned with selling whatever is produced - not with marketing, which 1&

a much hrvader activity, concerned with satislying the needs of consumers and embracing
Thus, in the absence of
the murketi ng function it is hikely that this fundamental slement would be lacking in the

such techniyues as market forecasting and market planning,

planning processes of the above organisution,

", Boerd of Directors

Genera] Manager

| l T

w«nl Manager Accountant Sales Works lla'rtulu
Manager Engineer © Manager

Productten Manager
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The second organisation differs from the lirst in two respects, The Marketing and
Engineering functions are provided for. Thus, it followe, that both of these elements
will tend to be reflected in the planning procese. The marketing plans snd forecasts
will prs-determine the deaired lovels of output, The Engineering function will be of
material benefit in determining levels of plant utilisation snd optimum capacity,

Such an organisation would therefore be more likely, ia theory, to prepare a more
comprehensivs plan relative to the company's objectives sad cspacity,

Earlier in this section of the report ws made brief reference to the divisional type of
organisation. Ia such cases, the organisation will have been determined by geographics!
considerations, product coneiderations, market considerations or possibly process
consuderstions, However, although this will affect the form of the plans it does not
funda mentally aftect the planuing process. The planaing process is the same - but the
procedure is more complex, principally because it is implicit that a divisional organisation
ambraces 2 much wider rsnga of products, markets, processes and locations, The
busic planaing skills required sra the same as those needed in the smaller enterprise

but their application 18 more complicated and much more aophisticated. Another feature
of the divisional organisation is that it 1s normal to produce divisional plans and budgets
which sre then consolidated into the total company plan. It is not unusual, in such
cases, to find divisions competing for such resources as ara available. 1Ia that situstion

it is necessary to determine priorities in relation to such iaaves as:

Development of new products:
Devslopment of new markets;
Expansion of capaciy;
Divestment;

Acquigition;

Funds required;

Availability of funds;

Sources of funds,

Thus the procedure is one of determiniag the best " mix"' of plans which will produce
the best rssult for the company ss & whole.
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The above briefly illustrates the impact of different organisational arrangements upon
the planning process: it is [undamentally a question of changes in emphasis, form

and approach. The important poiat is that the procedures and techniques (whilst being
more sophisticated ia some cases) are basically unchanged - irrespective of the
organisationn]l structure of the business.

2¢




PABT Il. LE®S DEVELOPED COUNTRIES IN GENERAL

FACTORS INFLUENCING THE MANAGEMENT OF
BUSINESS ENTERPRISES IN LESS DEVELOPED COUNTRIES

While accepting that the business climate in each of the less developed countries will
be unique to that country and that the circumastances under which business enterprises
operate will therefore differ in each country, it is nevertheless possidble, and useful,
to identily various environmental factors which create difficulties for the management

of businesses and tend to be present ia most LDC's, Naturally, the relative importance

of the factors and the influences which they exert upon business management will
vary considerably betweea countries and each LDC will have its particular grouping
of the factors,

The purpose of this part of the report is to seek to identily these actual or potential
obetacles to the efficient management of businesses in LDC's and to indicate the ways
in which they impiage upon the individun]l enterprise, whether publicly or privately
owned,

For the sake of convenionce the factors have been grouped under three main heads:

a, BSecio-cultural factors
b, Peolitioal factors
¢. Lconomic Iactors

s. fecie-Culturs] Facters

There are [ow comtries ia the developiag world that have a homegonsous population:
most countries, and particularly the larger ones, are formed by groups of peoples of
different stock, origia, language, religion, tradition, etc,

Even a small country like Tanssaia, with a population of 13 millien, has over 100
difforent sthaic groups, speakiag difforent laagumges, which, reduced (o their maia
grouns, amount to some 13 irreconcilable tongues. This is a first basic Madraace
to development, 27




Eflective communication - the speedy and accurate transmission of information and

ideas - is eseentiai to the efficient runaing of any business enterprise. It is particularly
important at managoment level aad a special problem slmost iavariably emerges here.
Even asoumiag that there is one common local language, concepts such as "manage-
meat” itsell, "sccountability”, "delegation”, and 50 oa, almoet iavariably have no
menaiagiul equivaleat ia the laaguage.

Often & foreign tongue is used a8 2 commen means of communication. This how-
Gver Poses aow prebiowms. The common tengue is sometimes reseated and
considerable effert has to he put iate maiatainiag its quality since for most people
the commen tengus will be their sesend or oven third laaguage.

The large sumber of othaic groupe causes further problems: firstly there is the
traditions] saimosity or rivalry between cae group and ancther. Secondly, the idca

of & ‘commenwealih’ has to be intredused, beth at the aational level and at the lower level of
the individual enterprise ia whioh pveple are engaged. Thirdly, there are different
customs, treditions aad cedes of bohavieur which make it difficult to biad people

tegether iate offestive orgaaisations.

The traditiena] sesiatios which exist ia LDC's rely heavily on authority: suthority
i sequired almest iavariably by descent and age. This means that there is a
streng vesied iaterest ia the mest powerful sestions of the populatioa agaiast any
otnage: chonge would wadermine eotablished pesitions. The same applies to
religien; maay religious leaders jor the same ressens resist change.

All this ferms a barrier against the able sad enterprisiag persea who wishes 10 advance
through odusation sad hard work: the acquisition of prestige though perseaal ability
aad ontorpriee is (rownsd upoa,
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Within the individual enterprise these factors will manifest themselves in an unwilling-
ness to engage anyone who is outside a well established group or who could present

a future threat. This is by no means a universal practice - groups like the Ibos in
Nigeria or the Parsees ia India have both. through their religious beliefs and social
sirwtures, eancouraged personal respoasibility and hard work,

However, it ie evident that religion, traditional authority and paternalietic attitudes

in many couatries have played and will play a significant negative role towards changs,
and therefore towards industrialisation, and development of entreprensurehip and

the iatroduction of modern management methods .

Anocther major obstacls to development in LDC's and one which has a direct effect

on business enterprises, is the lack or inadequacy of education both of the population
at large and of the vocational/techaical kind needed in business., The vast majority
of the adult population of the developing world cannot read nor write. This, quite
apart from hindering personal development and enjoyment of life, is an obetacle to the
formation of the eesential "human capital”’ from which ths workers, managers and
leaders of the LDC's must be provided. It means that the pool from which modern
manpower of various kinds can be drawn is extremsly inadequate.

Nowhere is thie inadequacy more marked than in the provision of managers themselves.
Generslly speakiag, the type of education which is available to the small elite in an

LDC which ie fortunate enough 10 be educated tends to be "traditional’ or "classical"
and not geared in anv way 1o the modera needs of the country. Technical and vocational
traiaing are usually grossly neglected. It ie eignificant, for example, that the largest
faculty ia several Africaa uaiversities is that which teaches religious studies.

Not oaly do the systems of education ia most LDC's not prepare their pupils/students
for business careers but, in addition, a business career does not rank high in terms
of prestige among the alternatives opea to the better-educated members of the
community in euch countries. A civil service career is withow sxception considered
to be more prestigious than a career ia business ia LDC's. Similarly, the

prolessions (legal, medical, teaching. etc.) tend to be chosen in preference to
business.




In a survey conducted two years ago among the studente of three East African
universities it was revealed that less than ¢ per cent of respondeats indicated an
iatorest in business management a9 a career.

Ia consequence, there is a serious shortage of indigencus managers with training and
ability in LDC's and this acts as & very serious constraint upoa the capability of
business enterprises - both publicly aad privately owned - to opsrate efficiently and,
moreover, to use and adapt the modern management methods and techaiques which havs
contributed so much to the offliciency of businesses ia advanced countries.

