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Foreword

by
8ir Paul Chambers, K.B.E., C.B., C.ILE.

In writing this book Dr Lutz has done a great service to all these people
who recognise that the crucial politico-economic question in many
countries today is the extent to which there should be state planning of the
economy. The question is posed in different forms and variants: should the
government draw up forecasts or targets and require, cajole, bribe or plead
with private enterprise to co-operate in efforts to achieve these forecasts or
reach these targets? Professional economists will acknowledge the com-
petence of the analysis and the careful documentation of the successive
French plans; for them this book is, to my mind, compulsory reading. But
the impertance of the subject and the clarity of the exposition will commend
the book to a much wider audience covering not only peoliticians and civil
servants who are trying to devise or to administer some plan or forecasting
system, but also to many business executives who are deeply affected by
decisions made in this field. The maintenance or ultimate demise of healthy
private enterprise is also in question.

A good deal has been published about French planning, or what has
sometimes been described as ‘indicative planning’; but the rare merit of
this book is that it is written objectively by somebody who is neither a
passionate advocate of French planning or any other planning system nor
one of those writers so emotionally opposed to any form of government
intervention that their conclusions are cbvious from the very first page.

The extent to which each successive plan in France has differed from its
predecessor as French ideas have been modified by experience is revealing,
but the time-lag between French experience and foreign views about French
planning is amusing; enthusiasm abroad for certain aspects of French
‘indicative planning’ has coincided with disenchantment in France itself.

Business executives, particularly those in large industrial concerns,
will be especially interested in Dr Lutz's analysis of the fundamental
difference between the forecasting done by, or on behalf of, a private
industrial enterprise and that done by a government. So often one hears a
glib statement from a politician who assumes that there is no difference
between the two; whereas, in fact, there is a big difference in the objectives
and in the methods adopted. I am personally aware of the frailty of
medium- and long-term forecasting of the demand and the supply of major
products in the chemical industry, of the capital expenditure which is
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desirable and of the profits that can be expected. Some years ago an
American chemical corporation made a most careful long-term forecast of
the consumption and price levels for polyethylene, but the results were
wildly wrong, world consumption being many times what was forecast and
price levels far below the lowest limit that was imagined. Undoubtedly
other forecasters! for the same branch came closer to the mark or erred in
the opposite direction. And one of the points emphasised by Dr Lutz is the
likelthood that an industry’s performance will be better if the different
firms in it make separate and independent forecasts of the inevitably
uncertain future developments affecting it than if they all rely on one and
the same forecast.

When it comes to adding together the forecasts of different firms and
then of different sections of industry for the purpose of constructing a
national plan, fresh problems arise which indicate that the forecasts will
almost certainly be biased. For example, in practice no big industrial
consumer of power in Britain will want all his operations cut back or
breught to a standstill by a shortage of power. A margin of power capacity
owned by the power authority is for the users altogether preferable to a
marginal shortage; estimates of requirements are, therefore, likely to be
on the high side. The same is likely to be true, for example, of the require-
ments of the textile industry for man-made fibres and other materials even
when those who are making the calculations believe that they are being
quite objective.

British experience shows how the preparation of national forecasts may
lead to a mutual deception which is quite unintentional. A government sets
a target for a growth rate which is optimistic; the buying requirements of
different sections of industry to achieve such a growth rate will appear to be
sound evidence to the corresponding supplying sections of industry which
will lead them to over-estimate their requirements. The more comprehen-
sive the forecasting the more complete will be the mutual deception.
Starting with a national target for a growth rate based upon political
aspirations, the chances are that a national forecast will do much more
harm than good.

There is another aspect of the subject which Dr Lutz’s account of
French experience illustrates. It is that in sectors of industry where there
is rapid technological change, forecasting is particularly hazardous and

L duthor’s note: The French 3rd Plan greatly gver-estimated the 1961 national cutput
of polyethylene, and the 4th Plan slightly over-estimated the 1965 output. (The *A*
realisation-index as defined below, p. 70, was 42 per cent in the first case and 96 per
cent in the second.)
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unreliable. This is certainly the case in the ¢chemical industry and in other
science-based industries where world demand and innovation, rather than
demand or developments in a particular country, must determine plans for
capital expenditure. For such industries a national plan, whether of the
French variety or such as we have had in Britain, is so incomplete as to be
useless or even misleading.

Dr Lutz argues cogently that generally speaking forecasting by the public
authorities for industry, even without the enforcement of a national plan,
is inconsistent with and can be damaging to private enterprise. This con-
clusion does not, however, mean that for industries where world production
is, for technological reasons, concentrated in a few giant concerns there
would not be some merit in the assessment by some private (not govern-
mental) organisation or organisations of future world demand and of plans
for extending productive capacity. Such assessment would be based upon
information voluntarily supplied and would be recognised as being of
limited value, particularly if the figures for Communist countries are not
available.

For readers more interested in theory the author’s discussion of the need
to maintain competition in forecasting as an essential condition for the
healthy operation of private enterprise is fresh and stimulating; so is her
analysis of the major problems of attempting to draw up a mathematician’s
model for a country’s economy as a whole with the object of arriving at
decisions whether of a national or sectoral kind, What she says here will no
doubt be fiercely contested by ardent apostles of economic models, but
most business executives who have to make major decisions on capital
expenditure will share her scepticism about the possibilities of reaching a
stage when long-term forecasting, which includes forecasts of scientific
discovery, can be relied upon for national or sectoral economic decisions.
It is difficult to resist her conclusion that a single national plan cannot
supersede a multitude of individual plans for an economy retaining market
mechanisms and decentralised decision-making, or her dismissal of the
claim that there has been discovered a form of central planning of the
economy which is ‘non-interventionist’ in character.

September 1968
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Author’s Preface

The present book is comparatively short and its purpose a correspondingly
limited one. Its aim is not to give a general description of ‘French’ plan-
ning’ along the lines followed in some of the earlier books on the subject,
but to concentrate on selected aspects which appeared to need deeper
analysis than they had received previously. It does not pretend, either,
to provide an exhaustive economic history of France during the roughly
20 years since French planning began, It refers only to those facts and
events which seemed most immediately relevant to the main argument.

The text was completed in December 1967 and does not, therefore, deal
with the ‘revolt” of May-June 1968 and with its possible consequences
in terms, for example, of a more thorough-going ‘reform’ of the firm,
entailing more *participation’ and ‘contestation’, than had been promised
in the summer of 1967,

During the several years that the book was in preparation I benefited
from conversations with numerous people in Paris. Among those who are,
or were, on the staff of the Commissariat au Plan, MM. Pierre Massé
and Jean Ripert, Professor Bernard Cazes and M. Frangois Le Guay
should be specially mentioned. Members of other institutions who were
helpful in various ways include Professor Maurice Allais (Ecole des
Mines), Professor Jean Bénard (Centre d’Etude de Prospection Econo-
mique & Moyen et Long Termes), Dr Emil Claassen (Centre National de
la Recherche Scientifique), Professor Frangois Perroux (College de
France and Institute de Science Economique Appliquée) and M. Jacques
Rueff (Institut de France). I was also privileged to attend meetings of the
Congrés des Economistes de Langue Frangaise, of the Société d’Economie
Politique, and of the Centre d’Observation du Mouvement des Idées, at
all of which I made useful contacts toe numerous to mention individually.
A special word of gratitude should have gone to the late Daniel Villey
(University of Paris), who was responsible for making many of these
contacts possible, and whose interest in my work on a subject 2bout which
he had himself often written and lectured was a constant source of en-
couragement. I cannot adequately express my debt to this lost friend.

Finally, my thanks are due to the Relm Foundation for financial
assistance, and to the several members of the Institute of Economic
Affairs who, besides making editorial suggestions, carried the major part
of the burden of seeing the book through the press.

London v.L.
September 1968
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A New Kind of Planning






I Introduction®

1. The rise in popularity of French planning

France’s planning experience is now some 20 years old. The 1st Plan was
drawn up in 1946 under the supervision of Jean Monnet. Originally
intended to be a four-year plan spanning 1947 to 1950, it was later extended
to 195253 in connection with the European Recovery Programme of the
United States, where it was officially welcomed as a way of assuring that
France’s share of Marshall Aid would be used for the approved purposes.
The 2nd Plan ran from 1954 to 1957, the 3rd from 1958 to 1961, and
the 4th from 1962 to 1965. The 5th Plan covers five (in place of four)
years from 1966 to 1970, and the work of preparing the 6th Plan began
in 1968.

The Monnet Plan attracted considerable attention abroad, partly
because of its tie-up with Marshall Aid, and partly because of its strong
contrast to the methods adopted by other countries, such as West Ger-
many, for achieving the same ultimate ends. In the period immediately
following the Monnet Plan, foreign interest in French planning subsided
and during the 1950s the aspect of France’s economic performance which
drew most comment abroad was the successive waves of cost and price
inflation, leading to balance-of-payments difficulties and to the ultimate
necessity of taking stabilisation measures. A very rapid inflation had taken
place during the early post-war years, especially up to 1948. A second wave
of inflation started in mid-1950 (at the beginning of the Korean boom)
and lasted until 1952, when it was arrested by measures of credit and fiscal
policy taken by M. Antoine Pinay, There followed three years of price
stability. A third wave began in 1956 and gathered strength in 1957 provok-
ing, despite a de facto devaluation of the franc by a little over 17 per cent
in the summer of that year, the serious balance-of-payments crisis of the
first half of 1958. This crisis compelled the drastic programme of financial
rehabilitation carried out at the end of the year (again by M. Pinay) on the
basis of recommendations made by an official committee under the chair-
manship of M. Jacques Rueff. These measures were of 2 highly “orthodox’

t Throughout the book references to publications cited will usually mention only
author and date. The titles and sources are listed on pp, 188-92.
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A New Kind of Planning

character directed towards reducing the budget deficit, slowing credit
expansion, and giving more play to market mechanisms, They also in-
cluded a new devaluation of the franc, the second since the general Furop-
ean currency alignment of September 1949 and the seventh since the end
of the war. The two devaluations of 1957 and 1958 together amounted to
approximately 30 per cent.

Even in France the 2nd and 3rd Plans attracted comparatively little
attention. The government did litile to bring them before the public eye,
and press references to them were rare. It was not until the 4th Plan was
being prepared that interest began to increase. ‘The Plan” now became the
subject of almost daily references in the press. It began to be treated as
one of the major themes of national economic and political life, and struck
a large part of French intellectual opinion with the force of a new religion.
One reason for this change was doubtless the public blessing given to the
4th Plan by General de Gaulle, In May 1961, the General exhorted his
countrymen to regard the achievement of the aims of the 4th Plan as an
‘ardent obligation’ and to make the Plan ‘la grande affaire de la France'.
Another reason, however, for the increased interest was that ‘the Plan’ had
found, in the person of the new Commissaire au Plan, appointed in 1959,
a spokesman who was able to provide it with theoretical foundations, a
‘logic’ or ‘philosophy” (to use his own terms)} which for a time at least
persuaded many people that a new form of central planning of the economy
had been discovered. The esteem in which French planning came to be
held, not only in France but also abroad, during M. Pierre Massé’s period
of officel owes much to his influence.

The rather sudden ‘discovery’ of French planning by foreign economists
and governments at the beginning of the 1960s was probably not un-
connected with a further factor, namely the new state of economic health
which France was then enjoying as a result of the Pinay-Rueff reforms of
late 1958, and of the fact that the rate of inflation of the cost and price
level in France was lower relatively to that in other countries than it had
been previously, In 1959 and the next two years or $o France’s products
were clearly more competitive on world markets than they had been for
some time. Her balance-of-payments difficulties had ceased. And in
1960 the rate of growth of her gross national product was again high after
the slowing down caused by the disinflation made necessary by the financial
crisis. The Pinay-Rueff measures could not, except by a very large stretch
of the imagination, be considered a part of ‘French planning’. Their
consequences, however, had made France’s economic performance look

1 M. Magsé retired from this office at the end of 1965,
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much better by 1960-61 than in earlier years, when the average rate of
growth had been equally high but accompanied by financial instability.

Foreign observers began to take notice that since 1950 France's econ-
omic growth rate had been remarkably high and comparatively regular,
and many concluded that a large part of the credit was due to French
planning.?

2. Comparative growth rates

The ‘evidence’ generally cited for French planning was the annual rates
of real growth in the gross national product in various countries caleulated
from the statistics of the OECD. The figures are, of course, subject to the
usual reservations concerning exactitude and comparability; and some of
them have been revised, though not radically, since the time of which we
have been speaking. The rates shown in Table 1 are based on the revised
figures.

From this Table it appears that between 1950 and 1961, the terminal
year of the 3rd Plan, France’s average growth rate was higher than the rates
achieved in Britain and the United States, but not higher than in West
Germany, Italy, and the Netherlands, The same holds for the longer
period up to 1965, the terminal year of France’s 4th Plan. On the degree of
stability of the growth rate, if we take the ‘coefficient of variation’ as the
measure, France had a better record over the period of 11 years 1951-61
(and over the longer period up to 1965) than the United States, the United
Kingdom, and the Netherlands, but not better than Germany or Italy. We
should remark that in France the growth rate for industrial production
inclusive of building was considerably less stable over the period 1951-61
(coefficient of variation 0-54) than the rate for the gross national product
as a whole, and, as we should expect, the rate for agricultural output was
still less stable (coefficient 2-05). In six® out of the 11 years, however, ahigher
than average growth rate for industry coincided with a lower than average
(or even negative) rate for agriculture, or vice versa. Thus part of the credit
for the stability of the growih rate of the gross national product belonged
to ‘chance’, or atmospheric conditions.

There are two interesting features about the performance of France
compared with other countries, especially those with equally high or higher
average rates of growth. The first is that France achieved her high rate

1For example, J. C. R, Dow, 1961; OECD (formerly OEEC), 1962; Andrew
Shonfield, 1963, and others of his writings, some earlier, some later,
2 Le. the years 1951, 1952, 1953, 1955, 1956 and 1959.

Bece 5



A New Kind of Planning

Table I Gross National Product at constant prices:®
Percentage increase or decrease (-) on previous year

Nether-
France USA UK Germany Italy Belgium  lands
1951 &0 73 21 10-5 76 — 30
1952 25 37 -7 83 29 — 20
1953 31 41 43 75 76 — 85
1954 4-8 - 16 43 74 541 37 73
1955 5.8 8-0 2:8 115 67 5-5 77
1956 50 1-8 22 69 42 2.9 34
1957 60 1-5 20 57 54 26 32
1958 26 —09 09 32 4-9 —-10 ~01
1959 30 62 40 70 65 26 52
1960 74 2:4¢ 49 884 63 36 &9
1961 44 2:0 35 54 7-8 47 36
Average 1951-61¢ 46 3-1e 28 7-54 59 33 48

Coeflicient of
variation 1951-61 0-30 0-96 057 0-30¢ 025 061t 061

1962 71 65 111 42 62 55 38
1563 4-8 40 45 34 55 4-6 37
1964 60 53 56 66 2-7 67 §8
1963 35 59 24 47 3-4 33 54
Average 1951-65¢ 4§ 3.7 2.9 674 55 3-08 50
Coefficient of

variation 1951-65  0-32 075 0-58 0362 027 0-50¢ 0-52

3 1954 prices up to and including 1955; 1958 prices thereafter.
b Beginning with 1958, new revised series.
¢ Figure slightly too high because of extension, in 1260, to Alaska and Hawaii,
4 Figure too high because of extension in 1960 to Saar and West Berlin.
¢ Geometric average: annual percentage change.
t 1954-61 only.
£ 1954-65 only.
Source: QECD National Accounts Siatistics.

over the period 1950-61 with an almost constant labour force,! in sharp
contrast to Germany and Italy.? Not until 1962 did France’s working
population begin perceptibly to grow, the most important source of the
increase at this time being the arrival of the ‘repatriates’ from Algeria. It
is true that between the two successive Census dates of 1954 and 1962
there was a shift of some 1-3 million employed persons from agriculture

1The total population inereased by 8 per cent between 1954 and 1962; but the
proportion of the working population to the total fell from 43 to 41 per cent, and its
size was virtually unchanged.