. Pelitics] Factors

Leose developed couniries tend to be pelitically uastable and to have relatively frequeat
ohanges of goverameat. Thus, businesemen tead to be ia a state of coastant
wnoeriaiaty about the ceatiauity of the key policies which affect them. Such a state

of affairs inhibite long-term thinkiag and it is one of the main ressons why businees-
Mmen ia LDC's are much mere cencerned with the short-term future and much less
aclined to lock as far ahead a8 their counterpmrts in developed countries. This
ebviously has implications for the prespective adoption of corporate planning by
business oaterprises ia LDC's,

Aasther pelitico-economic factor whioh eften becomes an obetacle to the management
of busiassses ia LDC's is the dovelopment planaing of the goverament. Over the past
30 years or so most LDC's have sdopted plans which are usually of § yoars' duratioa,
As mentionsd eariier ia this report, such plans vary cengiderably ia their sophistication
and resliom. Seme countries (Iadia, Pukistaa and Turkey among them) have doveloped
toohniques, learat from past mistakes and improved their mechaaism of planaiag to a
very high dogree. la sther comtries plans are very much more modest documents
mm:md.umm.mmnmﬂudmm.
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Oaly too frequently sueh develepment plans are formulated without any consultation
with, let alons the participation of, the private sector of business within the economy,
doopite the fact that the private sector is [requently expected to implement substantial
parts of the plaa.  Thus, the private busiases sector is often expecied Lo carry out
the impeseible or the inapprepriate,

Publicly-owned businesses are {requeatly affected adversely by Goverament policies

ta LDC's. Ia mest developiag countries, the idea of business efficiency per se is

2ot accepied as a werthwhile gesl for the smate-owned iadustries. There seems always
to bo a cenfliet between, oa the one haad, the coaveational objectives of making profits
aad eptimisiag the retura from the resources of the enterprise, and, on the other

haad, the common goverament-orionted objective, which is for the eaterprise to be

a provider of jebe and wellare. The objeetives of such eaterprises seem, all 100
ofioa, to booveme diffused and they S0Om CORBEguUEAtly to l0se any strong sease of
purpese or direstion.

State-owaned enterprises ia LDC's are alec often seriously hampered by the fact that
the top jobe ia thom are ia the gift of the Goverament of the day. Thus, the top
managoment of & siate enterprise chaages with sach chaage of goverameat. In
addition, oince the appeiatments are pelitical enes aayway, the likelihood of finding
the right maa ia the right job, evea for a short time, is remete. Biate enterprines,
theovefore, tond to suffor frem the poor quality of, and Ireqgueat chaages ia, their top
masagoment.

Both pudiie aad privaiely-owned sestors of industry are cemmonly affected by anether
chetasle ia LDC's whieh is the tendensy for Goverament coatrols (o be emtremely rigid
oad cumborsome. The centrels impesed by Goverament on business are very wide-
reagiag ia mest LDC's. A asrmal jesture is a complicated licensiag systom through
which the state eaa effectively coatrel the dovelopment of private industry. This
Mmenas that & business enterpriss is frequently preveated from carrying owt its plans,
siase the prieritios of a goverament are often very diffsreat from these of aa
tndividu] enterprise, ovea if the eatorprise is iteelf government-owned and rua.




Population pressurs and growing unemployment in LDC's tend to create pressure

for the use of labour-iateasive techniques, regional development demands the physical
disporsal of enterprises, revenus needs mean tamation, impor: duties and fiscal
coatrel. while decieions to joia multi-aational economic or political groupings (such
as EEC, RCD, CARIFTA, etc.) demand balanced growth,

All those concerns of government find their expression ia controle which often run
coatrary io the iatereste of the individual enterprise and make it difficult for a business
to plaa ite affairs in a sensible way, These difficulties are often exacerbated (from

the poiat of view of the businese enterprise) by a stroag tendency for centralisation ia
the government departmenta of LDC's. This teads to produce bottlenecke and
inordiantely long delays before decisions are givea to busineas enterprises,

c. KEsessmic Faciors

i. Masre-Ecoecmic lafluences. The particular ecomomic factors which affect

business enterprises ia LDC's will vary act caly from oae country to another but

alee frem ene sector Lo ancther withia the same economy. However, there are some
provailiag economic conditions which will, to a grester or lesser degree, affect most
busiacee enterprises ia LDC's,

Ia moot developiag sosnomios imports tand to rise relative to exporta, leading to
foreign enchaage 2ad balance of payments prebloms, aad & ie uswal for an LDC to
mpese import Mrtett-alduhrﬂnﬂlhmmdmnm. At the
same time, (he goveraments of LDC's have relatively heavy public spendiag programmes.
Demaad is stimulated aad the meney supply is increased, and thus inflationary
oonditions are brought about. The lack of adeguate imports protecte maay of the
home indusirios from foreign competition sad thees are allowed to eajoy & "seller's
market”. This would nct be too pernicious if there were healthy competition among
domestic enterprises, but there is almest iavariably a lack of adequate competition
bocause of a lack of entrants iad givea product/markets @ue to i rigid government
oentrele; ii. a low propensity to save aad 1o iavest and 115, import restrictions on

capital geoeds. .
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The protection of homs industries, the presence of a sellers’' market and the prevailing
infNationary trends all exert a direct and powerful influence on the management of business
enterprises in LDC's. Their precise effect on business planning will be discussed

later in this report,

i1. Ownership of Private Businesses. Another major economic influence on the

management of business enterprises in LDC's is the ownership of priwate business.
Most business enterpriees in the private sector of developing economies are,
particularly in the earlier stages of development, owned and run by families, Such
family-owned conoerns are typically small in size and generally found in the commercial
and service sectors of the economy, but not so frequently in manufacturing. When

a family-owned business 18 a manufacturing concern, it will normally be found in the
traditiona] sectors and not in the new areas of need. Generally speaking, family-
owned enterprises are not effective vehicles for change, innovation and development,
on the contrary, they usually reinforce traditional attitudes and ways of doing things,
They tend to impede the development of professional management and the introduction
of improved management methods and techniquss, such as corporate planning. This
will be discussed in more detail later on.

iii. lnsdeguate Capital Market. A factor which tends to prolong family domination

of private businesses in LDC's is the lack of an adequate capital market. The

capital market of a LDC, if it eists at all, is rudimentary. The population are
uawilling or unable to save. Those that do save tend to convert their savings into

gold or property (real estats). The idea of lending to a second party, such as a bank,
for re-lending to & third party, euch as an industrial undertaking, ie not readily accepted,

Furthermore, in most LDC's, the legislation governing company ownership and
structure, public accountability, mansgement reeponsibility. etc., is usually inadequate
with resultant discouragement of equity participation in industrial enterprises.

Thus under-capitalisation is a common problem among busineeses in LDC's.
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tv. Lack of Bectorsl Support, Information, eto, In most advanced countries the

individual enterprise is so much part of a network of supporting and specialised services
that it probably could not survive without them, In LDC's, however, circumstances
are quite different, There are fow specialist journals or facilities for contact

between people coping with similar problems, industrial associations are non-

existent or ineffective and the consultancy services available in the fields of manage-
ment, training, market research, advertising, and so on are very limited,

One of the greatest difficulties encountered by individual enterprises is the absence
of information which they require in order to be able to plan effectively, It is rare
for a firm in a developing couatry to be able to obtain the economic and market
information which it needs., W here information is gathered by the government and
published it is all too frequently inaccurate and/or out of date.
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CORPORATE PLANNING PRACTICES AND NEEDS
OF BUSINESS ENTERPRISES IN L.E8S DEVELOPED COUNTRIES

The information available on the subjeet indicates quite clearly that comprehensive
corporate planaiag of the kind outliaed 1a Partiof thie report, with few exceptions,

is not practiced in businese nierpriass ia the lese developed countries of the

world. This is not surprisiag ia view of the fact that an effective iategrated planaing
eystom requires a considerable degree of sephistication from the managers of the
businese, at all levels. It is act a style of managoment that can be easily assumed in
business enterprises wherse there i a basic lack of managemenat skills and where
advanced managoment methods and teohaiques are astable by their absence, which i
the prevailiag situation in the industries of LDC's. it should also be remembered
that even ia the highly developed econemy of the United Siates there are a surprieing
aumber of substantial business enterpriese which do not plan their activities 1n

aay syssomatic fashion but still emplay "seat of the pants’ methads. Again,

corporate planaiag 10 found ia the U K., ia the main, oaly ia the major companies and,
oven ia such companies, it is asither ae well developed aor as fully accepled as one
might expect. Its aimost complete sbetnos [rom busiaess eaterprises in the developing
world is, therefore, hardly to be wondered at.