2 Unfortunately, comparative statistics of employment are not good enough to allow
us to make valid comparisons of growth in gross national product per worker.

6
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into other activities, but the consequent gain for industry exclusive of
building was relatively small (less than 330,000 or about 6 per centl),
whilst the index of industrial production excluding building rose by
roughly 80 per cent. Although we may therefore impute part of the high
rate of economic growth in France to a shift (such as could not take place
in Britain, for example) of labour from low-productivity occupations in
agriculture to more productive ones mostly in the ‘tertiary’ sector, we
must notice also the very large increase in average productivity per
worker realised by French industry. The second feature of France’s high
growth rate was its achievement with an average ratio of gross fixed
‘productive’ investment? to gross national product perceptibly lower than
in Italy, West Germany or the Netherlands. During the 12 years 1950-61
her average ratic was only 13-7 per cent, compared with 15-2 for Italy,
165 for Germany, and 180 for the Netherlands.? Such comparisons?
made France’s performance seem remarkable,® and to call for some
special explanation.

Finally we should notice that by the middle of the 1960s France’s gross
national product per head of the population was at least on a par with the
United Kingdom’s and West Germany’s, so that the very substantial gap
which had by all accounts existed before the war had been closed. Indeed
France's economy, generally regarded as having been one of the most
undynamic of ‘western’ economies in the earlier decades of this century,
appears to have been one of the most dynamic since the war.

1 The number absorbed by manufacturing industry was somewhat larger owing to an
exodus from mining.

2 Taken as ‘gross domestic fixed asset formation® exclusive of ‘residential constric-
tion’ (QECD statistics).

3 Over the longer period 1950-65, the percentage ratios were as follows: France 14.0;
Ttaly 151 West Germany 17-4; Netherlands 18-1.

11t is arguable that a more appropriate comparison than that between the ratios of
gross investment to gross national product for different countries is between their
ratios of net investment to {net) national income. Using the OECD figures for “invest-
ment in gross fixed assets’ (taken this time frclusive of residential construction) net of
“depreciation and other operating provisions’ and for ‘nafional income’, we again find
that France had a lower ratio than the other three countries mentioned.

51In the early 1960s it was almost everywhere regarded as axiomatic that the higher
the gross savings-gross income ratio, the higher ceteris paribus the rate of growth of
gross income. Since that time, thought on this subject has been influenced by the work
of builders of dynamic models, and by their identification of conditions in which the
rate of growth (as distinct from the absolute level) of gross income will be independent
of the gross savings—gross income ratio. It seems safe to assume, however, that these
conditions were not fulfilled in the years of which we have here been speaking—if only
because the countries concerned would then have been in a ‘transition period’, rather
than on the ‘equilibrium path® to which the model-builders refer.
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3. The new style of the post-Mouonet plans

For many purposes it is necessary to divide France’s planning experience
into two phases: that of the first (Monnet) Plan and that of all later
Plans,

Following the discussions soon after the Liberation about the best way
of promoting economic recovery, France chose a policy of economic
‘dirigism’ rather than a quick return to the liberal® or free market economy,
as chosen by West Germany. The French policy had three principal char-
acteristics. First, there was in 1945-46 an extension of nationalisation,?
affecting gas and electricity supply, coal-mining, the Renault motor works,
the Bank of France, the four large deposit banks, and the larger insurance
companies. Secondly, it implied the prolongation of wartime controls over
prices and wages, and rationing. Thirdly, the Monnet Plan gave the State 2
dominant influence over the direction of investment, much of which was
financed out of public funds.

By the beginning of the 1950s, however, and before the end of the
extended Monnet Plan, the bulk of the direct controls had been swept
away. With some important exceptions, French planning henceforth
generally relied on less authoritarian methods. Thus, judging by the
amount of government intervention in the economy, the Monnet Plan
appeared much more of a ‘real’ Plan than later ones. According, however,
to the theory of French planning, as formulated prior to 196364 at least,
these later Plans went further than the Monnet Plan. The 2nd, 3rd and
4th Plans were supposed to represent overall central planning of the
economy, instead of merely partial planning concentrated on a limited
number of ‘basic’ sectors. It was also the 2nd Plan which introduced the
notion of an economy geared to a ‘chosen’ growth rate, which was one of
the features of French planning that attracted imitators abroad.

It was these post-Monnet Plans that set the tone for what came to be
considered a special kind of ‘French’ economic planning which differed
fundamentally from planning of the Soviet type. The name most often
given to this new type of planning is ‘indicative’, as opposed to ‘impera-
tive’ or ‘directive’ planning. It is also called planification souple, which we
may usually translate as ‘soft” planning, although the term also carries the
implication that the plan is ‘Hexible’. The methods of implementation of

1 Here and throughout this book the term ‘liberal® is used in the classical European
sense.

2 The role of the naticnalisations in giving the government power of direction over
the economy was, of course, not the only reason for undertaking them. For an account
of the motives that were important in the various cases, see Bernard Chenot, 1956.
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this type of planning have been described by M. Massé as “persuasion and
stimulation, but not constraint’,!

During the early 1960s many people in France and outside came to
believe they had found in this French invention the perfect compromise,
that is, a system which gave the presumed benefits of overall central plan-
ning (better co-ordination of the activities of individual economic oper-
ators) without sacrificing either the advantages of the de-centralisation of
investment and production decisions, market mechanisms and competition,
or any of the fundamental liberties (political democracy, private property,
freedom of enterprise, and freedom of consumers’ choice).

1 Pierre Massé, 1962 (5).



IT The Planning Machinery and Methods

1. The planning authorities and commissions

Among the novel features of French planning which other countries have
sought to imitate are the administrative machinery and method of prepar-
ing the Plans. These have been described elsewhere and indeed form the
main part of the subject matter of most books and articles on French
planning. Accordingly, the following account is confined to some of the
most important features, especially those to which we shall have occasion
to refer later.

The Planning Office or Commissariat au Plan is responsible to the
Prime Minister’s Office.1 Its head or Commissaire général does not have
ministerial rank, and his office has a small staff and a correspondingly
modest budget,? thereby deliberately aveiding anything that might look
like a super-ministry with vast powers of interference in the econemy.

Much of the work of preparing the Plan comes from other public or
semi-public offices, and from private firms and other groups. Indeed, it is
part of the conception of the ‘concerted economy’, with which French
planning has been associated ever since the time of Jean Monnet, that the
Plan should be the product of the joint efforts of those most closely
concerned in carrying it out.

An important advisory and consultative role is played by the Economic
and Social Council (Conseil économique et social), which dates from 1946.3
Of its roughly 200 members, appointed for terms of five years, about two-
thirds represent and are chosen by various interest-groups (e.g. trade union
confederations, employers’ associations, the ‘national enterprises’, farmers’
associations, the national union of ‘family associations’,? artisans, etc.)
and the other third are ‘qualified personalities’ nominated directly by the
government. To deal with specific problems, the Council is divided into

1 Or since 1967 to a Minister Delegate (attached to the Prime Minister) for the Plan
and for Regional Development.

2 About 17 million F. in 1965. Here as elsewhere ‘F." refers to the new franc (equiva-
lent to 100 old francs) which was introduced at the beginning of 1960,

3Tt had, however, a much earlier predecessor in the Wational Economic Council
established in 1925 and reformed in 1936.

4 These are organisations representing the interests of families or, broadly speaking,
CONSUmMers.
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sections, to which the government appoints experts as ‘section members’
additional to the full council members.

Commencing with the Sth Plan, the consultative machinery was given a
regional dimension. The authorities here concerned were the Regional
Development Commissions appointed for the respective ‘programme
regions’ into which France has for some time been divided for purposes of
regional development policy. These Commissions consist of 20 to 50
persons, some appointed by (and representing) the elected local govern-
ment officers of the region, some by the local economic and social groups,
and some (‘personalities’) by the Prime Minister. They are thus fairly
similar in their composition to the (national) Economic Council.

The part of the planning machinery generally regarded as most char-
acteristic are the ‘Modernisation Commissions’,? or ‘organs of concerta-
tion" as they are now sometimes called. Their members are nominated on
the occasion of the preparation of each Plan by the Prime Minister on the
recommendation of the Commissaire au Plan. They set up their own work-
ing groups, containing outsiders as well as Commission members, to study
specific problems. The ‘interests’ and other categories represented in the
Commissions and in their working groups include the following: heads of
firms (including heads of the ‘national enterprises”), farmers, civil servants
and other officials, employers’ associations, trade unions, representatives
of family associations and the prefessions, academics and other ‘experts’.

The number of Commissions has increased until for the 5th Plan it was
over 30. Most are so-called ‘vertical’ Commissions, each dealing with an
individual sector or branch of activity,® and the remainder are ‘horizontal’
Commissions dealing with general matters of concern to the whole
econemy.? For the 5th Plan the number of people participating in the
Commission work was over 3,000,

1 There are 21 such regions,

2 These are generally regarded as an invention of M. Monnet, although his immediate
suceessor at the Commissariat au Plan, M. Etienne Hirsch, has pointed out that they
were modelled on the working parties of industrialists and trade unionists set up in
Britain by Sir Stafford Cripps. (See Le Monde, 4 January 1966.)

3 For the 5th Plan there were: 17 Commissions dealing with branches of production
and trade (agriculture, fishing, agricultural and food-processing industries, mines and
non-ferrous metals, steel, oil fuels, power, chemicals, manufactaring industries, artisan
activities, building and public works, housing, transport, trade, the press, technical
research bureaux, tourismy); and seven dealing with matters of ‘collective equipment’
(post and telecommunications, radio and television, cultural equipment, health and
social equipment, educational equipment, urban equipment, water),

4 For the 5th Plan eight *horizontal’ Commissions dealt respectively with: general

economic and financial aspects, manpower, productivity, scientific research, regional
planning, social security, Overseas Departments, Overseas Territories,

11
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2. The preparation of the plan

The work of preparing a Plan takes about three years. The preparation
of the 5th Plan, to which the following description applies, took place in
two separate stages, each terminating with discussion and approval by
Parliament.

The first stage was choosing the main ‘options’ on which the Plan should
be based, This began with an exploratory phase, consisting of the elabora-
tion of preliminary ‘sketches® (at various levels of aggregation) of the
process of economic development up to the terminal year of the Plan, but
within a longer perspective extending up to 1983. In a second phase these
‘growth sketches’, and variants of them, served as the basis for investigat-
ing alternative hypotheses for the larger aggregates of income and ex-
penditure, and especially the overall growth rate, and hence to make clear
the possible ‘options’ of the Plan.! This task was carried out by the
Commissariat, the Forecasting Department of the Ministry of Finance and
the National Institute of Statistics (INSEE), helped by other government
departments, and during the second phase by consultation of the Modern-
isation Commissions (constituted early in 1964). Using these sketches and
their variants, the Commissariat prepared the Repori on the Principal
Options Governing the Preparation of the 5th Plan.? After approval by the
government (in July 1964) this report was passed first to the Economic
and Social Council for its opinion and then to parliament, which passed a
law approving it in December 1964.

The second stage, begun early in 1965, was to work out the Plan proper
within the framework of the directives given by the government on the
basis of the options voted by parliament. It was at this stage that the
Commissions did the mostimportant part of their work: that of making the
‘prediction study’, detailed by branch. To aid them in this task, the Com-
missariat provided them with ‘growth sketches’, some of which (for
example, that relating to production) were detailed by the 29 branches
{corresponding to classifications used in the national income statistics)
which will be listed later.® Using 1962 as the base year, each Commission
had to present its forecasts for the terminal year of the Plan (1970} in the
form of answers to a questionnaire filled out for 66 separate branches or
sub-branches and containing 12 tables relating to the following matters:

1 A full description of the econometric models and sub-models (most of them not
‘formalised’) that were used is given by INSEE, 1966.

2 For brevity this will subsequently be referred to as the Report on the Principal
Options of the 5th Plan or as 5th Plan (Options).

3 Below, p. 161n.
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1. The overall balance of the branch in financial and physical terms
(producticon, imports, domestic sales, exports, variation in stocks, invest-
ment in fixed capital, etc.);

2. the evolution of the price of the product of the branch relatively to the
officially assumed movement in the general price index for gross domestic
preduction as a whole;

3. ‘intermediate’ consumption of the branch’s products by each of the
other branches;

4. consumption by the branch of goods and services supplied by each of
the other branches;

5, the ‘value-added’ of the branch and its distribution between indirect
taxes, labour costs, and gross earnings;

6. distribution of the branch's products to direct users and to traders;

7. imports and exports and their distribution by area of origin or destina-
tion:

8. gross investments (detailed by broad categories) and the scurces of
funds for financing them;

9. movement in productivity of labour;
10. numbers employed, classified by grade or skill-group;
11. distribution of employment among the 21 ‘programme regions’;

12. scientific and technical research (expenditures, method of finance,
numbers employed, foreign receipts and expenditures in respect of patents
and licenses).

The tables used in the “prediction study’ for the 5th Plan were consider-
ably more complex than the tables forthedth and earlier Plans! and covered
a good many more items. Apart from the introduction of finer sub-
divisions within certain items, the most notable three additions concerned
relative prices,? values-added and their division among various uses, and
scientific research. The purpose of the first two additions was to enable the

L Part of the increase in the number of tables was, however, due merely to a change in
arrangement, some of the big tables used for the 4th Plan being split up into smaller
ones for the 5th.

2 In the case of the 4th Plan the preliminary forecasts made by the Commissariat and
passed to the Commissions were based on the working hypothesis of stable relative
prices as well as a stable general price level, The Commissions were, however, asked to
indicate such changes as they expected in the prices of the products of their branches
relatively to the general price level so that, where deviations were important, errors due
to the preliminary assumption of constant relative prices might be corrected.
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planners to draw up a projection (by broad sectors at least) for the financial
as well as the physical flows, that is, to complete the ‘programming in
volume’ (with which the earlier Plans had been exclusively concerned) by
‘programming in value’, This new departure is, however, admitted to be at
present highly tentative.,

Despite these new refinements, the ‘model” underlying the prediction
study, and hence underlying the ‘projection’ which is the final outcome of
that study, remains, as the planners fully acknowledge, a highly simplified
one. A footnote in the Report on the Principal Options of the 5th Plan
describes it in the following terms:

The projection is based on an evaluation of the productive possibilities of the
economy during the plan: labour, productive equipment, technical progress.
There is worked out correspondingly an image of ‘final demand’, or of what is
expected to be demanded, in the terminal year for purposes of consumption,
various types of investment, and export, account being taken of the social
objectives of the plan. Given this image of demand, and assuming internal and
external equilibrium, a detailed table of supply, i.e. of production and imports,
is drawn up. To these tables of demand and supply are added tables which
describe the way in which incomes are distributed and used, and in which
savings pass from savers to investors.