The typee of business enterprise ia which compreher ::ve and sytematic planaing
are found ia LDC's [all iato two broad categories:

a. the local operstions of multi-aational or international snterprises - these are
whelly or partly owned by pareat compaaiee ia the United Btates, the U K., West

Germany or ather European country .

b. large state or privately-owned \adigencvs enterprises in LDC's which are
wouslly appreachiag the poiat of esonemic "take-off"' .
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2. The beet managed busineee enterprises in LDC'e ars ueusliy the offspring of
the large American or European companies which operate on an international scale.
These are sometimes wholly-owned subsidiaries of the parent company, but, more
usually, there is eome local participation in their equity capital. Such enterprisee
are sot-up and managed, so far as poseible, in much the same way as the ""home"
operations and the top managere and othsr key personnel are usually sxpatriates.
These businesses benefit from the experisnce and know-how of the parsnt company
aad it will commonly be found that planning is a normal part of their method of
management. The managere of such enterprises are quick to point out that they
(the local operation) are labouring under a number of constraints which do not obtain
in the "home" environment, Nevertheless, it would seem that they endeavour to
employ the same advanced management methods, systems and techniques (adapted

48 neosssary to suit local conditions) as ths pareat company in the more advanced
escoaomy.

b. From the E. 1. U.'s inveetigations, it has emerged that the only types of

indigenous enterprise in LDC'e ia which corporate planning, or anything approximating
to it, is employed are largsenterprises in countries which are at least approaching

the point of economic "take-off'. Such businesses operate usually in comparatively
highly -developed and competitive sectors or sub-sectors of the economy and they are
often euport-oriented. These enterprises are usually privately-owned, but where
they are wholly or partly-owned by the state they are given a good deal of autonomy

ia the runaing of their affairs. Rigidly controlled state eaterprises do not, there-
fere, come withia this category,

Businces enterpriess of this progressive typs have seme commen festures which are
worth mentioning:

1. they are prefessionally managed and the quality of their managers is comparatively
pood.

il. they eporate on & comparatively large sesle i. 0. within their ocountry they are
omeng the largest snterprises.
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iii, they are spurred on by the pressures of competition within their sector and
sometimes from outside the country.

Within the sorts of business snterprise briefly described under a and b above it 1s
possibls to identify a system of planning which corresponds in all essential elements
to ths corporate planning model outlined in Part 1 of this report. However, the
overwhelming number of businesses in LDC's have nothing which approaches such a

sophisticated system and it is with these entsrprises and their needs that ws are
mainly concsrned.

For the purpose of assessing the '"stats of the art of corporats planning'' in these
businesses ws have taken a view of corporats planning as a rslatively advanced point on
a continuum of development in businsss planning.  Using this concept it has, in fact,
been possible to trace in business enterprises a common pattern of planning development
which is related both to the stage of development of the country and to the growth of

the business itself,

The pressures which lead to the development of the planning function at state level

in less developed countries may be expressed as follows:
1. Government recognition of the need to improve the economic health of the country,

2, Recognition of the natural aspiration of the population for improved standards of
living.

3. The desire to be self-supporting over time,

4. Recognition of the need, for example, to move from an agriculture-based economy
to an industrial economy,

5. The need to reduce imports and increase exports.
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The sbove poists, taken together, describe the motivation which lead to planaing st
Government levsl, This wewmlly results ia the production of development-plans,
covering each sector of the sconomy, Fregquently, much of the new invsstment is in
state -owned sad controlled enterprises.

Public investment acts as s catalyst which motivatss the private sector of industry to
re-sct to the changing circumstances. The establishment of new businesses, in addition
to expanding output, tends to generate increases in demand since mors people are
employed snd disposable incomes increase. Coupled with the natural aspiration of the
population to improve s standard of liviag the insraal market expands - sometimes

st a rapid rate,

The effect of this upon the privats sector of business is to enable it to sell more of its
products, Thus, the first action is to increase output. Depending on the product and
processes involved this is normally achieved by purchasing new equipment and/or
increasing the labour force. However, at this stage the recognition of the need to
increase output is characterised by a total absence of planning in the sense of determining
levels of output and standards, and measuring achievement against these. It should be
remembered that, in the early stuges of devslopment a business is, typically, owned and
managed by the same person, It is not difficult for it to survive because it wili usually
have few competitors within the country and probably none from outside because of high
tariff barrisrs. The owner-manager merely reacts to the increased demand. However,
because of ths absence of planning, inventory problsms arise: perhaps a shortage of
components or raw materials leading to an out-of-stock situation and therefore to loss

of sales. Thus emerges the need [or inventory control for raw materials and finished
goods,

With demand still buoyant, and having overcome inventory problems and determined

inventory levels, the business now finds it necessary to schedule production. Thus

the [irst stages of production planning emerge.

38




l
l
!
|
|
|
|
|
|
!
!
!
!
i
i
!
!
!
[

It is a feature of the relatively small, but expandiag, enterprise in the less developed
countries that, as production and sales increase, so the business is faced with financial
problems, More wages have to be paid, higher expenditures have to be incurred on raw
materials and components with, at the other end of the scale, more credit having to be
allowed to customers and greater difficulty being experienced in obtaining payment.
Thus emerges the need for some form of [inancial control and planning. Initially,

this is relatively simple and amounts to eetimates of expenditure and income as a

basis for determining the cash requirements (working capital) of the business.

Eventually the internal market, while still growing, expands at a decreasing rate. What
was a sellers market becomes a more sensitive buyers market. The purchaser becoraes
selective and begins to compare prices and qualiiiea of competing products. 8o emerges
the competitive element. This causes the business to think about methods of maintaining
or increuasing its sales 1n the face of increasing competition, Thus it ia forced 10 think
of reducing costs. This in turn leads to the need to improve efficiency - so standards

of production ars developed, 1t may be necessary to question the amount of labour
required and ihus manpower planning 1s begun, Al the same time the business has to
think abowt how much it can sell and how this might be done, S0 begin the first artenims
at planning in the sales and marketing context. This requires considerstion of such

factors as the demand for the product. the activiies of competitors, price, quality and

terms of trade.

It is when competition begias to show a marked increase and his business is no longer
small and easily manageable that the owner-manager feels the need to recruit professional
managers to help him with his task., In addition to the labour and market problems
which had already taken him owt of his depth, the owner-manager might at the same

time be faced with problems of growth such as general control of the business,

communications and information flow, location, acquisition, merger, etc,

The effective planaing of markets and manpower (and, indeed, finance and production)
necessitates the employment of professionally qualified pesople and it is the injection of
this all important ingredient of prolessional management into a business enterprise

which leads to comprehensive and intelligent planning of its activities, 20



A "planing progression’ is, therefore, identiliable in the business enterprises of LDIC's,
The need to plan is, in effect, forced upon the enterprises as a reasult of changing
external circumstances. and the progressive "building blocks of planning relate Lo
functional areas of the business, These are, in sequence: production. finance,
purchasing, manpower or personnel and, finally,K marketing, ‘vhe presence of these
functional planning elements in businesses is broadly related to the stage of development
of the country in which they operate, but this is not a linear relationship because of

the influence of other factors such as: 1. uneven sectoral development within and
between countries: ii. the size of the individual business enterprise and iii, the

presence of a professional element in the management of the individual busineas,

1t must be emphasised that most business enterprises in LDC'as wil) either not even
have begun to plan their activities at all or will. at best, be deveioping a rudimentary
form of production planning and comtrol with perhaps some inventory control and simple
cash budgeting. Most enterprises in LDC's are owned by individuala or families who
tend 1o follow a policy of short -run profit maximisation perhaps due to:

1. uncertainty ahowt the future caused by the pohitical instability of the country and

inflationary trenda in the economy,

ti, the presence of a sellers' market otfering yuick returna,

Such behaviour by owneras is rational and undeistandable but, while it brings 1n- reased
1eturns in the short -term, it 18 neither conducive to the it roduction of advanced

managerial know - how nor to the betterment of the long-term prosp ecta of the organisition

The circumstances described above tend to produce over--emphasis of the production
fuaction. A production technician ia therefore in greater demand and more valued
than a person posseseing managerial skills, Since the technician is in high demand
his ""aspiration level’ tends to go up and he freguently attains high management office
for which he may not be trained,
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In developed economies competitive market forces compel inefficient enterprises

to close down or improve their efficiency. In the sellers market aitwation which
exists in LDC's a business is assured of a good profit on #a investment regardless
of its cost structure or the qulity of its producta; hence the inefficiency of its
management is neither discovered nor questioned, unlesa the owner is axceptionally
forward looking.

The owner-managers of business enterprises in LDC's (whether individuals or
families) can Mardly be expected to introduce planning systema and techaiques into
their organisations unleaa they are convinced that such advanced management methods
will satisly certain perceived needs within their busineases. Aa long as the
busineases are making satislactory profita, as they tend to in the protected sellers’
market conditiona, thers will be little impetus to chaage their short-term profit

maximisation policiea,

The owner -managers of business entsrprises will generally see their planning needs,
if they recognise any, as being confined to the production area and, possibly, finance,
They will not be concerned about such other conaiderations aa manpower. marketing
and research and development,

The types of techaical assiatance which are most likely to be favourably received and,
more importantly, made proper uwse of by most businesses ia LDC'a will therefore be
orionted towards production and {inance. Help ia these areaa will be useful and
appreciated, not because the owner/ managers subecribe to planning philosophy, but
merely because they regard production and {inance, especially the former, aa being
the key to their auccess.

Belfore most businesses ia LDC'a are ready (o receivs and wee any further assistance,
other than (a the areaa indicated, ® will be necessary (o educats the avaer /managera
in planaing philosophy. The benefits of planning their affairs ia a systematic way
will have to be demonstrated to them,
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Two years ago the £.1. U, was engaged ia a wide-ranging study of the needs of

business enterprises in Ceylon. Businesses were examined in all industrial sectors
which included chemicals and chemical products, textiles, plastics, tanning and

leather products, rwbber products, wood products, light engineering and metal products,
food and agricultural processing, and so on. Although there were differences in the
precise needs of each sector, the E. 1. U, 's conclusion was that the general needs of
Ceylon's businesees, 50 [ar as planaing control and information systems were concerned,
were of a simple and basic kind. It was concluded that development of Ceylon's
industiries had not reached the stage where highly sophisticated application of planning
and control systoms was appropriate or desirable. The E.]1. U.'s recommendations,
therelore, were focueed on simple applications of production planaing and control,
matorials planning and control, cost control and management information systems,

The E.1, U, recognised, however, that as businesses ia Ceylon grew and market
conditions changed the management needs would alter radically,

42



PART LI, THE CASE STURY: TURKEY

FACTORS INFLUENCING THE
MAXAGEIMENT OF BUSINESS ENTERPREES )

Mieterical, Social and Cuiturnl Recksreund

The medera republic of Turkey was eatablished as & sosular state ia the 1920's
by Kemal Atatwrk. He instituted wide-reaging referms - ameng them, the
adoption of romaa script, abolition of Koranic seheels aad curtailment of the
power of religious (Mosilem) leaders - designed to briag Turkey [irmly imo the
twentioth contury.

Newever, ia present-day T.rkey, over 66 por ceat of the pepulation still eke out
Meagre mistences in small villages where the predomiaant way of lile is subsistence
larming. Accerding to official ligures, about half the total population is illiterate,
bt the true etont of illiseracy is probably much highee. The pre-Ataturk
traditions and values are still surprisiagly streag. Ia the last 20 years new Koraaic
scheols and mosques have been opened, aad in a receat survey amoag villagers
slmest two-thirds of them iadicated that the person they looked up to most was not
Ataturk but the 'imam’ or religious leader.

Unfortunately, the Meslom f(aith encourages beliovers 1o accept their present ot and
the status quo. b therefore supperts the traditional way of iife and acts as an
chatacie 10 dovelopment and iadustrialisation.

The maia poiitice! parties have ia recent yoare increasiagly boen weolag the psasant
vate and this has menmt & weahouning ia the effort 10 restriot coasumptiona ia favour of
oncouraging investmont aad aloe ia the determiantion %0 mederaise the outlook of the

vast majprity of the pepulation.

Turkey is ia fact caught betwesen the demands of the majority of the population for
a greater immediate share of csossmic advanse, aad aa intelloctual olite - backed
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by the Army - which believes ia medernism. The eeaflict io likely to continue for
s loag time. The intellestual minsrity loshs 1o the West and it favours change.
The majpriy resists chaage aad elinge to tradition.

Until the firnt world war Turkay wastheheadof a large empire. The educated
classes made careers oither ia the sivil servies or the army, both of which
offored status and sosurity. R was (rowaed upea for aa educated person 1o enter
COMMeOrce or industry. As & result, these setivities remained in the hands of
minsrities: Armenian, Jowioh and Gresh. Akhough these minoritiss number oaly

oMo 130, 000 in total, they still eneveises a diopropertionate iallueace ia commerce
ond industry.

Over the last 30 yeare there has however, boen a considerable change of attitude
towards business in general. The civil service no loager enjoys the uarivalled
otatus and sscurity A formerly had. On the ether haad, private iaduetry offers
good salariss, and the mumber of epeniags lor professionally Gualified people has
axpoaded greatly, In conseguense ladustry has beea able to attract much better
educated and trained people into its reaks.

Turkey has uadergone traumatic shaages ia the last 30 yeare and Ms ourvived
many of these. There is uadoubtedly ia the country a capacity to cope with
isasvation and advancoment and & desire 10 learn. Yor about 10 years now Turkey
hes been poised on the verge of sconsmic take-off but the present period of political
uagertainty is uadeubtedly causing s sonsiderable slow-down of the economy.

Iaiitiesl Factory

The politicsl entustion ia Turkay has ast besa particulariy stabdle over the last 20
yoare; there have boen 3 devalustions, 3 military coups aad eevers! irregular
chaages of direction in government palisy. The result has been an uacertaia
climat e [or iaduetry to oporate ia, bath ia the private and ia the public eector.
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i. State Emerprises: The rele of the public secter in the couatry has been con-
siderable, both in the plans drawn up since 1963, and in the considerable public
ownership of industrial enterprises, which accoumt for abou! one third of total
GNP. The origin of the State Economic Emerprises SELs) goes back to the
1930's: after waiting for a considerable time for private industry to develop, the
Covernment. conscious, among o'her [actors, of the rapid growth of the Sovid
sconomy, decided 10 8t up e own corporstions. These have become increasingly
important. ina 80 [ar a8 they comrol many sectors of the economy, perticularly
heavy industry. Their access to geverament {inance enadles them to escape the
strait- jacket of uader-capitalisaiion, which coafines private emerprise in Turkey.

Their close involvement with the Development Plan, which is compulsory for the
public sector and indicstive oaly for the private sector, [acilitates their long-term
busianess planning. It slso means that they are iavoived at all stages in
Goverament plams for regional development or [or sectoral encouragement.

Nowever, the sta's emterprises aloo suller {rem their political connections.
Directors-Genersl are changed whenever there is a change of Government and the
average lengih of service of a D-G is 18 months. There 1 also considerable
overstalling because the power of the management to dismise employees is
restricted. However, it is part of pregramme of the non-politicul goverament

i force ia 1971 10 divorce the SKEEs from politice and 10 (&t them operate ina

mere "commercisl" way. It is alee part of the goveramont's intention 10 encourage
each SEE to set up 1ts own planaing department.

A further coasiderabie problem arising [rem close ties between the government
and the SELs is to do with the level of employsed salaries: the salaries of
managemont stall are genred to these of civil servants of equivalemt runk which
are well below the sqlaries paid ia the private secter of business.

ii. The Plam The first five-year development Plaa was imtroduced ia 1963, and
the second pisa ia 1968. The third five- year plaa curreatly beiag prepared will rua
from 1973 10 1977. Winhia ench Plaa, oa sasusl pregramme 1o prepared sach yoar
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covering specific projects and targets for that year. Overall the plans set & 7
per cent anaual rate of growth of GNP: duriag the period up to 1970 the real rate
of growth was about 6.5 per cent.

In the [irst five year plan there was littls consultation with the private sector,

which nevertheless exceeded its targes, though much of its growth was in

ocoastruction and real property rather thas ia industry. The constant changes of
pelicy have discouraged the private sector and certainly during the latter part of

1976 and in 1971 there has been a sharp decline in iadustrial activity and in invest-
memt in particular. During the Secoad Plaa and in the present period of preparationfor
the Third Plan it appears that much clessr discussion is being encouraged between the
private sector and the state sector. During the SBecond Plan certainly much greater
reliance was placed ea privats enterprise, bt it is likely that the present government
will ia fact reverse this trend. This is likely to At in particular foreign investment and
jereign participation ia local industrial projects, which are currently at a complete
standetill.

ii. Byresveratic Control and Comtraiisation. The Turkish goverament controls the
asstivities of businesses in the privats sector through a multitude of statutory regula-

tions. Uafortuastely. these are not administered very officiently, and the resultant
bettlonecks and delays are a serious hindrance to the conduct of business affairs.

The underlying reason for the bottienecks and delays is the tradition of centralisation
ia Turkish admiaistration, Accordiag to one indormed source, there are over 1, 000
commoercial laws which regquire the personal istervestion of a Minister. All this
means that the speed of decision making, and therefore - to some extent - of develop-
ment and change, is dictuted by the personal wishes and capacity of a very few people.

Seme goverament regulations, however, have beaelicial side effects for the individual
busincse emterprise. It was onacted some time ago that all investment projects with

an import content of over $300, 000 had te be the subject of a feasibility report. The
result, apparently, is that private businesees are now considering much more carefully
overy aspect of propesed projects, aad attention has beea focussed oa the general need
for plasning.
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Over the last 20 years the sconomy of Turkey has grown at a very considerable
rate, in spite of the unstable political situation. However, there has been no
major change in the structural distribution of GNP; even the growth of 10 per cent

a year of the industrial sector between 1963 and 1969 has not altered its percentage
of GNP, which stands at about 18 per cent. Agriculture accounts for between 25
per cent and 30 per cent of GNP,

One of the major problems of the economy has been that of foreign exchange: the
aeed to pay for imports and the foreign debt accumulated over the years has been one
of the main headaches of the planners and the politicians. The heavy dependence of
the economy on agriculture, which accounts for over 78 per cent of all exports (by
value) has meant constant fluctuations depending on the weather, and the uncertain
world prices of primary goods.