In other words, we are very far from the model of classical economic theory
based on the simultanecus determination of supplies, demands, and
relative prices. There has not yet been an approach towards a ‘variable
prices model’ in this sense,! and none is foreseen for the near future,

During the process of drawing up the detailed branch forecasts, the
vertical Commissions or their working groups exchange information in the
effort to obtain inter-branch harmony; and exchanges also take place
between the vertical and the horizontal Commissions, Not all divergences
between estimates are eliminated at this stage, however, There remains the
job of making the final synthesis of all the forecasts with the last *harmon-
ising adjustments’. The forecasts obtained from all the branches are put
together and checked for general consistency, or ‘coherence’, in the
language of the Commissariat, and the Commissariat sees that any serious
discrepancies are ‘corrected’. The fact that the final figures contained in
the ‘projection” have passed this ‘consistency test” has played a key role in
the theery of French planning, as we shall see in later Chapters.?

The detailed branch forecasting done by the Commissions also acts as a
check te the original hypotheses on which the main aggregates underlying

1 Relative price increases were taken into account as a factor holding back increases

in demand for certain items (food, tobacco, petrol, public transport).
2 Below, pp. 105ff,
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the previously chosen ‘options’ were based, and leads if necessary to a
revision of these choices, Certain items (including productive investments)
were revised in the 5th Plan. Even the “definitive choice’ of the growth rate
depended in theory on this checking process, although it did not prove
necessary to alter this figure.! On the other hand, the ‘sketch’ of the
development of production in each of the 29 branches initially worked out
by the Commissariat did undergo appreciable revisions as a result of the
labours of the Commissions.

The second stage of the preparation of the 5th Plan concluded with the
drafting by the Commissariat of a General Report on the Plan, which was
submitted by the government (like the Report on the Options) first to the
Economic and Social Council and then to parliament. The law approving
it was passed in November 1963,

Each Commission proceeded to prepare for publication its ‘special
report’, dealing with the problems and prospects within its respective
sphere in more detail than is contained in the Gereral Report.

3. The attempt to democratise the plan

The preparation of the 5th Plan was associated with a considerable
extension of the levels and frequency of the consultations. The two
innovations were first the consultation early in 1965 of the regional
authorities concerning the general lines of the Plan {and especially about
the option in the public investment sector), and second the consultation
of Parliament at two stages, instead of the previous one. These innovations
were inspired by the dissatisfaction, voiced in 1962 when the 4th Plan was
being launched, with a procedure deemed insufficiently democratic even
though an improvement on that used for all the previous Plans.2 As was

L A revision of this item during the process of preparing the Plan has very awkward
consequences, as was demenstrated in connection with the 4th Plan, The ‘choice’ of
the growth rate had on this occasion been a highly contentious matter among the
competent authorities. While some had been in favour of setting the rate on the high
side, others had been much more cautious, The government had finally instructed the
Commissaire to adopt the rate of 5 per cent as the basis for the Plan, but to give con-
sideration alse to the rate of 5-5. When a first rough synthesis of the Commissions” fore-
casts made on the basis of the lower rate appeared to show that this might easily be
exceeded, the Commissions were requested to do the work all over again for the higher
rate, which was the one eventually adopted. This procedure put an extremely heavy
burden on the Commissions and there was general agreement that it could not be made
a regular practice.

2 The 1st Plan had been ordered by a decree (of January 1946). The 2nd was presented
to the National Assembly in plenary session nearly 18 months after it came into force,
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officially recognised, parliament had little possibility of modifying the
Plan’s contents, since amendments affecting its figures would deprive it of
internal consistency. The debate obviously had to be confined to general
economic policy issues, and only minor amendments were made in the
text of the Plan to give expression to parliament’s concern with some of
these issues. One amendment, however, inserted into the preamble to the
Plan a clause imposing the two-stage consulting procedure, by which it
was hoped to ensure that in future parliament would participate in the
preparation of the Plan instead of merely approving or ratifying the
completed draft. The clause specified that the government should submit
to Parliament the ‘principal options’ involved? before giving its directives
to the Commissaire, and suggested the following five subjects:

1. the overall expansion of the economy (growth rate);

2. the distribution of gross domestic product between investment and
consumption;

3. the structure of final consumption;
4. the direction to be followed by social policy;
5. the direction to be taken by regional policy.

A member of the Planning and Investment Section of the Economic
Council subsequentiy pointed out that if only two hypotheses were
presented under each of these five subjects, Parliament might have to
choose between 23 permutations or “variants’.? In the event the presenta-
tion {in November 1964) of the options of the 5th Plan revealed itself to
be scarcely more than a matter of form;* and it failed to satis{y the aspira-
tiens of most critics whe had been campaigning for more ‘democratic’
planning,.

and became *law’ two and a quarter years after (i.e. in March 1956). The 3rd Plan was
promtlgated by presidential decree 15 months after it had started (i.e. in March 19593,
The 4th Plan presented to parliament in December 1961 was not passed into law until
late in July 1962, when half of the first year of the Plan was already over, but it was the
first to be even submitted to Parliament before it came into force.

2 The notion of ‘fundamental options’ had not explicitly appeared in any of the Plans
prior to the 4th, which referred to only two options about which it had to make a choice:
first, a high growth rate in preference to a more modest one, which would have demanded
less effort from the nation both in work (permitting a reduction in working hours) and
in saving or investment, and, secondly, the proportion of the total ocutput to be used
for “social investments®.

% Conseil économique et social, Qctober 1963,

4 See the complaints registered by the Conseil économique et social, October 1964,
pp. 874 and 878-9.
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1. Meanings of ‘economic planning’

Any discussion of comparative economic systems must keep in mind that
the terms ‘central economic planning’ and ‘planned economy’ have both in
recent times been applied to differing concepts which still need to be kept
apart.l The first term, sometimes replaced by the second, is used to refer
to three distinct things:

a. asystem of integral planning from the centre, implying that all economic
operations are centrally ‘guided’, “‘coordinated’, or ‘directed’ by a ‘National
Plan’;

b. a system of partial planning from the centre, entailing measures of
government intervention for purposes of modifying specific aspects of the
pattern of production, consumption, or distribution;

¢. the government’s programme for the public sector of the economy, or
what M. Massé calls the ‘Plan of the State’? as distinct from the ‘National
Plan’ of which it would constitute only a part.

The second term is used in still a further sense:

d. to denote that every economy is ‘planned’ in the sense that the various
economic agents (government departments, local authorities, public enter-
prises, private firms, households, etc.) almost all engage individually
in some sort of forward planning or ‘programming’ of their activities.?

If we try to classify French planning in terms of these alternative forms
of ‘economic planning’, we find ourselves on uncertain and shifting ground,
Something of each may be found either in the various expositions (official
and other) of the theory, or in past practice, or in the numerous proposals
for reform in the future. There has, however, been no generally accepted or

1 8See D. H. Robertson, 1947, for a criticism of the then current tendency to use the
terms ‘planned economy’ and *National Plan® to cover what he thought no more than
judicious state intervention in the economy’ (pp. 46-7 in 1952 edition).

2 Pierre Massé, 1965, p. 49.

3 An extreme view, which comes to us not from France but from the United States
(Professor J. K. Galbraith) sees economic planning in this sense as being not sub-
stantially different in the ‘modern industrial society’ {or the part composed of large
corporations, whether public or private) from the kind of ceniral planning which takes
place in the Soviet-type economy.
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constant view about which elements are necessary and sufficient to con-
stitute ‘French-style’ planning. This confusion is increased when allow-
ance is made for those ‘secondary aspects’ of French planning which are
discussed below. One point on which we need have no doubts, however, is
that the official conception, as formulated in the late 1950s and early 1960s,
saw an important shift (mentioned in Chapter 1) as having taken place
between the Ist and 2nd Plans, away from partial planning (or planning
in the second of the four senses listed above) towards integral planning
{or planning in the first of those senses). From the 2nd Plan on French
planning was supposed to be a method of centrally guiding the whole
economy.

2. Dissociation of central planning from interventionism

This conception did not by any means make French planning synonymous
with government intervention in all parts of the economy. At times during
the last 20 years the French economy has undeniably been marked by a
great deal of government intervention, much of it, however, connected
less with the implementation of the Plans than with developments which
were not anticipated by them or were even contrary to their declared aims.
For example, there were the measures taken under the ‘stabilisation plans’
(introduced to deal with ‘unplanned’ inflation), of which France had
between 1950 and 1965 no less than threel on top of the four ‘Plans’,
Much of the intervention, moreover, was little different from that under-
taken elsewhere by governments not pretending to engage in any sort of
integral central planning of the econoemy. Examples here are the measures
in faveur of agriculture and of regional development. Certain forms of
intervention resorted to in France were, it is true, more closely related to
aims and procedures that were especially characteristic of French planning.
Many of these forms had, however, tended to decline in importance pre-
cisely during that period (1960-63) when the belief in French planning as a
new kind of integral central planning was at its height. According to the
then prevailing theory, there was indeed one form of French planning,
sometimes called ‘liberal planning’, which was non-interventionist.

There existed at this time, that is to say, a tendency to dissociate
central planning frem interventionism. This tendency was in sharp contrast
to the view that had prevailed in France at the time of the original Monnet

1 Two of these, which did not at the time go by the name of ‘stabilisation plan’, have
been mentioned above (pp, 3—4). The third, which went by that name and was introduced
in the autumn of 1963, was still being pursued when the 5th Plan was launched in 1966,
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Plan, and also at about the same time (1945-47) in Britain where the
participants in the discussion took the traditional view of central planning
as involving direct controls and the suppression of market mechanisms,
Some 15 years later, however, a remarkable revolution in ideas had taken
place. Integral central planning had come to be regarded not as the
enemy but as the ally of the market economy.t Consequently, when econ-
omic planning returned to fashion in Britain in the early 1960s, hardly any
reference was to be found to the post-war debate in which such well-
known figures as Professor Lionel (now Lord) Robbins, Sir Oliver (now
Lord) Franks, Professor John Jewkes, Sir Hubert Henderson, and the late
Professor D. H. (Sir Dennis) Robertson had participated. There was indeed
a strong resurgence in many countries of a view which Robertson had
thought untenable, namely that the ‘philosophy of the planned economy’
and the ‘philosophy of economic liberalism’ (or what he called the ‘con-
ception of Liberal interventionism’2) could be fused together.?

Whether this symbiosis between the two ‘philosophies’ can be accepted
as valid is a question which a large part of the present book will be devoted
to answering. But even assuming that so-called ‘liberal planning’ can be
said to exist, views differ on whether it adequately fulfils the purpose of
central planning of the economy. Here we encounter a second point of
contrast between two conceptions. In the book which he published in
1944, Professor Hayek expressed the view that the earlier claims for the
superior efliciency of the planned economy were being ‘progressively
abandoned’ by advocates whe now tended to base their case solely on the
argument that such planning would ‘enable us to secure a more just and
equitable distribution of wealth’.* Yet by the early 1960s belief in the
greater efficiency of a centrally planned economy had again come very
much to the fore, thanks to the presumed lessons of French experience,
In ‘French’ planning, the emphasis had been much more on efficiency than
on social justice, although the issue about what ought to be the ‘ends’ of
central planning remained a live one. The so-called ‘liberal’ planners
regarded the Plan chiefly as a way of helping the economy move more

11 shall not in any part of this book use the (Galbralthian) definition of the ‘market
economy’ which sees the “market” as existing only when conditions of practically perfect
competition prevail, and as having been superseded by economic planning, scarcely
distinguishable from Soviet-type planning, in any branch where production is con-
centrated in the hands of a few firms,

2 Robertson (1947} thought this term might be used to distinguish the British philo~
sophy of economic liberalism from the more extreme interpretations which had some-
times, he said, been given to ‘liberalism’ on the continent.

% Robertson, 1947 (pp. 44-6 in 1952 volume).
4F, A, von Hayek, 1944, pp. 32-4 and 98-9.
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efficiently in the direction which it would follow ‘spontaneocusly’ in
response to the decentralised decisions of producers and consumers along
with a ‘judicious’ dose of ‘liberal interventionism’, to use Robertson's
words. But others took the view that the Plan ought to be more distinctly
‘normative’ in character, that is, that it should make a larger part of
economic activity the object of centralised decisions, aimed at deliberately
modifying the structure of that activity. French planning has long dangled
somewhere between these two conceptions.

3. The ‘projection’

In Parts I to III of this book I shall proceed on the assumption that the
coreof the Plan is the system of targets and/or forecasts expressed in precise
guantitative terms and covering the entire economy; or, rather, I shall take
it that this was the core so long as French planning pretended to be central
planning of the whole economy. For it was this system, or what has
recently come to be called the “projection’,! which expressed the attempt to
‘co-ordinate’ or ‘guide’ all economic operations from the centre.

It was characteristic of the French Plans in the past that the projection
was not cenfined to the broader aggregates regularly used in the national
income and expenditure accounts, or even to the larger sub-aggregates, but
went into considerable detail by industrial branch or sub-branch, or even
product. Indeed, it was customary a few years ago to say that one of the
features of the continuous evolution of French planning had been the
perfecting of the projection to make it more exhaustive (i.e. cover more
sectors), more detailed (by subdividing each sector into more branches),
and more ‘coherent’ (i.e. more concerned with the equilibrium of the whole
system and with inter-sectoral relationships).? It was argued at that time
that only a detailed projection (as opposed to one drawn up in terms
merely of broad aggregates) could be of real use to the individual in-
dustries. As we shall see, however, the 5th Plan seemed to abandon this
view.

4. Targets or forecasts

In principle, the projection may consist of ‘targets’ towards which the

planners actively seek to direct the economy, or of *mere forecasts’ of what

is going to happen without intervention of this kind, or a mixture of both.

The question of which items are supposed to be targets rather than fore-
1Cf p, 14, 2 Cf, Frangois Le Guay, 1963.
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casts is linked, of course, with that mentioned above of how far and in what
respects the Plans are supposed to be ‘normative’.

The Monnet Plan had used the term ‘“target’ (ebjectif) for all of the
sectors to which it referred, but had drawn a distinction between two types
of target: ‘imperative’ and ‘indicative’. To the first belonged only the
targets for the six ‘basic’ sectors (coal, electricity, steel, cement, agricultural
machinery, internal transport), while to the second belonged those for
agriculture and various manufacturing industries. The 2nd Plan distin-
guished the ‘overall objectives’ from the sectoral targets, but used the term
‘target’ for all sectors and sub-sectors indiscriminately, The 3rd Plan was
the first to suggest that the concept of the ‘target’ should be applied to some
of the Plan’s branch figures but not others. In speaking of the preceding
Plan, it drew a distinction, retro-actively so to speak, between the ‘basic’
sectors {power, steel and cement) for which it said *precise programmes’ or
‘targets’ had been set, and manufacturing industries for which it was a
question ‘less of fixing imperative targets than of establishing forecasts
fitting into the framework of the overall expansion targets’. In referring to
its own figures, however, the 3rd Plan sometimes used the two terms inter-
changeably, and at other times consistently used one or other, but without
making clear whether any real difference was meant. The 4th Plan again
stated that:

A distinction has to be made between the basic products and services and the
almost infinite assortment of manufactured goods. In the first case, the pro-
grammes must be kept on pain of risking failure to realise the growth target.
In the second case, a certain flexibility is both possible and desirable, substitutions
between products taking place according to the evolution of relative prices and
of consumers’ preferences.?