The three devaluations of the last 2 decades have caused, and in turn been caused
by, severe price inflation. Each inflation has encouraged labour unions to demand
higher wages and this in turn has caused further inflation.

i. Capital. The capital market in Turkey is as yet most unsophisticated. The
average saver might now be depositing his money in a bank rather than converting

it into gold, but there is little sign that long-term deposits are increasing. With
interest rates as high as 15-16 per cent, and on private mortgages up to 30 per cent,
there is no incentive either for the borrower to borrow long-term or for the lender
to think in terms of long-term ventures at a lower profit. The people who can save
are the professional and middle classes and, therefore, a large proportion of savings
has gone into private housing for owner-occupation,

The present legisiation relating to companies (or the lack of it) positively discourages
{nvestment in business. Companies with more than 4 or § shareholders are penalised,
and thus savers are given little opportunity to participate in the equity of industrial
enterprises. Reforming legislation has been proposed and discussed for many years
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but it has not yet been enacted. The Istanbul S8tock Exchange lists the stocks and
shares of comparatively few companies and trading occurs in only a few dozen of

these.

The dearth of money means that industry generally is uader-capitalised. One
consequence of this is that a great deal of plant and equipment is obsolete, with
resultant breakdowns and production bottlenecks.

uring | tr

The overwhelming majority of Turkish industrial enterprises are very small

units of production. According to a 1963 survey only 6, 476 out of a total of 185, 000
manufacturing units were classified as 'large' (a 'large’ enterprise being one
employing more than 10 workers, if it had no motive power, or more than 5 workers
if it had motive power). The large private manufacturing units are most numerous
in the food industry (1,257), textiles and clothing (1, 429), metal products (691),
ohemicals (491) and forestry products (374).

All of the 'small' enterprises and most of the 'large’ ones are owned and managed

by individuals or families. However, as the number of 'large’' units increases -

the total number had reached 7, 000 by 1966 - the percentage owned and managed by
an individual or a family declines. However, family ownership of businesses will not
decline until legislation is enacted which will encourage the channelling of savings into
business enterprises through shareholdings in companies.

Almost without exception Turkish manufacturing industry enjoye '‘setlers market'
coaditions. The average level of import duties is high and when local manufacturs of
a product is begun for the first time, imports are cut or the level of duty put so high as
to make their price prohibitive. It is officially appreciated that new industries will
charge high prices initially, but the power to authorise "regulatory' imports to
oouster high local costs and prices is rarely used. A high local product price is
accepted on the grounds that the import bill must be reduced as a prime national
ebjective,
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Within this protected market, manufacturers can generaily sell ali or almos: sll their

output particularly [ they are in consumer goods sectors, without too much difticulty,

and they are decidedly production oriented.

However, there is an awareness among the more torward- looking businessmern that
increasingly competitive conditions can be uxpected to develop 1n coming years.

Turkey is now an associate member of the European Economic Community. It s due

to become a full member oy 1982 and all barriers should be removed by 1994,

The general opinion 1n government circles seems to be thal Turkey has at most 10
yesrs 10 which 10 increase and diversify its indusirial base and to hoist the

efficiency of 118 business enterprises up 10 a reasonabie ievel. Afier that, 1t s

folt that the stirength of competition from her EEC puriners might weil strangle for ever
any 1ndigenous enterprise.

19



CORPORATE PLANNING PRACTICES
ANRD NEEDS OF BUBINESS ENTERPRISES

Geaerally speaking, Turkish industry, whether publicly or privstely owned, cannot '
be described as being efficient. Ome of the difficulties it has to comtend with is
under-capitalisation and there is certainly a need to widen the application of modera
techmology. However, the greatest deficiency (a Turkiah business lies in its

management. Despite the fact that there is a growing body of professional managers

in Turkey who are finding rewsrding careera in busineas, the sverage business is

still owned and managed by sn individual or family quite uaversed in modern

management methods and techniques. in geaeral, there 15 little or nc systematic planaiag
of busine® affsirs snd the sverage enterprise merely reacts to its enviroament.

However, "'merely reactiag'' gives most ownera a satisfactory return oa therr

capital and they therefore see no reason to change their ways.

Beocsuse their circumstances are rather different it will be advantageous to diacuss
the Mate Economic Enterprises aad private sector businesses separately.

Bate Ecosomic Esterpr

The background to the BEE waa sketched in the preceding section of this report. They
are large enterprises engaged in a wide reage of activities in agriculture, manufacturing.
miniag, power, transport and various other servioe industries. A great variety of
organisational structures prevails, dependiag on the specific circumstances - when,

haw and under which law, the particular esterprise was founded. Some are coatrolled

by development banks: thus the Sumerbank coatrols state activitiea in the textile sector,
Btibaak coatrols the state miniag emterprises, etc.

Various goveranment commissions have bosn appointed to consider, and recommend
solutions for, the problems of the SEEL &here is a committee appointed by the
Prime Minister aitting at the moment) and these have defined the major difficultien
as;



- political appointments at the top, with frequent changes

- chronic over-staffing
- weaknesses in organisation, finance and accounting

- political interference in investment and price policies and personnel administration.

The recommendations incorporated in Law 440 of 1964 state that enterprises would
be avtonomous, would be run on commercial principles. that management would be
full time and qualified. and free to make all appointments and policy decisions,
including those relating to investment.

However the principlea incorporated in Law 440 have been applied only to a limited
extent. The financial and structural reorganiszation has hardly started. Commercial
principles are largely or partly ignored and the dominance of extra-economic factors,
particularly in price policy, continues through the system of special treatment of
baaic goods. Law 440 provides that the prices of certain basic goods are determined
by the Bate and that losses so incurred be reimbursed to the enterprises from the
budget. Power, coal. cement, iron and steel, fertilizer, copper sulfate for
agricultural uses, merchandise transport are considered basic goods, whereas

augar and cereal prices are controlled for social reasons.

There are a number of efficient S8EE and many of the weaknesses of other SEE are

slso found in private sector enterprises. In many instances, at least in manufacturing,
it would appear that the basic difficulty of assuring efficiency 18 to be found in the
isolation from international competition behind high protection. in addition, there
hMave been improvements in the economic and financial performance of some of the
SEL. The estimates of the First Plan of funds generated by profits and depreciation
by SBEE of TL 5.8 billion in 1963-67 were exceeded. Also the investments in the
sector expanded rapidly duning the First Plan indiocating increased ability to prepare
projects.
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Unfortunately, the SEE suffer from a constant drain of good people to the private

sector. Salaries and conditions in private sector businesses are very much better
than those which prevail in the SEE with the result that the SEE are losing many

of the best managers at middle and upper levels which they themselves have trained.
This obviously has a serious effect on the quality of management in the SEE.

The approach of the SEE towards planning (st least in relation to investment projects)
wss strengthened by the establishment of the State Investment Bank in 1964. The
State Investment Bank finances from § to 4 of the SEE requirements for funds, and

it has gradually introduced some measure of uniformity in preparing aud evaluating
S8EE projects which were previously not subject to critical examination and evaluation

by an outside institution.

The planning that 1s done 1n most SEE tends to be a rather unsatisfactory form of
derivative planning. The objectives of SEE are handed down to them by the

government of the day. Unfortunately, these objectives are all too frequently

changed and, in addition. any particular set of objectives is likely to contain conflicting
elements. Also, it seems that the S8EE are rarely given clear cut priorities which

would enable them to develop their own hierarchy of objectives.

The SEE are also seriously hampered from the point of view of strategy formulation

snd selection because strategies are also frequently imposed on them by the governmeant.
As mentioned above, the government of the day often dictat es their pricing and
personnel policies and their investment decisions.

To s considersble extent, therefore the SEE in Turkey are instruments of government
policy. From a planning point of view they operate under severe constraints. Having
their objectives set for them in sn unsatisfactory way, and their choice of strategy
limited, the SEE lack the freedom to manoevre which planning philosophy assumes.
Also, the development of planning processes is hampered.
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From a functionalviewpoint, the planning emphasis in SEE is on production:
financial planning 18 done but probably not very well. Manpower planning is made
difficult by the intrusion of government policy. Market planning, where it is
carried out at all, is at a very rudimentary stage. Research and development is

rather neglected but project planning has improved in recent years.