In another passage, still referring to the manufacturing industries, it
remarked that:

. . . the production and foreign trade targets . . . for each branch must not
be considered as unalterable, . . . But even should they have to be revised during
the course of the 4th Plan, they will require for their attainment a sustained and
co-ordinated effort from all the firms, and they cannot therefore be likened to mere
Sorecasts.® (My italics.)

These passages seemed to invite us to draw a distinction between ‘firm’
targets and targets which are ‘less firm’ but more than forecasts.

One instance where the 4th Plan, for a very special reason, made a quite
precise distinction between targets and forecasts was connected with the
problem of the growing surpluses of certain agricultural products. This

1 Text of 4th Plan, p. 36. % Ibid., pp. 361-2.
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Plan referred in much the same terms as previous Plans to the necessity of
orienting production towards the commodities for which the domestic
demand was increasing rapidly and for which the export possibilities were
alse good, rather than towards those of which domestic consumption was
stable or only increasing slightly, and for which the export outlets were also
unremunerative. But the Plan took it for granted that output in 1965 of
several important products would exceed demand, and for each of these
surplus products the Plan contrasted the ‘forecast’ or probable output with
the target or ‘desirable’ output.

Generally, however, there was no clear line between targets and fore-
casts, and this fact inevitably gave rise to doubts and misunderstandings
about the meaning of the Plan. Not until the 5th Plan was a conscious
effort made to resolve these doubts.!

5. The secondary aspects

Another distinction which we shall need to keep in mind is between the
primary role of French planning and certain secondary roles. The litera-
ture on the Plan® has featured at least seven subordinate purposes:

l. to provide a meeting place for ministers of the varicus government
departments dealing with economic affairs to co-ordinate policy;

2. to permit consultations between government and business (and perhaps
also labour) and assist the parties to reach an understanding of each others’
problems and points of view, and perhaps to enter into mutual engage-
ments in accordance with the procedures of the ‘concerted economy’;

3. to encourage a new business morality based on ‘concertation’ and on a
regard for the ‘general interest’, as opposed to an obsession with private
profit;

4. to provide a ‘school” where senior executives may learn the art of ration-
al, forward planning of business;

5. to educate the general public to a better understanding of economic
affairs, especially by making clear the ‘options’ involved and the fact that
having some things means going without others;

6. to provide a research and information service, with detailed surveys of
the problems and prospects of the economy as a whole (in the General
1 Below, pp.155-6,
21 follow the French habit of sometimes using the expression ‘the Plan’ in a persona-

lised sense similar to that attached to ‘the Treasury’, *the Fund’, etc., in Anglo-Saxon
countries.
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Report) and of the individual sectors (in the ‘special reports’ drawn up by
the Commissions);

7. to develop a mystique or ‘myth’ which serves to rally public opinion,
and to encourage the citizens to put forth their best effort as economic
operators, workers, savers, etc,

Many advocates of French planning have been as much impressed by
these secondary aspects as by the primary one. Nevertheless, though some
of them may be necessary te French planning’s primary function, they
are neither sufficient on their own to perform that function, nor altogether
dissociable from it. If we value such purposes for their own sake, we can
arrange for many of them under terms of reference that make no pretence
to ‘central planning of the economy’. They do not deserve this name any
more than certain of the four forms of *economic planning’ listed earlier.
We must therefore resist the efforts by enthusiasts to represent almost all of
these aspects and forms as so many different but equally significant
manifestations of French planning, so thatif the latter could not be said to
be present in one, it could like the Hindu god surely be said to be present
in another.

In this book 1 shall be primarily concerned with French planning gua
central planning of the economy, and I shall take a strict view of what this
means: the view that it implies cne or the other of the first two of the
four things listed in section 1 of this Chapter.
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1. Two kinds of instrument

Any plan in the true sense presupposes the existence of methods of
implementing it. An important part of the novelty of French planning is
said to lie in the nature of these methods, They have been described as a
subtle blend of varicus ‘instruments’, some of which are of a material
kind and others of a psychological, moral or mystical character, or else
deriving from the “force of logic’.

Much of the belief in the importance of these non-material ‘instruments’
goes back to the Monnet Plan and to the role then attributed to the
consultations between government and business of which the Plan was the
product. Many years later! M. Massé remarked that Monnet had been
convinced that ‘by working on the Plan, those who would have to put it
into effect would do so spontaneously, and that in this way the govern-
ment’s intervention during the execution of the Plan would not need to
be heavy’, and he concluded that ‘experience confirmed that (Monnet)
was right’. It was Monnet’s conception of a kind of central economic
planning implemented by persuasion rooted in consultation and dis-
cussion that had originated the philosophy, much in vogue in France
since the war, of the so-called ‘concerted economy’. One writer has held
that in such an economy the Plan is made effective by virtue of the various
decision-making units assuming ‘informal but morally-binding obliga-
tions’ to do their part (e.g. to carry out their share of the investment en-
visaged by the Plan).2 Other writers have emphasised the Plan’s ‘poweras a
myth’,® and believe that an important part of the Plan’s influence on
economic develepment stems from this power.

These claims ¢oncerning the psychological and mystical influences of
the Plan, and the morally-binding obligations which it creates, are under-
standably viewed with scpeticism by many people, both inside and outside
France. But even if we dismiss such claims altogether, the theory of French
planning contains another element which still obliges us to draw a dis-
tinction between what M. Jean Ripert has called the ‘external forces of
the Plan’ (consisting of the various forms of material intervention by the

1 Pierre Massé, 1962 (2), p. 4. 2 8. Wickham, 1963, pp. 340-1.
3J. Fourastié and J.-P. Courthéoux, 1963, pp. 115-16, 139-40.
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authorities) and the ‘internal force of the Plan’.! This element consists in
the ‘force of persuasion’ which the Plan is supposed to exert in accordance
with the ‘logic of the Plan’ as this was elaborated, after M. Monnet’s
time, by M. Massé. It has a more substantial analytical basis than the
other non-material influences mentioned above, and requires more sericus
attention. It is the key to the conception of so-called ‘liberal” or ‘non-
interventionist’ planning.

In what follows, I shall for the sake of brevity usually refer to the two
kinds of instrument distinguished by M. Ripert as ‘exogencus’ and ‘endo-
genous’ instruments, respectively. As we shall see, the relative emphasis
placed on them has varied. This Chapter and the next will be concerned
exclusively with the first, and Chapter IV will deal with the second.

2. Importance of the public sector

France's economy has a large public sector which extends far beyond the
traditional activities of the central and local government authorities into
industry and banking. This circumstance obvicusly facilitates central
planning of the economy in a number of ways.

First, it means that the public authorities directly control a large part
of the investment activity of the economy. In recent years, as Table 2
shows, ‘collective’ investments by the central and local government

Table 2. Gross Investmenis by Broad Category

1949 1955 1959 1961 1963 19640
% % % % % %

Collective investments by

the ‘administrations’ 93 1220 1220 1199 126 127
Housing 127 25-1 262 24-5 25-8 279
Productive investments 78-0 62-9 61-8 63-6 61-6 59-3
{a) Nationalised enterprises and
other public establishments n.a. n.a. 26 205 195 193
{b) Private firms n.a. na. 393 431 421 400
Total 1000 100-0 1000 1000 1000 1000
Total in milliards of F. 150 29% 3508 629 791 888

P =provisional

n.a. =not available .

The figures for years prior to 1959 are not strictly comparable with those for later years.
Source: FDES, Tenth Annual Report, 1963.

1 Jean Ripert, 1962,
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authorities {in administrative buildings, schools, roads, other public
works, etc.) have accounted for about 12 per cent of total gross invest-
ments. Of total ‘productive investments’ {(exclusive of housing} public
enterprises were responsible for about one-third. And the sum of the two
kinds of publicly-controlled investment (‘collective’ and ‘productive’)
represented about one-third of total gross investments. (The proportion
was very much larger during the original Monnet Plan, owing to the
emphasis on investment in the ‘basic’ sectors, most of which were
nationalised.) Throughout the post-war period, the government has also
played a big role in housing. In 1961 {the terminal year of the 3rd Plan)
no less than 90 per cent of the total number of housing units constructed
were still state-aided in one way or another (i.e. by ‘special construction
loans’, construction premia, loans and premia combined, or contributions
towards interest charges). The proportion fell during the next few years
but was still about 75 per cent in 1964,

Secondly, the existence of a large public sector means that the public
authorities (administrative and industrial} are large buyers from the private
sector, and may exert pressure to conform to the Plan on firms from which
they purchase supplies and of which they may (as in certain engineering
branches) be the chief customers. (The 5th Plan explicitly assigned a role
to this factor as a way of encouraging industrial concentration. It recom-
mended that government procurements should be distributed with an eye
to avoiding ‘useless new competition’.)

Thirdly, the public authorities directly control a large part of the
banking sector (i.c. the nationalised banks, and the public or semi-public
credit institutions which specialise in long-term lending!), and can thereby
exercise a qualitative control over the allocation of credit so as to reserve
it for investment purposes {in private or public sectors) that conform
with the Plan.

The existence of such a large public sector and the availability of other
methods of intervention, to be menticned later, undoubtedly provide the
authorities with the means of closely controlling the direction of economic

U The principal ‘specialised’ credit institutions are the following; The Caisse des
Dépdts et Consignations (where the Caisse Nationale d'Epargne and the ordinary
savings banks redeposit most of their customers’ savings deposits) originally specialised
in financing local authorities, but now lends to the Moderate Rent Housing (HLM)
offices and subscribes to new bond issues of the central government, the national enter-
prises, and the other specialised credit institutions; the Crédit National finances indus-
trial investments, the Crédit Foncier real estate investments, the Caisse Nationale du
Crédit Agricole agricultural investments, and the Caisse Centrale du Crédit Hbtelier,

Commercial et Industriel ‘small and medium-sized’ businesses. The first three, and
particularly the first, also act as rediscounters ‘of first degree’ for medium-term credits,
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development so as to make it conform (even outside the ‘traditional’
public sphere) with the Plan, rather than with the pattern that would
result from the spontaneous play of market forces. A mere description of
the powerful apparatus of intervention at the authorities’ disposal, how-
ever, is obviously not sufficient to tell us how important a role the exo-
genous planning instruments have actually played at various times,

3. The Monnet Plan

The original Monnet Plan (1947-50), especially during its first two years,
depended heavily on instruments of a distinctly material kind, as well as
on the ‘power of persuasion’ exerted by the consultational procedures of
the concerted economy. First of all, it retained initially the war-time
‘disciplines’ regarding the allocation of essential raw materials, labour
{wages), building permits, foreign exchange, credit rationing and prices.
Secondly, it offered for the non-nationalised sectors which were important
for realising the general aims of the Plan, and which were sufficiently
concentrated,! the system of

contractual agreements between the public auvthorities and the industry con-
cerned, the industry undertaking to realise the Plan, and the public authorities
to furnish it with the necessary means (credit, materials, etc.) or to facilitate its
obtaining them.?

Thirdly, there was in reserve the threat that, failing satisfactory agree-
ments, a law® might be applied which had given the government the
power, for a transitional period prior to the ‘return te economic freedom’,
to fix ‘activity rates’ {i.e. production quotas) for individual industries.*

The ‘disciplines’, and the agreements between government and busipess,
which entailed dividing targets between firms {and hence planning at the
level of the firm), all largely disappeared from the practice of French
planning after 1948—49, But the idea that the Plan might be implemented
by ‘concertation’, and by contractual arrangements between government
and business, remained very much alive as we shall see. It set the tone for
the so-called *soft” techniques of intervention which are regarded as one
of the distinguishing features of ‘French-style’ planning.

LTt was acknowledged in the text of the Plan that there would be no passibility of
reaching such agreements in sectors where production was dispersed among a large
number of firms.

2 Text of 1st Plan, p. 103

3 April 1946, See also the law of May 1946 on ‘production programmes’.

4 As Pierre Bauchet (1962, pp. 88-9) tells us, it proved unnecessary to make use of this
procedure.
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4. Price regulation

The prices of goods and services produced by sectors where the state
possesses a monopoly are, of course, automatically controlled by the
public authorities. Farm prices are regulated under special laws. And for
all other products and services an order of June 1945, which is still in
force, authorised the government to regulate prices and trade margins.

The system of generalised price-stops (with permission for increases
being granted as a rule only when costs rose as a result of higher raw
material prices on foreign markets or of force majeure) was gradually
relaxed after late 1947. There came into existence at this time a friple
system. For some products, prices continued to be fixed by the authorities?®
which, however, now made adjustments from time to time on the basis
of more flexible criteria than previously, and sometimes in a downward
direction. Certain other products were completely freed from price
control. Still others were put under what came to be called the ‘régime of
controlled freedom’ which meant that the authorities had to be given
advance notice {usually 15 days) of any intended price increase and that
they could intervene before this period was up to prevent an ‘unjustified’
or ‘excessive’ increase. Both types of price freedom were granted in the
form of exemptions from the general price-stop order of 1945, so that it
was open to the authorities at any time to annul the exemptions so far
conceded, and to reimpose price-stops at the current level, stops from
which new exemptions might be granted subsequently. A general price
control was re-established in September 1952 and lasted with modifica-
tions for the next six years. It was more difficult to enforce in some branches
where, for example, new or ‘modified’ products were put on the market,
than in others; it was less strictly enforced by the authorities at some times
than at others; and it was again partially abrogated by a series of exemp-
tiens which were after an interval annulled by a new general price-stop
order, freezing all the prices at the currently prevailing level. General
orders of this kind were promulgated in February 1954, July 1956, and
August 1957, In December 1938, as part of the “liberal” direction given to
economniic policy by the Pinay-Rueft reforms, a new movement towards
price freedom was initiated. In granting exemptions (from the general
price-stop order) use was Increasingly made of the formula of ‘complete
freedom’ as opposed to that of ‘controlled freedom’. Indeed, the latter
formula was little used after the end of 1960, and by early 1961 the vast

1 The immediaie purpose of the order was to validate most of the existing price

regulations,
2 The “‘Direction des Prix’ under the Ministry of Finance,
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majority of non-agricultural prices were free from control. Steel was an
exception, as it had been throughout. The vears immediately after 1958
saw, however, the maximum of price freedom yet attained by France since
the war. Early in 1963, price-fixing began to creep back, affecting first
textiles, household appliances, and other commeodities directly entering
into consumer budgets. In the autumn of that year, an almost general
price freeze was once again introduced. It covered trade prices of all
industrial products, the retail prices or trade margins for many food-
stuffs, restaurant prices and the prices of certain ‘particularly sensitive’
services. For all these categories price increases again required the express
authorisation of the Minister of Finance.l

Until 1963 there had rarely been any direct link between price-control
policy and the Plans. The clearest exception was in the forward planning
of certain agricultural prices attempted under the 3rd Plan (1958-61), but
abandoned before the end of that Plan. Another case of a fairly direct link
between price poelicy and the implementation of the Plan was in basic
industries such as steel, where in the late 1950s price increases were some-
times conceded for the purpose of augmenting the funds (retained earn-
ings) available to firms for investment.