A factor which indicates ineffective corporate planning and implementation in the
SEE is the persistent tendency towards centralisation. Too many decisions are

referredto the top and there 18 a reluctance to delegate. Furthermore, it is at

the top of the SEE that the greatest managerial deficiency 1s to be found.

Middle managers in most SEE are generally fairly competent. These are the

young managers who have benefited from the improved management education now
being provided by the umversities and. most importantly, by bodies such as the
Productivity Centre and the Turkish Management Association. The SEE are taking
the trouble to educate and train their managers at the middle and supervisory

levels and this 18 very much to their credit. Many middle managers have been

sent on courses and seminars. Some have gained knowledge and experience 1n the
U.S.A. snd U.K. Most of the training at supervisory level is done on the job. How-
ever, the SEE have on the whole neglected to educate and train their top managers.
These are usually older men who commenced their careers before Turkey began to produce
professional managers and most of them do not appreciate that they, too, require
education and training.

81 Privat ‘18 cto

The types of privste business in Turkey which sre the most efficiently run and in
which modern methods and techniques. such as corporate planning, are employed
are those which sre partly foreign - owned. The large American and European
companies which operate internationally have substantial investments in Turkey and
their sctivities cover a wide sectoral spectrum: textiles, motor cars, oil and

petrol, car tyres, detergents, electrical durables, business machines, computers,
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and 80 on. All of these joint ventures benefit from American and European
management know-how snd expertise snd, although the quality of management
varies considerably, they are generally much better managed than most

indigenous enterprises.

Mo of these businesses do some kind of general planning of their activities which
is fairly systematic and comprehensive. Sometimes it is highly sophisticated.
Nevertheless. the sample interviewed pointed out the difficulty of trying to plan
intelligently in the Turkish environment Because of the uncertain poiitical
climate snd the strong infiationary trends there is a great tempation to opt for
short-term profit maximisation and to forget about the ionger term. A great
difficulty 18 the lack of information, especially market information. The
cumbersome government control machinery impedes quick decision making and,
furthermore, it 18 difficult to obtain good-quality indigenous managers. This
last problem 1s less serious in an old-established industry, such as textiles,
than in some of the newer sectors. Because of the government's exchange
restrictions, some of the businesses with a foreign element admitted candidly
that the key criterion in the selection of further investment projects is the

maximisation of remittable funds.

A few of the indigenous privatebusinesses stsnd comparison with the businesses
just described, but 8o far these are very much the exceptions to the general

rule in Turkey and aie. perhaps, no more than 20 in number.

An outstanding example 18 s large company which was orginally in the pharmaceutical
business and has since diversified successfully into such fields as ceramic ware

and paper products. Real planmng began in this company 1n 1964 but it

extended only 1n to the medium-term future; long-term planning was introduced

in 1968 by a British firm of consultaats. Today the company operates a comprehensive
corporate planning system which dovetaiis with s philosophy of management by
objectives. Managers at all levels are involved in the planning activity which is
designed to produce 5- year rolling plans.




Another example is, ia lact, the largest private business ia Turkey which has an
mormous range of activities. Ia this company s corporate planning department was

established only s few monthe ago as the culmination of planning offorts going back over 9

yoars, Comprehensive planaing is in its early stages ia this company but sl] the
essential ingredients for it seem to be present. The consultant who advised the
company on "how to plan planning’ was s leading U. 8. authority oa corporate planaing.

As mentioned earlier, such sophisticated planaiag systems are, ss yet, quite
exceptional ia Turkish business enterprise. Most businesses manage with very

little planning indeed. It is probable that the [actors which prepeiled the 2 companies
montioned above towards planaing were twolold.

i, the sheer size snd scale of their activities
il.  the need of the (amily owners to employ prolessiona] managers to sssist
them in their task,

Most businesses in the private sector of Turkish industry are very small snd the
individuals or families which own sad manage them consider that they sre perfectly
capable of doing the job themselves withowt any special educstion or trainiag. They
concentrate on production becs use the products sell themselves with little or no
difficulty. Labour presents no problems but s little cash budgeting msy have to be
done,

There are, however, quite s number of businesses ia vsrious industrial sectors
(e.g. chemicals, textiles, metal goods, etc.) which sre not small nor yet large.

It is the medium sized enterprise that begine to create problems for the individual
or [amily owner and it is in relation to such enterprises that the planaing needs in
Turkish private industry are most pressing,
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PART IV. APPLICATION OF THE CORPORATE PLANNING MODEL

o applying a corporate planning model, such as that outlined in Part 1 of this report

it is necessary to distinguish between, for example, the large conglomerate having a ,
multiplicity of products, locations and outlets and the smaller company with low
volume output and & minimum of outlets. Equally. the same distinction must be made
between the well developed industrial countries and the less developed countries.

The proposition therefo e is that what is required - indeed is essential - for the
effective development and control of the large conglomerate in the economically
developed country is not the same as what is required for the smaller enterprise in
the less developed country. Practical considerations in the less developed countries
compe! a pragmatic approach; in general, the necessary skills (in the corporate
planning sense) do not exist in such countries. That being so, the first requirement
is to give the assistance needed in developing these skills at the enterprise level.

To attempt this on the basis of sophisticated models is not considered to be the best
approach in the light of the capacity of the individual to apply the techniques recuired.
What is required is for practical assistance to be given in individual techniques at

the functional level in enterprises. Thus, the marketing, production, finance and
other functions should be assisted in developing basic skills and expertise. Until

this is done it would be quite unrealistic to expect them to comprehend the purpose of,
and need for corporate planning - let alone be skilled in its application.

The place of the functional ""building biocks" in & corporate plananing system can be
illustrated schematically as follows:
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Corporate Purpose
Objectives (Products, rhets, earnings otc.)

anl les
4
1

Ma .oun rruh.mm m-;-« Pc?'o.otnl
[} (] ,

Research Capacity Capital Budgets Productivity
Analysis Utilisation Revenue Budgets Incentives
Forecasts Sandards Prolit forecasts Training
Prices Quality Operating statements Development
Packaging Work Study Cash flow statements otc,
Delivery ote. ete,
Competition
otc. l

Results

Monitor

Performance tauunm
!

Re-appraisal

The above model is, of course, cyclical in the sense that input data is conetantly
being up-dated and plans reviewed,

The validity and value of such a model is undeniable. What is to be doubted is
whether it is applicable in its entirety at the enterprise level in the less developed
countries. Our experience leads us ﬁrnly to the view that at this stage in the
history of the loss developed countries a more practical and pragmatic approach is
required and that this should concentrate on the introduction of techiques relative to
each function as broadly outlined in the model. Omly when the stage has been reached
where the managers have acquired, and bave hac experience in applying, individual
techniques would it then be possible to consider the integration of the functional plans
lito a coraprehcnsive plan for the whole business. It is for this reason that we
recomme.d that technical aid should, initially, he Cirected towards assiati..

i 7k nle o o eoterprises in tho leas cevelnoped cautries to learn anc apply the
cecuired technlaces at the functiona! 1 el
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To elaborate on the concept of providing assistance at the functional level we have

prepared the following synopsis of the building blocks inherent in such an approach,

Production

Planning

Inventory Control

Plant utilisation

Flow line and/or batch production methods

Development of standards [or materials, labour and processing
Elimination of bottlenecks

Reduction of rejects and rework

Quality control

Preventive maintenance,

Finance

Cash flow projections using DCF techaiques
Forward Budgets - Capital
- Revsnue
Management accounts
Cost accounting
Operating statements
Credat control

3. Manpower/Personnel

Systematic recruitment

Productivity achemes

Incentive schemes

Job descriptions/evaluation

Staff training/development

Executive development/career progressioa
Management by objectives,
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1, Murkeung

Simple and basic research iato, and forecusis of:

Production }
Coansumption )
Demand )
Level of Imports)
Level of exporis)

as a basis for
sstimatiag total market

Competition ) as a basis for setting market targets
Market shares) and determining productioa requirements
Price ) to improve
Packaging ) "
Distribuion) competitive positioa

5 2 8 8

The techniques to be applied 1n this connection necessarily cut across the various
functional areas, What the E.1. U. has 1a mind here is the provision of adequate
information which will form the basis for sound management decisions. The information
system should ensure that management receives regularly (monthly, weekly or daily as
the case might be) the critical data which it requires, This 1s bound to vary from one
business to another and may, for the sake of illustration, include the following:

- dely production figures/stock movements/reject rates, etc.

wee.:ly sales figures, direct costs, etc.

monthly operating statements, cash projections, debtors and creditors’ analyses,
stalf position, etc.

- quarterly market iatslligence reports, ¢.g. market share, priciag, competitors'
postures etc.