Elsewhere, price-control policy was used during this period for the
purpose, which it probably served ill on the whole,? of combating inflation,
After 1952, it was conducted chiefly with an eye on the official cost-of-
living index to which wages were tied.? The price and rates policy in the
public sector was especially dominated by the concern for keeping down

1 The procedure was, however, made simpler than previously. Permission to raise a
particular price or prices no longer had to be given in the form of an oflicial notice
published in the Bulletin du Service des Prix. (It has been said that this requirement
had sometimes deterred industrialists from applying for increases because of ‘bad
publicity” for the products listed.)

2 The system of always holding in reserve the possibility of reintroducing price-stops
must have had the effect of sometimes discouraging industrialists from reducing prices
{in response to increases in productivity, for example), for fear that they might pet
caught later with price-stops at lower levels. In other words, it has presumably been
one of the causes of downward rigidity of prices, or the lack of ‘competitive spirit’, for
which French industry has often been criticised. In December 1958, Jacques Rueff
wrote: "The . . . return . . . to price freedom’—a definitive return he had hoped —*will
re-establish the competitive sense which had been dulled under the shelter of controls
that were intended to check price increases, but were often regarded by the producer
or trader as a protection against decreases.’ (Jacques Rueff and others, 1967, p. 474.)

3 From 1952 on, not only wages, but also government support-prices for many
agricultural products, and the interest and principal of many of the new issues of fixed-
interest securities, were ‘indexed’, i.e. made to vary with some measure of the change
in the value of money. After the end of 1958, indexing was forbidden for most wages
{below, p. 32), for agricultural prices, and for new issues of securities, because of its
tendency to turn price rises into a curnulative process,
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this index, and there arose a distinct conflict of aims under the 3rd and
4th Plans, which had both included among their objectives (repeated in
the 5th) the bringing of prices and rates in the public sector into line with
costs, or the establishment of “price verity’, so as to remove the large and
growing subsidies, particularly in transport.! A similar conflict had
affected rent-control policy.

The return in the autumn of 1963 to a system of generalised price-stops,
which the government declared to be only temporary (initially for six
months), did not at first appear to mark a departure from the previous
pattern. It seemed to be clearly a measure for implementing the *stabilisa-
tion plan’ rather than the ‘Plan’. Subsequently, however, there appeared
signs that the apparatus of price controls might first be made more per-
manent, and secondly be integrated more solidly into the instrumentation
of the Plan. The general price-freeze was not removed after the initial six
months’ period: and during the first 15 months or so after its introduction
price increases were as a rule sanctioned only for allowing adjustments to
increased costs of raw materials, especially of those France was obliged
to procure on foreign markets. The result was officially admitted to be
excessive rigidity in the price structure, and the government sought to grant
producers more flexibility in the determination of the prices of individual
products, while stopping short of conceding them complete freedom.
This latter course was judged inopportune sc long as the reflexes of pro-
ducers, consumers and savers, after their long conditioning by inflation,
had not been re-educated to the exigencies of monetary stability.2 Conse-
guently, two forms of what was called ‘contractual’ price policy were
Introduced, one in January 1965 (by M, Giscard d’Estaing) and the other
in March 1966 (by M, Debré3),

The first was the ‘stability contract’. Such a contract is signed by the
Ministry of Finance with the representatives of an industrial branch and
allows firms belonging to that branch, and notifying their adherence to
the contract, to raise the prices for some of their products on condition
that they lower the prices of others, so that on the average their prices
are stable. It runs initially for one year, but is renewable. The second
formula, and the more interesting in our present context, is the ‘pro-
gramme contract’ which may be negotiated by industrialists collectively
(for the entire branch), or individually, and gives the firms adhering to it

1 The French Nationa!l Railways and the Paris Transport Systemt.

#Cf. the preamble to the government order of 10 March, 1966, introducing the
‘programmse contract’,

3 M. Michel Debré replaced M. Giscard d’Estaing as Minister of Finance in the
Cabinet reshuffle of January 1966.
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the freedom to fix prices at the level they think fit on conditien that they
agree to abide by certain clauses and conditions on such matters as invest-
ments, wages, exports, etc. The contracts are signed for the duration of the
5th Plan, but may be reviewed annually. Price freedom may thus be with-
drawn if the authorities are dissatisfied with the performance of the
branch (or firm) concerned. Representatives of the two parties meet
periodically to examine the elements of the situation and decide upon the
desirability and conditions of continuing the engagement.

At the time this system of ‘contractual price freedom’, as it is termed,
was Introduced, it was thought that the authorities might be geing to
use ‘price freedom’ as a bargaining counter in connection with certain
aims of the 5th Plan such as ‘incomes policy’ and mergers. It is, however,
too early to say exactly what the system implies for the firms adhering to
it, especially since the detailed terms of the ‘programme contracts’ are not
made public. Probably such contracts may mean much or little according
to circumstances and to the current direction of government policy. They
are one of the ‘flexible’ planning instruments which have been developed in
post-war France, and which allow the authorities to bring pressure to bear
on firms to do or refrain from doing certain things if it is deemed
necessary.!

Early in 1967 some small beginnings towards the restoration of ‘non-
contractual’ price freedom were made, some industrial products being
placed either under the régime of ‘controlled freedom’ described above,
or in a few cases under that of complete freedom. But the *programme
contract’ was the formula the authorities preferred, especially for the more
highly concentrated branches.

5. Government influence on wage determination

During the early years of the Monnet Plan, the government maintained a
strict control over wages and made adjustrments in them at irregular
intervals. Early in 1950 most wages were in principle freed from govern-
ment control and the system of collective bargaining restored. The govern-
ment thereafter determined only the newly-created SMIG (salaire
niininwim interprofessionel garantt), or minimum hourly wage-rate, which

1Tt should be noted that during the period of over three years that the price freeze
had remained in force {except as modified in the ways indicated by the text), the authori-
ties had succeeded in reducing the rate of increase in the supply of money far below the
levels reached in 1962-3. The percentage increase in the amount of money and quasi-

money in the respective years (calculated from the end-year figures) was as follows:
1962, 18:2; 1963, 13-7; 1964, 9-0; 1965, 10-0; 1966, 9-5,
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after the middle of 1952 was put on a sliding scale moving with the cost
of living, During the next few years, the SMIG, with its periodic—and
up to 1955 big—upward adjustments tended to act as a pilot wage of
which the movements were followed more or less closely in the collective
wage contracts. It was not until 1955 that collective bargaining resumed
its role as an independent force in wage determination. After the end of
1938, the automatic indexing of wages on the basis of the SMIG (or of a
cost-of-living index) was prohibited as part of the Pinay-Rueff stabilisa-
tion programme, though the regulations concerning the indexing (on the
basis of the cost-of-living) of the SMIG itself remained in force, Not very
long after this, however, the government was deliberately seeking to
influence the wage level in the private sector of the economy by trying to
persuade employers to slow down wage increases at a time when they
were giving in easily to trade union demands or even offering increases
spontaneously. One instance of this attempted interference was the letter
addressed by the Prime Minister, M. Debré, in March 1961 to the principal
Employers’ Association {the CNPF) inviting employers to keep to an
increase of 4 per cent per year (or about half the ruling rate!) and threaten-
ing non-obedient sectors with “punitive’ measures (an anticipated reduc-
tion of barriers to competitive imports) if this rate were exceeded. This
invitation had small effect. Soon after the launching of the new stabilisa-
tion plan in the autumn of 1963, however, it was once more rumoured that
the authorities intended to deal severely with firms which resorted to such
practices as ‘bidding up wages in order to draw labour away from other
firms’. One possibility was that the authorities might make the sanctioning
of price increases, or the restoration of ‘price freedem’, or the allocation
of certain forms of financial aid, conditional upon the employers’ exercis-
ing wage restraint in line with the ‘incomes policy’ envisaged by the 5th
Plan. The introduction of the procedure of the ‘programme contract’
seemed to strengthen this possibility. But the qualification mentioned
above about the contingent character of the exercise by the authorities of
their power over the activities of private firms applies here also. For the
time being, the ‘reprehensible’ practice of bidding up wages in order to
draw labour away from other firms had declined with the slackening of
the growth in aggregate demand under a stricter monetary policy.2

6. Licensing

Of the quantitative or physical controls which the Monnet Plan used in
L Jacques Rueff, 1965. 2CE p. 3In.
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its early years, few remained subsequently. Some of these concern the oil
sector where the government reserves special rights of supervision and
intervention. Permits are required for opening new refineries, and (since
1963) for expanding old ones, Of more general application is the building
permit required for almost all construction of both business premises and
residential housing. Its main purpose in the past was that of enforcing
certain building regulations and urban-planning rules; but under a regula-
tion of 1964 the authorities may also use it to help ‘guide’ the regional
distribution of new industrial development in the direction aimed at by the
Plan. More closely associated with the latter so far has been the special
installation permit required since 1956 for new plants and plant extensions
above a prescribed size in the Paris area, with the object of promoting
industrial decentralisation.

It is supposed to be characteristic of “soft’ planning, however, that it
relies for its implementation not so much on licensing, or other physical
restraints and prohibitions, or authoritarian directives, as on priority
allocations of investment funds and on fiscal and financial incentives or
disincentives.

7. Treasury aid for investment finance, and the role of the FDES

Under the Monnet Plan a large part of the country’s gross fixed capital
investment was financed from funds provided by the Treasury under
various headings of the budget. In the first four years of the Plan the
proportion thus financed was between 40 and 50 per cent, but by 1952-53
it had fallen to about 30 per cent. Thereafter the importance of Treasury
funds gradually declined to about 25 per cent during the 2nd Plan, less than
23 per cent during the 3rd and little over 20 per cent! during the first three
years of the 4th Plan.

The major part of Treasury financing of investments both of the
‘national enterprises’® and of private industry takes place through a
special Treasury account called the ‘Fund for Economic and Social

1 The provisional figure for 1964 was 19 per cent.

2 The ‘national enterprises’ which draw finance from the FDES are the following:
a. Fuel and power sector: French Coal Authority, French Electricity Authority, French

Gas Authority, the National Company of the Rhone (eleciricity), Atomic Encrgy
Commission.
b, Transport sector; French National Raijlways (SNCF), Paris Transport Authority
(RATP), Paris Airport, Air France.

Not all their investments are financed from Treasury funds. Part are financed by
direct borrowing on the market or, in the case of the enterprises making a profit, from
retained earnings.
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Development’ (FDES) which was established in its present form in 1955
following an arrangement created under the Monnet Plan. The loans are
long term (i.e. for periods of over 5 years) and are made at interest rates
which vary according to the borrower and the operation but which have
generally been perceptibly below the market rates for similar accommoda-
tion.

The FDES, through its board of directors and its committees {on which
the Commissariat au Plan is represented), can ensure that all investments,
public and private, financed from public funds, and the order of priority
in which they are accommodated, conform to the aims of the Plan. This
body also deals in an advisory or executive capacity with many of the
other aids and incentives offered to private industry for conforming with
the Plan. For such purposes, which we shall discuss later, it has a dozen
or so specialised committees.

Under the Monnet Plan, the Treasury had played a substantial role in
financing not only the nationalised enterprises but also certain branches of
private industry, especially steel. Its role in financing private industry
declined subsequently. In 1958 and 1959 (under the 3rd Plan) the FDES
made no loans to the basic industries in the private sector; and in the vears
[960-61 and also 1962-64 {i.e. under the 4th Plan) it granted only small
amounts. In 1961, the final year of the 3rd Plan, out of the total figure
for gross fixed investments financed from Treasury funds (through the
FDES or other headings of the budget) ‘private industry, trade and
tourism’ took only about 5 per cent, and farming a similar amount. Thus
the Treasury’s financing of investments was by this time largely confined
to the public sector of the economy (including the ‘national enterprises’)
and housing;! its financing of private industry was very small. A rough
estimate? indicates that in the years 1960 and 1961 the proportion of gross
investments in the sector of ‘*private industry, commerce and tourism’
financed out of public funds (loans and grants) was not much mere than
4 per cent; and that by 1963 it had fallen to 2 per cent. Most of this finance
went to three categories: ‘small and medium enterprises’ and artisans,
the hotel industry, and larger industrial firms respending to the govern-
ment’s policy (begun in 1955) of encouraging decentralisation (away from
Paris) and regional development, and ‘structural reforms’ in industry (i.e.
regroupings leading to greater concentration and specialisation, and con-
versions from one kind of activity to another). For this third category, the

L The main itern was the financing of the semi-public HLM (or ‘moderate-rent
housing’ offices).
2 Cf. FDES, Tenth Aninual Report.
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finance consisted partly of cheap loan capital and partly of outright grants
or ‘equipment premia’.! The FDES also provided a few loans for other
purposes such as research into methods of improving ‘productivity”.

The state had also sometimes aided private industry by undertaking to
cover part of a firm’s interest charges on funds borrowed by it directly on
the capital market, so as to put these funds on a par as regards costs with
the ‘cheap’ Treasury loans, Alternatively, a state guarantee would enable a
firm or group of firms to place debentures on the market more easily or
more cheaply. The 3rd Plan had seen a need for the state to continue the
second and perhaps also the first of these methods of encouraging the
‘most useful’ investments, but after 1959 recourse to them gradually
declined. By 1961, the terminal year of the 3rd Plan, they were probably of
small importance apart from the state guarantee for bonds issued by the
Regional Development Companies? (which also benefit from a government
guarantee of a minimum dividend for their shareholders).

The tendency after 1958 was to reduce state participation in the financ-
ing of private industry, and to encourage firms to obtain their finance
as far as possible through regular market channels, or in the case of the
smaller firms from the Regional Development Companies.® Operations for
promoting regional development and ‘structural reforms’ of industry
continued to occupy a special position, but with cheap loan finance declin-
ing in importance relatively to grants (‘special equipment premia’).4

Here again, however, on the eve of the 5th Plan there were signs of a
possible change of direction from preceding years. The instrument of
‘special loans’ by the FDES appeared to be returning to favour. The
General Report on the Plan stated that this method would be used to
facilitate the structural regroupings of industry (mergers, etc.) to which a
much higher ‘national priority’ was now being given. In the autumn of

1 Under the new regulations for aid to regional development (May 1964), the ‘equip-
ment premia’ were replaced by *industrial development premia’ relating to ‘new’ areas,
and ‘industrial adaptation premia’ relating to ‘old’ industrial areas where the traditional
activities (¢.g. coal mining, the textile industry) are declining.

2 The purpose of these companies, which were established under a law of 1955 and
of which 15 (covering nearly all areas of France except the Paris region) existed by
the end of 1563, is to provide medium- and long-term capital for the smaller firms which
cannot make direct capital issues on the market. The chief means of providing such
finance has been the (state-guaranteed) group loan issue.

3 It should be noted, however, that in the early 1960s the Caisse des Dépdts took over,
to some extent at least, the role which the FDES had played previously as lender (on
privileged terms) to certain private firms undertaking investment programmes judged
to be ‘in the national interest’.

41In 1963 the amount of aid given by the FDES in the form of loans rose temporarily
because of the exceptional aid given to the shipyards in that year.
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1965, the government issued a National Equipment Loan partly for financ-
ing certain of the nationalised enterprises, but mostly for granting privil-
eged finance to private firmsin selected branches! on the basis of agreements
specifying its use for such purposes as modernisation and reorganisation,
coneentration, decentralisation, research, increased production for ex-
ports, or in some instances simply the expansion of capacity. The steel
industry was specially privileged. Besides receiving the largest allocation of
any branch, it obtained exceptionally favourable terms regarding both the
interest rate and the conditions of repayment, This operation prepared the
way for a very much larger deal in 1966 when what was described as a ‘new
type of contract’ between government and business was signed, under
which the government undertook to provide the steel industry with a very
substantial amount of privileged finance and other aids during the period
of the 5th Plan in return for the industry’s engagement to carry out re-
groupings and other structural reforms.2 In bargaining with the govern-
ment on the terms of this contract, the steel industry claimed a ‘moral
credit’ on account of the long years of price control which had, as it said,
kept its profits low and hence deprived it of funds for self-finance.

8. Qualitative confrols over capital issues and credit

The earlier Treasury participation in the financing of industry was partly
conditioned by the weakness of the capital market, particularly in fixed-
interest securities. This weakness was also the dominant reason for another
form of intervention by which the authorities influenced the volume and
direction of investments in the private sector, namely selective controls
over capital issues, over long-term borrowing from the three big public or
semi-public credit institutes (Crédit National, Crédit Foncier and Crédit
Agricele), and over medium-term borrowing from the banks.

a. Capital issues

Ever since the end of 1946 the Minister of Finance has had the authority
to exercise control over all medium and large issues (those over 25 million
old francs?) of both shares and fixed-interest securities. The strictness of
the control exercised has, however, varied according to the conditions

1 The branches selected were: steel, chemicals, motor vehicles, mechanical and
electrical engineering, electronics, food products, *small and medium’ industrial firms,
and the wholesale trade.

2 The ‘general convention’ signed by the state with the steel industry was followed by

conventions signed by it with individual steel companies,
3 Equivalent to 250,000 F. {new francs}

36



The Exogenous Instruments: 1

on the capital market. Originally the control meant that the dossier on the
proposed issue had to be examined by a special committee at the Ministry
of Finance for its ‘economic interest’; and that if the Ministry gave its
authorisation, it would also specify the date at which the issue might be
made. As conditions on the capital market improved the authorities
proceeded under the 2nd Plan progressively to simplify the formalities,
until by September 1955 the control did not extend to examination of the
investment projects’ merits but required only that large issues of fixed-
interest securities {100 million old franes and above) should obtain the
agreement of the authorities on the conditions and date of the issue. The
chief purpose was to establish an ‘issues calendar’ which would relate
issues to the absorption capacity of the market.

Following the resurgence of inflationary pressures stricter controls were
reintroduced in 1957-58. The Minister of Finance drew attention to the
need to give priority to financing investment that would contribute towards
making the country ‘independent with respect to fuel and power' and
towards improving its foreign trade balance by increasing exports and
decreasing imports. These were the same investment categories as had been
given top priorities in the 3rd Plan. It was now required that all large issues
(100 million old francs and above!) of both shares and fixed-interest
securities should be given specific anthorisation by the Ministry and a place
in the official issues calendar. For fixed-interest securities the control was
more severe than for shares: even medium-sized issues {between 25 and 100
million old francs) had to be brought to the notice of the Minister, who
might require the terms to be modified or the date postponed.

In the second half of 1958 and the beginning of 1959, the regulations
were again relaxed for issues of shares: by March 1959 the rule was that
large issues merely had to be brought to the notice of the Minister of
Finance, who might ask for their postponement. For fixed-interest securit-
Ies the stricter rules mentioned above were retained. Now as before the
distinction was dictated by the tendency for the fixed-interest securities
market to be generally poorly supplied with funds in relation to the
demand, and for the situation on the share market te be the other way
round. From 1959 on, the fixed-interest securitics market underwent a
considerable improvement and a sharp reduction in interest rates was
achieved. Nevertheless this market remained relatively thin and inelastic.?

1 For companies engaged in prospecting for, exploiting and transforming oil and
natural gas, the regulation applied to medium as well as large issues (i.e. to all issues
above 25 million old francs).

2 Lorain Committee, 1963, pp. 1,443 and 1,448,
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It did not gain strength from the post-1958 prospect of price stability as
rapidly as had been hoped, and the rationing of funds on it continued to be
severe during the 4th Plan. An easing of the controls was announced at the
beginning of 1966, but a year later the effect of the issues calendar was still
to impose waiting-periods of a year or more on some private firms.!

b. Lending by the credit institutes and the banks

The three big specialised public or semi-public credit institutes, and some
smaller ones, make long-term loans for up to 15 or exceptionally 20
years not enly out of the advances from the FDES already mentioned, but
also and mainly out of non-Treasury funds (their own resources together
with funds raised on the capital market). It is with these loans from non-
Treasury funds that we are now concerned.2 The rule has been that the
Crédit National should grant large loans (for amounts exceeding 2-5
million F.) for financing only investment programmes approved by the
Comimissariat au Plan. Relatively few of these long-term industrial leans
have, however, been of this size.3

Medium-term lending (for 1 to 5 years, or since mid-1965 up to 7 years)
is mainly the province of the commercial banks. It has been the rule that
loans above a specified size should be scrutinised by a member of the
Commissariat for conformity with the Plan. For many years this rule
applied to loans of 1 million F. and above; but again the number of loans
reaching this size was probably not a very large proportion of the whole.?

At least until 1963 short-term lending by the banks had not been subject
to control for conformity with the Plan. Not even the nationalised banks
had applied qualitative controls to short-term loans, a fact which many
planners regarded as a lost opportunity. Short-term loans must usually

1 Le Monde, 2-3 July, 1967.

2 Until 1958-59 most of these loans were granted at rates of interest perceptibly below
the market level, the statc assuming part of the burden of the interest charges so as to
make the ¢ost of funds borrowed from this source similar to those charged on Treasury
funds. In 1960, however, the element of subsidisation was reduced, and in 1961 almost
all of the loans were made at ‘closc to the market rates’. (Conseil National du Crédit,
1960 and 1961.)

3 Exact figures are not available. But the Lorain Committee reported that in 1962
ocut of a total of 475 loan operations, 325 were for amounts less than | million F.,
79 for amounts of from 1 million to less than 2-5 million, and only 71 for amounts of
2:5 million and above, In early vears the proportion of larec loans had been somewhat
higher, however, (Op. cit., p. 1,472.)

4 Cf. Lorain Report, p. 1,475, where it is implicitly indicated that in 1962 the sizc of
the individual operations for industrial and commercial firms in the private seclor was
on the average substantially below onc million F,
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have represented well over half?! of the total amount of all loans to private
industrial and commercial firms financed from resources other than public
funds.

A step towards stricter qualitative control of bank credit, including for
the first time short-term credit, was taken in connection with the stabilisa-
tion plan of September 1963, The banks were invited (not ordered) by the
authorities to follow a selective policy in all their lending, for two purposes.
The first was aiding the fight against inflation: banks were advised to reject
applications for loans to be used for speculative purchases of raw materials,
ete., and to give especially favourable consideration to industrial and
commercial borrowers wanting to finance investments likely to reduce
costs and prices, or desiring to set up or expand businesses in areas where
labour was abundant. The second purpose was favouring (especially for
medium-term loans) borrowers who ‘respected the essence of the Plan’
by, for example, modernising businesses under strong pressure from
foreign competition owing to the lowering of trade barriers,? endeavouring
1o expand exports, investing in scientific and technical research, or under-
taking structural improvements (leading to greater concentration and
specialisation) in the apparatus of production.

¢. Other sources of finance

One source of investment finance that remained outside the control of the
planning authorities was the firm’s internal resources of retained earnings
plus depreciation allowances. This uncontrolled item was substantial: it
has been estimated?® that the proportion of gress self-finance to gross
investment for all private firms in the non-agricultural sector reached 76
per cent in 1960, though it fell to about 62 per cent in 1963. Many planners
have urged that such self-finance ought to be regulated by the authorities.

All foreign investments in France are in principle subject to authorisation
by the Minister of Finance under a decree-law of July 1947. Here too the
rules had gradually been relaxed especially after the beginning of 1959, and
were made stricter after 1963. The main object of this tightening up was,
however, to prevent important branches of industry from falling wholly

1 We cannot calculate the exact proportion. The statistics given by the National
Credit Council include loans to the ‘national enterprises’ and loans made out of Treasury
funds. On this basis, the proportion of short-term loans to the total of loans of all
terms was 58 per cent at the end of 1963 and 1964,

2 The following industries were mentioned in this connection: basic chemicals, steel,
aluminium, pulp (paper), machinery, and heavy electrical equipment.

3 5th Plan (Options), 1964,
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or largely under foreign domination, or to gnard against inflows of foreign
funds that might create or aggravate inflationary pressures.

9. Fiscal instruments: general reforms

The main contribution of taxation policy to the realisation of the aims of
the 2nd, 3rd and 4th Plans was seen as that of eliminating features in the
tax system which hindered economic growth. Special emphasis was laid
on the desirability of making taxation neutral as between different branches
of activity and different forms (whether technical or legal} of business
organisation. As the Plans remarked, non-neutrality meant that intrinsic-
ally less profitable lines of production, or less efficient forms of organisa-
tion, might frequently be chosen in preference to the more profitable or
efficient ones, merely because the tax system discriminated in their favour.
Thus it was a factor holding back desirable structural reforms in French
industry.

For more than 20 years successive French Finance Ministers had had on
their programme of tax reform this aim of tax ‘neutrality’. A first big step
in this direction was taken during the 2nd Plan, with the institution in
1954 of the tax on value-added (TVA).1 This tax now replaced in most but
not all cases the old indirect taxes and more especially the general turnover
tax.2 The latter, because it was cumulative from one sales stage to another,
had discriminated in favour of the more highly integrated branches of
production or forms of organisation; and by raising the cost of machinery
relatively to that of labour it had discriminated against the more capital-
intensive industries and techniques. Some of the initial exceptions to the
general application of the TVA were removed under the 3rd Plan, and
towards the end of the 4th (late 1965) a law was passed providing for the
removal of the most important of the others (such as retail trade) in 1968.

Another task which, as the 4th Plan said, remained in France's quest for
tax neutrality was a more complete elimination of the double taxation of
the earnings of parent companies and their subsidiaries, which constituted
an obstacle to those continual structural adjustments {creation of new
industrial groups, concentration and specialisation of production and

1 The object of the TV A s to hit only the value which the firm concerned has “added’
to the products it sells and not the value of materials, investment goods, services, etc.,
which it has used in production (or selling) and which have already been charged with
the tax when sold by their producers, wholesalers, etc.

2 In the early 1960s indirect taxes (the TVA and other indirect taxes ilevied for the
benefit either of the central or of the local government authorities) constituted about
60 per cent of total tax revenues in France.
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associations for scientific and technical research, etc.) which modern con-
ditions required but in which France still lagged. This task was finally
accomplished by the Law of July 1965 reforming company taxation and
inter alia broadening the conditions under which the so-called ‘privileged
tax régime of parent companies’ applied.

Increased neutrality of the tax system was regarded as an instrument of
the Plan in as much as it removed obstacles to economic growth, But it is
alse an instrument which any country suffering from similar tax distortions
might have used fo promote economic expansion without engaging in
*French planning’. The same may be said of another tax reform introduced
in 1960 to give general encouragement to investment activity by allowing
firms to opt for an accelerated depreciation formula (based on the ‘dimin-
ishing balance’ principle) for industrial and other equipment.!

10, Selective tax treatment

The adoption of fiscal measures of the kind just mentioned cannot be said
to be particularly characteristic of French planning. Much more character-
istic are the measures that discriminate between one activity {(which ‘con-
forms’ to the aims of the Plan) and another {(which does not ‘conform’).
One kind of tax relief which was ‘selective’ in this sense and was intro-
duced in August 1957 related to new share issues by industrial and com-
mercial companies that could show they were ‘contributing to the realisa-
tion of the objects of the Plan” or towards the ‘programmes for regional
actien’. In such cases, exemption for seven years from the company tax
(then normally chargeable at 50 per cent on both distributed and un-
distributed profits) was granted on dividends of up to 3 per cent on the new
capital. Although the customary phrase regarding ‘conformity with the
Plan’ was used, the main purpose of this measure seems to have been to
encourage firms to raise capital on the equities market.? That is to say, it
belonged essentially to the many measures aimed at relieving the abnormal
situation on the capital market. It also responded, albeit to a limited
degree (especially since it related only to new issues),® to the desire of many
people to make it the general rule that the rate of company taxation should
be lower on distributed than on undistributed profits, thereby encouraging
companies to pay out more of their profits to shareholders and thus

1 The provision was extended in 1962 to light industrial buildings.

2 Conseil National du Crédit, 1960 (p. 160), and 1961 {(p. 162).

# Figures have not been published for all the years, But in the two years 1963-64,
about 75 per cent of the volume of new issues was accorded the relevant benefit,
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strengthen the capital market.l After several renewals, the law finally
expired at the end of 1965 and was replaced by the new general rule
introduced by the Law of July 1965, and reducing the tax paid by com-
panies on distributed profits by one-half.2

In contrast to the 3rd Plan which had placed all the emphasis on the
necessity of achieving ‘neutrality’, the 4th stressed that the tax system
might ‘go beyond neutrality’ and ‘play a selective role favouring certain
operations . . . judged by the Plan to be particularly interesting’, and that
within the existing juridical and administrative set-up in France ‘the fiscal
lever figure{d) among the most important means of inducement at the
disposal of the public authorities’. It observed, however, that the use of
this instrument for the purpose described was rather a new thing, and that
it needed cautious handling to avoid eating into the tax base or contraven-
ing the principle that the tax system should be simple.

Discussing the types of tax intervention that were relevant here, the
Plan spoke first of the relatively familiar measures which applied to specific
operations all over the economy, or else were selective by branch. Apart
from those already in force, new tax inducements would, it said, be used in
a strictly limited number of cases ‘in favour of the realisation of the
objectives of the 4th Plan which [were] the most difficult to reach’. One
possibility, it suggested, would be the application of differential rates of
indirect taxation (exemplified by the lower than standard rates of the TVA
applying to some products used by farmers and to some foodstufls of wide
consumption, and the higher than standard rates applying to certain
luxury goods). (This instrument was not, however, used as a means of
implementing the d4th Plan.) Another possibility mentioned was special
depreciation formulae. Prior to the Law of December 1959, which
authorised the general adoption of the ‘diminishing balance’ methed,
numerous special systems of accelerated depreciation (representing
exceptions from the old rule of the straight-line method) had applied to
particular industries such as steel and mines, to firms doing a large export
business,? or to certain types of equipment; and after the 4th Plan came

1 This point was mentioned in the 4th Plan,

2 This provision also had the purpose of reducing the burden of company taxation
from a level which, it was said, had been so high as to discourage good management and
the avoidance of wasteful expenditure. The provision was said not to be in conflict
with the 5th Plan’s aim of increasing company funds available for self-finance because,
though it might favour distribution of profits relatively to their retention, it need not
reduce the latter absolutely, In other words, it was expected that the benefit of the tax
relief would be shared in varying proportions between the two.