6 [RumdD

Manufacturiag methods
Manulacturing standards
Materiala specilication
Value anslyers,
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PART V. CONCLURONS AND RECOMMENDATIONS

LESS DEVELOPED COUNTRIES IN GENERAL

The E.1. U, is convinced that there is & real need for planning assistance to be given
to business enterprises in less developed countries. I is recommended that such
help should be given, so far as possibie, at enterprise level and that it should mainly
be of & simple and basic kind,

Most business enterprises in LDC's are small in sise and they operate in sellers’
market conditions. Their current needs are, therefore, not for sophisticated
internal planning systems but for simplified management aids in the following areas:

i. Production planning and control (plant capacity - utilisation - rates of output -
quality control - preventive maintenance etc.)

il. Materials pianaing and control (specification - rates of usage - lead and lag times

- maximum and minimum stock levels, etc.)

iti. Financial pianaing and control s outlined in Part V)

iv. Management control information systems@s outlined in Part IV),

Some business emterprises, usually to be found in relatively advanced LDC's or in
highly developed sectors, require assistance of a more sophisticated kind. These
will be larger emterprises encowntering probiems linked with changing market
conditions and the growing scale of their activities, but even these companies in the
maia - do not require highly sophisticated systems. The most useful form of assistance
is dictated not only by need but by the ability of the business management to make
proper use of it. Before comprehensive planning can effectively be carried out in &
business there has to be a "supporting infrastructure” of management methods,
techniques and sheer competence in existence. The emphasis in programmes of
asnistance should therefore be to construct the "building blocks"” within enterprises
on which more comprehensive planning systems can be built at a later stage.
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Ths nseds of these more advanced business enterprises in LDC's will be discussed
further in the recommendations relating to Turkey.

Most LDC's suffer from a great shortage of professional management in business.
This is a basic infrastructural deficiency which is, perhaps, beyond the scope of the
kind of technical assistance programme which UNIDO has in mind to deal with,
However, thsre is a need to focus the attention of the existing cadre of professional
managers in LDC's on the role and usefulness of planning in business, and in particular
on the importance of gradually building up a planning capability within the individual
business. In this connexion, UNIDO might consider assistance with a programme

of seminars focusing on business planning in which experts with experience of corporate
Plaaning in developed economies could participate with local experts \n management
and the managers from the more advanced local business enterprises. The

emphasis in such seminars should not be on theory but on the practical problems of
local businesses,

At a much lower level of sophistication, the planning needs of most business enter-
prises in LDC's might be met by providing expert help to individual business enter-
prises in the areas of production planning, materials planning, financial planning
and managsment information, As mentioned earlier the technical help required is of
a simple, basic kind but the task of the expert would bs not only to install the systems
but also to educate the (usually owner) managers in their use on the job. Obviously,
the selsction of individual entsrprises to be assisted would be done in close
consultation with the appropriate government department in each LDC and with the

assistance of local chambers of commerce, management bodies and so on. The

participation of local experts in such programmes of assistance would be vitally important

partly because of their knowledgs of particular local conditions and problems, partly to
eagure the continuity of the work and partly to give them more consultancy experience,
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The E.I.U. suggests that the following criteria might be applied by UNIDO in

selecting the sectors to be assisted within particular LDC's,

i, it should be an expanding sector of industry capable of making a real contribution

to the growth of the economy as & whole, the provision of jobs, etc.
i1, the sector's development should fit in with the government's development plans.

iii. the sector should be contributing increasingly either to the import-substitution

sffort or to the export effort.

iv. there should be some evidence of technological development in the sector.

80 far as the individual enterprise is concerned, priority should be given to the firm
which is experiencing management problems, and this will usually be a medium-sized

or large enterprise in sectors or economies in which market conditions are changing,
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TURKEY

Turkey is a relatively advanced developiag country. Evan so, there is little evidence
of systematic planning in moat of its business enterprises.

The planning needs of the great majority of Turkish businesses are therefore similar
to the needs of mostbusinese enterprises in LDC's, as outlined above, and the
recommendations for assistance programmes to LDC's in general are valid for the greater

part of Turkish business,

However, it is necessary to give separate consideration to the neede of the State
Economic Enterprises and those of the medium-sised and larger private enterprises
in Turkey.

sais E c Eniorar

It was stated in PartIil of this report that the weakest element in the management of
the Turkish SEE is at the top, partly because the key posts are political appointments
and partly because most other holders of high office are of the older school of

Turkish managers who generally lack professional training in management, have little
understanding of modera management methods snd are reluctant to learn.

It is difficult to see how the SEE's can be helped to improve their business planning
in the present circumstances in which they are given badly formulated objectives
which are frequestly changed sad ia whioh there is conatant government interfereace
with strategies and policies.

MHowever, if goverament policy towarde the SEE is changed and if, as i ocurrently
proposed, they are givea much more autonomy and are allowed to run their affairs

oa more striotly "commercisl' lines with the minimum of state interference, there will
be sn excellent opportunity to help the BEE to develop effective corporats planaing
systems. Should these circumstances arise, the E.1. U, recommends that a consultancy

programme should be mounted with the following aims;
63



i, to help the S8EE to formulate meaningful sets of objectives on the achievement of

which their efforts can be focused,

ii, to improve the existing planning processee so as to secure the involvement of

managers at all leveis and encourage initiative and innovation.

iii, to educate and train the management of the SEE - especially at the upper levels -
in planning philosophy and methods.

Such a consultancy/training programme would requirs the participation of both
foreign and local experts.

iv Egterprise

Turkey has a higher proportion of large or medium-sised businesses than moet LDC's
simply because it is at a relatively advanced stage of development. As mentioned in
Part III of this report eome of the larger indigenous enterprisee have developed
seemingly effective planning systems but such sophistication is exceptional, The
E.1. U, 's evidence indicates that thers are many indigenous private enterprises 1n
Turkey which are sxperiencing problems connected with their size and growth (not

80 much with market changes yet because most industries are st1ll well protected)

and which would benefit greatly from assistance with planaing.

it was not possible, in the course of this general first look at the situation, to

identify precisely the sectors of industry in which such business enterprises are
mainly to be found (although they certainly exist in the textile, chemicals and metal
preducts sectors) and the E.1. U, therefore recommends that further work needs to

be done in this coanexion and also to ideatify the precise needs of the sectors and
individual enterprises selected for assimance. It appears, from the E.1. U, 's brief
studios, that the greatest needs will be ia the areas of production planaing, materials
planning sad financial plananing, and ia consexien with masagem eat information systems



‘ and cost control. A particular need in Turkish industry is for improved quality
control. In view of the increasing power of trade unions, some firms may need help

‘ ' with manpower planning, and a few may now be thinking in terms of markst planning.

The E.I. U. strongly recommends that assistance with these problems should be given

at entsrprise level and that there should be a strong slsment of management training
in the consultancy work in sach case.

The sucoess of any programme of assistancs to Turkish business eaterprise will
depend not only on its appropriateness and the quality of the foreign experts employed
to implement it but also on the effectivs participation of local people.

Psrhaps the best-equipped Turkish organisation in this respect 18 the Turkish Management
Association 1n Istanbul which 18 sngaged \n management consultancy and, through its
subsidiary division - the Management Devslopment Centre, in management training,

Its 25 full-time consultants have, since 1962. carried out a wide range of consultancy

assigaments and helped to train the 10,000 or so managsrs who have attended the
Centre's courses and ssminars. |

The Productivity Centrs in Ankars has also done sxcellsnt training work concentrated
rather more on the public sector,

Association which is currently planning to organise a series of seminars on corporate |
planning, if it can raise the necessary funds. The Productivity Aseociation is also |
plaaaing to engage in consultancy work,

The university facultiss of management (whioh exist at the Middle East Technical
Uaiversity, Istanbul Univereity, Beephorus University, Ataturk University and
Nacettepe University) are generally less highly thaught of by managers than the
organisations menationed above, largely because the teaching staff are considered to be
thooretical and lackiag in practical enperience.

l An orgaaisation which 18 becomiag well-known for its seminars is the Productivity i
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There is a clear need for assistance in management education and business planning

in Turkey. That this would be beneficial to the enterprise and - ultimately - to the
country cannot be doubted. It is encouraging that there are institutions in Turkey

who recognise the need and are endeavouring to satisfy it. However, their efforts
need to be extended and supplemented and, therefore, programmes of assistance on
the lines outlined above would make a significant contribution to the future development
of Turkey.

During the course of the study the E. 1. U, had discussions with & number of respondents
in Turkey. These dicussions included consideration of the need for, and methods of
application of, corporate planning. The general consensus of opinion was that there
was scope for the introduction of planning procedures, though there was some doubt
whether or not this should be attempted in the highly sophisticated manner implied by
the term '‘Corporate Planning''. The primary requirement at this stage in Turkey's
development was considered to be for assistance in specific techniques, applicable at
the functional level, as described earlier in this report. The E.1, U, concurs with

this view and recommends that technical aid should be directed towards this end.