3 Export firms possessing the ‘exporter’s card’ might deduct a complementary depre-
ciation allowance varying with the proportion of the firm’s sales exported. This scheme
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into force,! a few additional privileged cases were added. Some of these
special formulae were regarded as more favourable than the new general
rule and firms were allowed to keep them, in preference to following that
rule, during a transitional period which expired, however, at the beginning
of 1965. The special depreciation formulae were thus another of the selective
planning instruments that had now disappeared, at least temporarily. As
the government stated when the relevant Bill was under discussion, the
introduction of the new general rule was not intended to mark the complete
end of its willingness to grant special depreciation régimes favouring par-
ticular sectors or activities which it desired to encourage. It has several
times been reminded of this promise, especially by the steel industry.
The 4th Plan also said that tax discrimination might operate in favour of
individual firms by way of ‘case by case’ exemptions granted by the
Minister of Finance, The Plan noted that 15 special exemption procedures
were already in force, and that eight of them were of ‘great interest’ in
connection with the implementation of the Plan. One of the eight was the
partial exemption from the company tax of dividends on new share issues.
A second was the reduction to a nominal figure of the tax? (normally over
13 per cent) on transfers of land and buildings for business use, when these
transfers tock place in connection with industrial regroupings or with the
programme of industrial decentralisation and regional development. A
third was the application of the “privileged tax régime for parent companies’
to companies which did not automatically qualify for it under the general
rule (as then formulated) but which might (under laws of 1957 and 1959)
be granted it by special authorisation in approved cases. A fourth kind of
relief was the partial or total exemption for a certain period from the local
business tax? for commercial and industrial firms which helped to promote
regional development. Other reliefs related to taxes affecting operations for
reform of the structure of firms (e.g. mergers), or the establishment of
companies by groups of firms for carrying outcertain activities in common.4

allowed some firms to write off their investments particularly rapidly. The exporter’s
card was introduced in the summer of 1957, when exports were difficult, and was granted
to heads of businesses whose activity was suiliciently export-oriented.

1A law of 1962 provided that a special accelerated depreciation formula might be
authorised, case by case, by the Minister of Finance for buildings (constructed before
1965), and this provision was used to promote the two aims of regional development and
‘structural’ improvements in industry, The same law also instituted a special formula
for new buildings used for technical and scientific research.

2The droit de mutation.

37The contribution de patente levied for the benefit of the local authorities at rates
varying with the place and with the type of business.

4 An example was the soeiétés conventionées (footnote 1, p. 43).
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In addition to the eight, the 4th Plan listed three tax privileges of interest to
companies and institutions engaged in scientific and technical research.

In defence of these forms of ‘selective’ tax relief, the Plan remarked that
their total incidence on the budget was ‘relatively small’. Many people,
however, saw more serious grounds for objection in another aspect of the
‘case by case’ treatment, an aspect to which I shall return presently.

Although all these forms of tax relief could be regarded, at the time
when the 4th Plan was launched, as special [acilities granted only in ap-
proved cases, some were to be extended to all cases in the wake of a tax
reform aimed at removing obstacles to general economic expansion and
would therefore cease to be instruments for imposing the more specific
aims of the Plan. In July 1962, M. Giscard d’Estaing emphasised the point
already made in the Text of the Plan, that it was the government’s desire to
arrive at ‘generalised tax harmony and neutrality’, and added that the
incentives for carrying out the Plan should therefore preferably take the
form of direct subsidies rather than of tax exemption. Before the 4th
Plan came to an end, he had succeeded in carrving out a major tax reform,
covering company taxation and part of the indirect tax system; and the
reform had, for the time being ar least, been entirely concerned with
establishing ‘neutrality’ and not with ‘going beyond® it.

11. Negotiations and procedures

The ‘soft’ methods of French planning, or the methods by which it has
avoided authoritarianism, have depended in large measure on bargaining
between government and business, or what has been euphemistically called
‘the dialogue’ between industry and the public authorities. The process of
negotiating the benefits and privileges offered in connection with the
Plan starts, in some cases, at the stage of the Commission work. Indeed,
some of the expenents of French planning have deplored the fact that in
some instances the Commissions” written reports have given more atten-
tion to the facilities they claim to need for implementing the Plan than to
its more ‘objective’ aspects.! The ‘dialogue with the public authorities’,
inside and outside the Commissions, is naturally conducted most easily
in the basic industries and other sectors where the units are large and the
number of firms small. This is one reason why French planners favour 2
higher degree of concentration in the many branches of French industry
where the degree is still low. It also explains why some critics complain that
the planning procedures work mostly to the benefit of *monopoly groups’,
1 For example, Pierre Bauchet, 1962, pp. 64-5 and 171.
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On the other hand, it is the big firms that are most likely to be hit by
controls over the sources of finance or by price controls which, even when
generalised, can usually be more strictly enforced in the more highly
concentrated sectors than in the less. T'o some extent, therefore, it could be
argued that ‘stick’ and ‘carrots’ went together. For example, representa-
tives of the steel industry have repeatedly claimed that the special facilities
granted to it were a just and necessary quid pro quo for the price-stops to
which it had long been subject. And in 1966, as we have seen, this argu-
ment seems to have carried considerable weight.

On the special tax concessions menticned in the previous section, the
4th Plan remarked that while some would be granted semi-automatically,
only those applications being turned down which were ‘devoid of any real
economic interest’, others would be granted under the procedure of the
*fiscal contract’ which confers privileged tax treatment on a firm or per-
haps all the firms in a branch (represented by their trade association) in
return for an engagement to undertake certain operations.! For facilities
other than tax concessions, a similar though less formal and explicit
procedure, that of the ‘quasi contract’, had been advertised in the spring of
1960 by the Interim Plan.2 This procedure has been described as an ex-
change of letters between a firm and the administration, setting out the
financial facilities (e.g. prompt access to funds, cheap loans, equipment
premia, etc.) which the state agrees to grant, or declares itself willing to
consider granting in the future, to aid a specific investment programme.3
The term ‘quasi contract’ had evidently been used to indicate the somewhat
vague character of the agreement. The Interim Plan explained that the
purpose of the new procedure was to make it easier for firms to take
advantage of the ‘big potential’ of incentives allowed by the existing
regulations, a potential which, it said, had not so far been fully exploited.
However, although the ‘invention’ of the quasi contract received much
attention in most of the numerous descriptions of French planning
published during the first year or two of the 4th Plan, results fell short
of expectations: very few quasi contracts were concluded under the
Interim and 4th Plans.?

1 An example of such contracts were the ‘conventions’ which a Decree of February
1959 had authorised the state (Ministry of Finance) to sign with companies formed by
groups of small or medinm-sized firms, granting specified tax facilities, on condition
that the companies carried out an agreed programme to meet the new situation created
by the formation of the European Common Market.

2Tt had, however, already been used in 1957-58: ¢f. Francine Batailler, 1964,

3 Ihid., p. 369,

4 Francine Batailler (foc. c¢it.) found that up to the end of 1963 fewer than 10 had
been signed,
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Contractual arrangements between government and business are never-
theless widely regarded as having an increasingly important role to play
in the future, Two recent examples of this tendency are the steel con-
vention of 1966 and the ‘programme contracts’ introduced in the same
year (and granting ‘price freedom’ rather than financial favours). In neither
case, however, was the term ‘quasi contract’ used, presumably because
these new agreements were supposed to be more substantial from a legal
point of view than that term implies. A large number of ‘programme con-
tracts’ were signed in the first 18 months.1

12, Criticism of ‘soft’ and ‘flexible’ techniques of intervention

A prominent feature of the French system of selective incentives, or of
planning ‘by negotiation” between the public authorities and private
business, is its resort to the ‘case by case’ method.

This feature has been severely criticised by planners as well as by econ-
omic liberals. Objections have been raised to its discriminatory character,
the wide discretionary power it gives to the administration, the con-
sequent danger of arbitrariness in the distribution of financial and other
favours, the secrecy surrounding some of these favours and the resultant
impossibility for parliament or the public to evaluate the merits and costs of
the policy followed.? As Mlle. Francine Batailler observes, the attempt to
avoid one evil, that of authoritarian intervention in the economy, has
implied the acceptance of another, that of the breach of the rule that
firms should be treated equally by the administration and the law.? And
Professor Charles Debbasch points out that the substitution of the new ‘soft’
methods for the old authoritarian methods of intervention has meant
passing from a situation where the public authorities had only a limited
power to intervene in specified sectors and in accordance with objective
rules, to one where they have a general power to intervene in any part of
the economy as and when they choose, favouring some firms to the detri-
ment of others and giving new scope for the activities of pressure groups.*

The authorities themselves have pointed to one objection to the dis-
cretionary method. They observed that in the case of the regional develop-
ment programme, this method had made it difficult for entrepreneurs to

} Some 75 such contracts, some covering large and others smaller sectors, had been
signed by the autumn of 1967. (Le Monde, 4 October, 1967.)

2 For example, P. Rissoyre, 1961, pp. 113-14 in 1964 reprint; Pierre de Calan, 1963,
p. 238; Francine Batailler, foc. eft., pp. 372 and 379; and Charles Debbasch, 1967.

3 Francine Batailler, foe, cit.
4 Charles Debbasch, /oc. eit.; and Henri Denamur, 1967,
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size up in advance their chances of qualifying for the benefits offered, so
that many had been deterred from applying. It was thought that this
might have been a factor reducing the effectiveness of the programme.
Accordingly, the new regulations of May 1964 on aid for regional develop-
ment abandoned the ‘great flexibility’, as it was termed, of the previous
system in favour of a more precise set of published rules.

The system of selective incentives has also been criticised on the ground
that, where firms have received favours from the authoerities for *conform-
ing to the Plan’, there has often been insufficient check (followed by
sanctions if necessary) to ensure that the firms have kept to their part
of the bargain. Some partisans of French planning have complained of
the cynical attitude of industrialists who give their approval to the Plan
at the Commission stage and accept favours for carrying it out, but who then
go ahead with their private plans.

Here, however, we come up against one of the inherent ambiguities of
‘soft’ planning, namely the extreme vagueness of the notion of ‘con-
formity’, I shall return to this aspect in the next Chapter.
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1. The extent of the use of these instruments, and the notion of conformity

We have seen that under the post-Monnet Plans, up to and including the
dth Plan, the planning authorities sought to influence the actions of the
individual operators in the private sector partly by using ‘sticks’ (refusing
access to the capital market or to medium- or long-term credit, enforcing a
‘queue’ for funds, price controls, ete.), and partly by distributing ‘carrots’
{privileged finance, other explicit or implicit subsidies, accelerated depre-
ciation formulae, etc.). The authorities have never published any system-
atic account of the extent to which they used the various planning
instruments, or of the frequency with which particular sectors or activities
were hit or favoured. The information on this aspect of French planning
is fragmentary.

The instruments on which the reporting has been most ample and regular
{annual} are some of those that come under the purview of the FDES, such
as aids {cheap loans, grants, interest-rate subsidies, and reductions of the
property transfer tax) given for the two purposes of “decentralisation and
regional development’, and ‘structural reforms’ of industry (regroupings
and conversions). Until the end of the 4th Plan, the first head was by far
the most important of the two.2 For the years 1963-64,2 the authorities have
provided somewhat fuller information extending to statistics of the number
of cases in which various forms of tax relief (other than that mentioned
above) were granted. From the various fragments of information for these
two years, the following incomplete picture emerges. Just over 100 firms
on the average benefited in each of these years from the partial tax relief
for dividends on new share issues; about 250 from the *privileged régime
for parent companies’; about 100 from relief of taxes on changes in the
legal form of firms; and between 500 and 1,000% from one or more of the
aids {loans or grants, relief from the property transfer tax, relief from the

1 In 1961-2, for example, it accounted for about 90 per cent of the operations under
both heads combined.

2 And for 1961-62, figures were collecied by Plerre Pottier: see his article, 1964,

3 The figure cannot be calculated more exactly. Since the different aids are in some
cases granted cumulatively, we cannot tell how many firms were involved after allowing
for duplication,
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local business tax, and the special depreciation régime for buildings) granted
te promote regional development or structural reforms. Finally, close to
300 firms in each year benefited from the group loan issues made by
the state-aided Regional Development Companies.!

We still do not knew, for any of the Plans or any of the years, how many
firms in what branches? obtained special facilities under all the provisions
in return for acting in ‘conformity with the Plan’. We do not know how
often it happened that a firm was refused access to funds or prevented from
making a desired investment on the ground that this was ‘not in conformity
with the Plan’; nor (except in some cases) what kinds of activity were held
to be ‘in conformity’ and what were not.

We shall not perhaps be far wrong, however, if we sum up the broad
characteristics of the mode of applying the exogenous planning instru-
ments to the private sector of the economy, under the post-Monnet Plans
up to the 4th Plan, in the following way.

1. Explicitly favoured (after 1955) were two classes of activity described as
‘industrial regroupings and conversions’ and ‘decentralisation and
regional development’. These had specially-labelled carrots assigned to
them. Promotion of exports was ancther frequent quid pro quo for favours,
such as the right to apply accelerated depreciation formulae.® (Since
1959 the direct subsidisation of exports has been forbidden to France and
her partners in the European Common Market by the Rome Treaty.)
Another activity explicitly declared eligible for favoured treatment was
scientific and technical research, We may observe that most of these
activities were among those which other countries without ‘French
planning’ also aided. Moreover, in many of the cases where carrots were
distributed, ‘general economic development’ may be as near as we can
get to defining what ‘conformity with the Plan’ meant.

2. In times of ‘good weather’, the stick was generally used only lightly,
and ‘conformity with the Plan® interpreted very broadly to include almost
any activity serving general economic development. In ‘bad weather’
(financial stringency, inflation, balance-of-payments difficulties), of which
France has had a good deal, ‘conformity’ was interpreted more narrowly
and the stick used more (sometimes very) heavily, Almost always sure of

L This is another Item about which the FDES has given regular annual information.

2 For 1964, but not for previous years, the FDES provided a sectoral analysis of the
total amounts of new share issues benefiting from the partial tax relief on dividends
(under the decree of August 1957).

3 See also the examples of the use (up to 1961) of financial and fiscal aids to encourage
exports cited by Maurice Nivean, 1962.
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escaping from its rap (apart from price controls) were branches or firms
doing a large export business. And, on the whole, the criteria for establish-
ing the order of priority for access to rationed funds were probably not
very dissimilar from those adopted in other countries which, in difficolt
times, limited that access in the name not of ‘planning’ but of ‘general
economic policy’. What perhaps chiefly distinguished France’s case from
some of these others was that she had recourse to rationing, especially on
the market for fixed-interest securities, over more of the time and even
when the weather was comparatively “fair’, the object being to prevent
interest rates from going as high as a free market would have required
(in the absence of ‘indexing’l} in a country which had experienced a
continual depreciation in the value of money for nearly half a century.

3. A special stick was used against firms desiring to set up or expand in
the Paris area. But this too was similar to policies found during the same
period in countries like Britain which did not pretend to ‘plan’ the
economy.

4. The instrumentation of the Plan was not (as under the Monnet Plan)
closely geared to the attainment of sectoral targets. In other words, it was
not very selective between different branches of the economy, but served
rather to favour activities common to a great many branches.

5. Probably most large firms (e.g. all those possessing the ‘exporter’s
card'?} got some carrots. Many preferred to go without others, as for
example when they chose an unsubsidised location for their industrial
expansion instead of a subsidised one, presumably because it was more
convenient or profitable to do so. Some large firms were also little or sel-
dom hit by the stick in so far as they could largely rely on self-finance from
retained earnings, and were little affected by price controls.