It was not possible, within the scope of the present general study, to rank the
identified needs into a strict order of priority. The priorities are, in any case,
likely to vary from one industrial sector to another and also between business
enterprises in any particular sector. Before a programme of technical assistance is
mounted it will therefore be necessary to identify the particular needs of the
individual sector or business so that the most urgent requirements (whether to do

with production, finance or information systems) are given priority.
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ADDENDUM

The E,1. U, is currently engaged as an assignment in Nigeria. Although in its very
early stages it is possible to offsr some general and uapessimistic comments

in the context of planning at the state level and at the level of individual enterprises.

at 8 Level

The Federal Government and the Governments of individual states prepare 5 year
plans in which growth targets ars established for individual sectors of the economy,

Theoretically, these plans are transmitted, through State Corporations, to the level
of the individual enterprise. LEven if this 18 efficiently done - which is doubtful - it
is successful only in so far as it reaches those enterprises which are owned by
Goverament or in which Governmsnt has a majority interest. There is little

evidence that the private sector is substantially involved in this process.

8ince it is the position - with the exception of the distributive sector - that a very large
number of enterprises are either Government owned or controlled - it would be a
reasonable assumption that a fair degree of coordination and correlation is achieved
between Government plans and implamentation at the level of the individual enterprise.
However, on the basis of the E.I,U,'s, as yet, limited experience, this would not
appear to be the case. It is our view that the quality of management is poor, the

style of management isinmatureand that there is a lack of control and executive
direction and responsibility.

Fundamentally this results from a number of factors:

a. a high degree of Government involvement.

b. The existence of highly bureaucratic procedures which result in duplication
of effort and leagthy delays at the decision making stages.
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¢. The existence of nomrinal directors at Corporation and enterprise level who nave

no executive control over, or respoasibility for, the performance of those enterprises,

The state of the art - or lack of it - 18 characterised by an almost total absence of
operating reports at enterprise level, by the absence of clearly defined and well

reasoned targets and by the abseace of any attempt to measure and maiatain performance.

There 18 a general understanding of what is required. But equally, there is a serious

shortage of personnel with the ability to apply the fundamental principles of planning.

The inescapable conclusion must therefore be that there 18 an urgent need for

assistance to be provided in termas of education and n terms of the application of

planning techniques. That the economy of the country would benefit there can e

no doubt, GNP is growing - accompanied by inflation. There is a severe shoriage

of cash, even for those projects which have been approved, Existing enterprises

are not generating sufficient funds either to sustain growth or for re-investment i

new projects. On the basis of 1ts limited exposure to some projects coupled with

a very detailed analysis of one project in particular, the E, [, U. does not doubt tnat there
is much to be gained from the introduction and application of sound planning routines,
Indeed we would regard this as a matter of some priority in the sense that the potential

which we believe to exist is by no means being realised.

Plananing in the Private Sector

A very large number of companies in the private sector are owned by parent companies -
sometimes with minority Government participation. The E.1. U. has not had access
to these enterprisss but has had the opportunity to discuss the subject with individual

executives.




Our genersal impression is that planning is an important function in the development
of these enterprises and that this is undertaken in a logical and rational manner,

We were impressed with the calibre of executive with whom discussions were held and
therefore have no cause to doubt the validity of our information. In the sense that it

is possible to check on this without internal access, it is possible to observe that,
based on the results achieved (in terms of growth and assets and profitability) by the
few companies in the private sector in respect of which we were given this information,
there can be no doubt that their performance is incomparably better than that of the

few Government enterprises about which we have, as yet, any reliable information.
Using this yardstick we therefore conclude that planuning activities are an integral and
successful part of private sector operstions.

- —— —
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APPENDIX 1, DERIVATIVE PLANNING

The phrase 'derivative planning' is applied in situations where the individuai business
enterprise, whether publicly or privately owned, has to operate within a framework
of state development planning and is expected to contribute to the achievement of the
targets set in the state plan.

The connection between publicly-owned enterprises and the central planning body is
obviously closer than that which exists between private sector businesses and the
central planners. The public enterprises are usually consulted at the plan preparation
stage and their objectives are handed down to them in due course, usually through the
government ministry or department which deals with trade and industry, However,
the realism of the targets handed down to the public sector and the precision with which
these are defined varies greatly between countries, depending upon the degree of

sophistication of the government planners.

So far as the private sector is concerned, the channels of communication between the
central planning body and the individual enterprise are much less direct. Further-
mote, they are a means of transmitting information and not conveying instructions
because, whereas targets set in development plans are mandatory for public enter-
prises. they are usually only indicative for the private sector, The central planners
usually communicate with the private sector through the appropriate ministry which
hag contacts at national level with employers' federations, associations of chambers
of commerce and similar bodies. In some countries a separate consultative
machinery has been set up to facilitate two-way communications between the state

planning body and private sector business.

In the case of Turkey the State Planning Organisation, which is responsible for
producing the 5-Year development plans, has close contacts with the State Economic
Enterprises, but the extent to which due weight is given to the views of the SEE at the
plan preparation stage is open to question, The private sector is apparently not
consulted at all when plans are being prepared and the realism of the targets set for
the private sector is therefore to be doubted. The State communicates its plans to
the private sector through the Association of Chambers of Commerce and Industry and
similar bodies.



APPENDIX 2.

A Selection of Useful Contacts in Turkey

At UNIDO's request, the E. I, U, gives below a select list of people and organisations

which UNIDO might find useful if a programme of technical assistance with planning

is embarked upon in Turkey. The E,I, U. interviewed almost all of the people listed

@mong others) in the course of its field work in Turkey, but it wishes to emphasise

that the views, conclusions and recommendations made in the report are entirely its

own and are not attributed to any of the individuals or organisations mentioned below.

1.

Mr. Faiz Poroy

Secretary Genersl

Turkish Management Association
Meclisi Mebusan Cad, 323

Orya Han 6-7

Findikli, Istanbul.

Mr, Fahir Ozsoy

Director

Turkish Management Development Centre
(Address as for Turkish Management Association)

Mr. Nuri Cecigenc

- Founder member of:

Productivity Association

Yemisci Hasan Sokak

Kucuk 1s Hani, Kat 2

Karakoy, 1stanbul

- also, Director of Management Bervices
Eczacibasi (Group of Companies)

Levent

Istanbul

Mr. Bahaeddin Kayalioglu

Assistant General Manager

Industrial Development Bank of Turkey
Necatibey Caddesi 241-7

Karakoy

Istanbul.
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10.

11,

Mr, Gundus Pamuk
Planaing Co-ordinator
Koc Holding Company
Buyukdere Caddesi 97
Mecidiekoy

Istanbul,

Mr. Behcet Osmanagaogiu
President

Istanbul Chamber of Commerce,
Unkapani

Istanbul,

H. Teoman Baykal

General Manager

SADA Industrial Research & Consulting Ltd,
Mithatpasa Cad. 54

Yenisehir

Ankars,

8. Neset Omay

Union of Chambers of Commerce & Industry
Ataturk Bulvari 149

Bakanliklar

Ankars,

Mr. All Mansur

Managing Director

Ege Kimya Sanayl ve Ticaret A, 8,
Rihtim Caddesi

Karakoy

1stanbul,

Mr. R. Lawson
Managing Director
Santral Dikis
Cumburiyet Caddesi
Istanbul,

Mr. Ceyan

Director

Economic Development Foundation
Kent Sitesi, Kat 1

Kent Sinemasi Ustu

Sisli

Istanbul,




12, Mr. J.0. M, Roviands
Senior Industrial Develcpment Adviser
C.E.N, T.0, Secretariat
Old National Assembly Building
Ankara,

13, Mr. Aksit Kayslar
Head of International Division
State Planning Organisation
Ankara.

14, Mr, Tewnker
Head of Economics Department
Sate Investment Bank
Iamir Cad,, Turtes Man
Ankars.

18. Mr. Bulent Yasicl
Ak Bank
Findikli
1stanbul,

16, Mr. Margulles
Mamaging Director
Bula Biradarlar A, 8,
Bankalar Cad, 61/63
Karakoy
Istanbul,

17, Mr. D.R, Giresunlu
Genera! Director
Tour ism Bank
1stanbul,

18, Planning Department
Sumer Bank
Ankara,

19, Mr. Lorimer
Managing Director
British Petroleum Company
Effendi Cad, 63
Sisli
Istanbul,

20, Mr. Robert Kerwin
Ford Foundation
1stanbul,
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