6. A great many of the smaller firms were not affected by either stick or
carrots, in either good or bad weather.3

We cannot, however, put all of these characteristics of the method of
implementing the Plan in terms of figures, and we cannot judge how
influential the exogenous planning instruments were in steering the
economy in the desired direction, or away from that which it would have
followed ‘spontaneously’. It is noteworthy that one of the aims most
strongly supported by instrumentation, at least after 1958, was regional

1 Above, footnote 3, p, 29, ¢ Above, footnote 3, p. 42.
3 France has about 750,000 industrial firms.
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development, but that prior to the 5th Plan this aim was not ‘quantified’,
so that there is no criterion by which to judge how far the results achieved
reflect on the adequacy or effectiveness of the planning instruments
employed.!

2. The ‘liberal’ interlude

We have seen that the exogenous instrumentation of the Plan changed
perceptibly in both nature and extent from one period to another. The
2nd Plan did not use the ‘hard’ planning instruments on which the Monnet
Plan had partly relied; and it also brought a loosening of the grip of the
state on investment, a smaller proportion of total investments being
financed by Treasury funds. The 3rd Plan expressly recommended that
everything possible should be done to proceed further in this direction, and
towards the restoration of normally functioning capital and money
markets. It saw a need for the public authorities to continue for some
years to direct savings into investment projects that were ‘most useful
from the point of view of the general interest’, sometimes at the expense of
those that were more immediately profitable from the financial point of
view, and for them to continue to exercise capital-issues and credit controls,
and te grant subsidies, special loans, and loan-guarantees. But it saw this
direction of investment by the authorities as a temporary expedient, which
would be unnecessary when the supply of savings became sufficient to
finance what it called all *profitable projects’. During the last two years of
this Plan, substantial progress was made towards strengthening the capital
market, and this was accompanied by a tendency for the Treasury to
withdraw from the role of lender, guarantor and subsidiser of loans for
selected branches or firms, except in special cases.

At the same time, the 4th Plan was being prepared with its new emphasis
on the use of selective fiscal instruments as a means of implementation. But
even these were not intended to outlive the 4th Plan, and mostly dis-
appeared before it came to an end.

Though marked by periodic interruptions and relapses, the post-1948
trend towards the rehabilitation of market mechanisms meant that the
Plan gradually lost a good part of its {exogenous) instruments. And the
pursuit of the aim of tax ‘neutrality’ had a similar effect. It is, therefore,
not surprising to find critics objecting with increasing insistence as time
passed that the remaining instruments, though they served certain partial
planning purposes (e.g. control over steel prices, regional development,

1 The results wore, however, widely regarded as disappointing.
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‘restructuring’ of industry), could not be said t¢ amount to anything
approaching that infegrai central planning of the economy which ‘French
planning’ was supposed to be. By early 1962 at least, complaints were
being simultaneously voiced of the shackles of the Plan over certain
industries {e.g. steel), and of the ineffectiveness of the instrumentation of
the Plan. The return to stronger interventionism after the autumn of 1963
increased the impression of an economy in the grip of the state, but still
without a real ‘Plan’ as many people understood the term . In March 1964,
six months after the adoption of the ‘stabilisation plan’, the Prime Min-
ister, M. Pompidou, promised that the time would come when ‘from the
present dirigism we shall revert to liberalism’, Yet when the 5th Plan started
(in 1966), this did not appear to be the direction economic policy was tak-
ing. The new (‘contractual’) price control régime, and the resumption of
the practice of granting selected branches or firms privileged loan finance or
other favours on condition that they followed certain government direc-
tives, seemed to peint the other way.

It has often been remarked that during the post-war period France’s
economic pelicy-makers have repeatedly seemed to hesitate between two
views of the direction they should take; on the one hand adopting measures
of a selective character aimed at stimulating investment and expansion in
particular sectors or even firms, and on the other developing general
policies aimed at stimulating overall investment and expansion without
discriminating in favour of particular sectors and firms. For a time,
however, and especially during the years 1959 to 1963, this ‘liberal’ view
did in large measure triumph. It was this tendency which caused increased
emphasis to be placed in these vears on the ‘endogenous’ method of im-
plementation of the Plan. This method will form the main subject of the
next Chapter.
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1. ‘Indicative’ or *soft’ planning

‘We must now examine more closely the significance of the Plan defined, as
it once was, as a system, detailed by branch and sub-branch, of precisely
quantified ‘objectives’ which might be either targets or simply forecasts.
During the period we shall be speaking of here no clear distinction was
made, as was pointed out in Chapter III, between those of the Plan’s figures
that merely represented forecasts of what was likely to happen spon-
taneously in response to consumers’ choices and the free decisions of
entreprencurs, and those figures that represented targets which the
authorities intended taking active steps to reach in order to ‘correct’ some
of the spontaneous tendencies in economic development, A similar vague-
ness attaches to the terms ‘indicative planning’ and ‘soft planning’, both
of which have gained wide currency abroad as well as in France, as
descriptions of ‘French-style’ planning. Most writers use the term ‘in-
dicative’ in the wide sense to refer to any planning which depends on
instruments that are of a ‘non-coercive’ or ‘soft’ character, even if they are
sometimes what we have called ‘exogenous’. Others take the term to mean
that the planning authorities are concerned only with ‘predicting the
future and not transforming . . . it’,! and prefer the term ‘soft planning’
to describe the broader conception. Still others use the two terms inter-
changeably.

In what follows I shall treat “indicative planning’ ot as synonymous with
‘soft planning’, but as a sub-species of it. I shall assume that indicative
planning in its ‘pure’ form does consist of prediction only, in contrast to
other forms of soft planning which aim at deliberately leading economic
development inte directions different from those it would take ‘spontan-
eously’.

M. Massé himself discarded the term ‘indicative planning’, which he had
once used,? because he thought it was apt to give the false impression that
the Plan was optional, or something without ‘forces tending to ensure its
realisation’.? If the word ‘indicative’ is used in this sense, then of course

1 Pierre Bauchet, 1962, pp. 33-5. 2 For example, Pierre Massé, 1960,
3 Pierre Massé, 1963 (3). Sec also B. Cazes (a mernber of the staff of the Commissariaf),
1962, p, 7.
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no “planning’ can be purely indicative. M. Massé suggested that since
French planning is ‘less than imperative but more than indicative’, a
better description would be ‘active planning’.! This looks like verbal
redundancy, but may perhaps be excused as a reaction to the widespread
tendency for the word ‘planning’ to be emptied of its meaning by the
increasingly loose usage mentioned in Chapter III. We find a parallel
reaction in Britain where Sir Robert Shone felt obliged to use the term
‘purposive planning’ to describe what was being attempted under the
National Economic Development Council.2

2. The development of the theory of pure indicative planning

Nevertheless it was M. Massé who was chiefly responsible for working out
a ‘logic” or ‘philosophy’ of the Plan which made what I shall call ‘indicative
planning’ in its pure form (of prediction only) appear ‘active” by virtue
solely of what we referred to earlier as endogenous methods of implementa-
tion {or the ‘internal force’ of the Plan) as opposed to exogenous methods
{or ‘external forces’).? According to this logic the Plan is self-implement-
ing.

There is no implication here that French planning has ever in practice
been exclusively of this kind. Members of the Commissariat have repeat-
edly pointed out that it has always relied partly on exogenous instru-
ments. The importance of these instruments, however, declined between the
Monnet Plan and 4th Plan. This tendency was already in evidence between
the Ist and 2nd Plans, and when the 3rd was in preparation doubts were
being expressed about the appropriateness of the word ‘Plan’ for describ-
ing what was then being called by this name.* It was questioned whether
the term ‘centrally planned’ could properly be applied to an economy
which had a central forecasting service but was decentralised at the
decision-making level, and in which only light use was made of (exogenous)
planning instruments. After the end of 19358, the trend of official policy
away from interventicnism and towards the restoration of market mech-
anisms was, as we saw, still more marked. And this doubtless helps explain
the increasing importance attached, under the administration of M.
Mass€, which started at the beginning of 1959, to the development and
popularisation of a theory of the Plan that would fit the new practice. M.
Massé has acknowledged that it was his predecessor at the Commissariat,

1 8Bee his preface to F. Perroux, 1862, p. 7.
2 Speech delivered at Birmingham Chamber of Commerce, 10 October 1963.
2 Above, pp. 24-5. 4 For example, Pierre Maillet, 1956,
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M. Etienne Hirsch, who first put the new kind of Plan, the ‘harmonising
Plar’, into practice (beginning with the 2nd Plan). That it was M. Massé
who provided the theory does not necessarily imply that he personally
favoured the total dismantling of what remained of the apparatus of
intervention which facilitated the reaching or approaching of certain
targets. The theory (which he had begun to expound as early as 1952)
was meant only to show that if nothing more was involved thanwhat he has
called ‘national market research’ or ‘collective forecasting’, or what others
have alternatively called ‘framework planning’ or ‘informational plan-
ning’, this might plavsibly be regarded as central planning of the economy.
It is largely owing to his efforts that many people were converted to this
view who would previously have been sceptical.

M. Massé’s theory relates to French planning whittled down to a basic
minimom. It must be emphasised that French planners never generally
accepted the view that this minimum was sufficient. Whether, and to what
extent, exogenous instrumentation was necessary to the concept of a gen-
uine national economic plan has long divided the different schools, and a
wide gap separates the minimalists from the maximalists. However, at
one time at least all groups did accept M, Massé’s theory of collective fore-
casting. Such forecasting was regarded as something upon which norma-
tive elements, backed by the appropriate measures of intervention, might
be superimposed as desired. It was also supposed to represent that
‘minimum of planning’ which early in the 1960s most countries with
‘liberal’ economic pelicies, West Germany being the outstanding excep-
tion, had ‘discovered to be necessary’.

The theory of pure indicative planning was not regarded, even by its
inventors, as possessing very firm contours. It was admitted to be in process
of evolution and subject to continual retouchings, in order to resolve
ambiguities and contradictions whenever these appeared, and to allow for
the lessons of experience. We shall examine later a number of these re-
touchings, some of which appear to be so substantial as seriously to weaken
the theory. For the present we shall concentrate on the theory in its earlier
and stronger form.

3. A plan for the market economy

The keynote of M, Massé’s theory is the relationship which it predicates

between the Plan and the market economy, namely that the Plan is not

inimical but complementary to market mechanisms.1 M, Massé has several
1 For example, Pierre Massé, 1963 (1).
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times described the Plan as a ‘substitute for the market’,! by which he
means not displacing the market but acring in its place where it does not or
cannot function effectively.

He has cited varicus cases. The price system may be temporarily dis-
rupted, as in periods of acute shortage such as the war and immediate
post-war years. Or the market may not be working satisfactorily for some
more permanent reason, the most conspicuous example for France in
recent years being the capital market where spontaneous saving by house-
holds has fallen behind growing investment needs, in conseguence of
income redistribution {or taxation) and of the deterrent effects of half a
century of inflation. We are given to understand that the Plan may in these
circumstances have to arrange for some kind of “collective’ saving to fill
the gap left by the shortfall of individual savings.? Or, again, there may be
distortions in the formation of market prices due to monopoly. Or certain
goods and services (or social costs and benefits) may not be priced on the
market at all. All such cases are fairly familiar from the traditional theory,
and are widely regarded as justifying ad hoe forms of government inter-
vention or what we have called *partial planning’ from the centre.

The inadequacy of the market with which M. Massé’s theory is especially
concerned is, however, of another and quite general character, and the
proposed remedy is also different.

4. The missing link in the classical theory

According to M. Massé and his followers the classical theory of the
functioning of the decentralised market economy failed altogether to deal
with the problem of differing expectations about the future. They point out
that the usual description of the way in which market mechanisms guide
economic operators in the making of their investment and output decisions
runs in terms of ‘explicit price signals’, consisting either of current prices
or of the prices quoted on forward markets which, however, exist only for a
few commodities and cover only a relatively short period ahead. Any
number of examples can, indeed, be found in the literature of this con-
ventional description; and it may be fairly commented that many ex-
ponents of the virtues of the market economy have been remarkably careless
in their formulation of the way it works. Obviously the explicit price signals

1 Pierre Massé, 1952; 1960; and 1965, pp. 43 ff.

2 The way which Is now gencrally envisaged, as for example int the 5th Plan, is an
‘incomes policy’ which will assure firms of profits sufficient to allow them to underfake
an adequate volume of self-finance. (Below, p. 163.)
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which exist are not a sufficlent basis for making investment decisions of
which the results depend on future prices, sometimes at dates many years
ahead. In reality firms are generally obliged to rely, not on explicit price
signals, but on forecasts of future demand and cost conditions compiled
with the aid inter alia of market research studies. Over the past 30 years
or more, economic theorists analysing the determinants of the investment
decisions of the firm have given ample recognition to the fact that the
‘data’ which have to be used are not known, but expected or estimated,
prices {and costs). Without questioning the existence of this theoretical
analysis and the fact that current business practice follows the same
principles, M. Mass¢ and other French planners contend that there remains
a problem which the nec-classical theory has ignored. ‘The individual
expectations of firms are’, says M. Massé, ‘in sericus danger of being
inconsistent with one another.” And since consistency of the forecasts is a
necessary (though not, of course, a sufficient) condition for their accuracy,
they must be harmonised. He mentions three ways of doing this,

One admittedly impractical way would be through a system of futures
markets on which everybody had to register today his demands and offers
for future time-periods. Another way is authoritarian direction from the
centre. The third way is the French method of instituting a central service
of national market research which coordinates all the forecasts, or draws
up 2 National Plan that renders all the individual plans compatible with
one another, thereby playing much the same role as futures markets if they
existedl—the role of what M. Massé calls a “generalised market’.2 Accord-
ing to M. Massé, we do not have to choose as many have supposed between
the market economy and ‘the Plan’, but first between ‘the plans’ (made by
all the individual operators independently of one another) and ‘the Plan’;
and secondly between the market economy and dirigism.3

French planners claim that the circumstances of modern industrial
society have caused the spread all over the *West’ of the conviction that the
coordination of the investment (and output) plans of the individual
economic operators through centralised or collective forecasting is desir-
able. Technological developments have, they remark, imposed in many
sectors larger indivisible units of investment than formerly, with longer
amortisation periods, and sometimes longer periods of research, prepara-
tion and construction, so that investment decisions need to be based on
longer-term and more exact forecasts of future market prospects and other

I Pierre Massé, 1959 (2nd ed., 1964, pp. 474-5 and 489); 1962 (1), pp. 6-7; 1963 (3);
and 19635, p. 46.
2 Pierre Massé, 1962 (2). 3 Pierre Massé, 1964 (4).
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conditions. But the longer the period over which it is necessary to look
ahead, the greater is the danger, they say, that forecasts made by different
sectors independently of each other will prove mutually inconsistent, and
the greater is the need for their deliberate harmonisation or coordination.
In other words, there is a problem of reconciling expectations which,
though not new, has become much more serious in recent decades; and the
consequences of failing to solve it have become more costly.

5. Transparency and coherence

Collective forecasting, or ‘market research on a national scale’, is supposed
to make a twofold contribution to the sclution of this problem. The first
is that of rendering the economy ‘transparent’, by gathering together
and making generally available the knowledge, beliefs and intentions (often
referred to for short as ‘information”) of the individual economic agents
regarding future developments in their respective sectors. The second is
that of making economic activity ‘coherent’, by welding the individual
forecasts and plans into a consistent whole, corresponding to a ‘common
view of future economic development’.! This last phrase conveniently
sums up an aspect of collective forecasting to which I shall have frequent
occasion to return.

It is generally assumed that the ‘coherence’, or coordination, of in-
dividual plans requires the overall growth rate for the economy to be
‘chosen’ ex ante by the Plan, instead of being left simply to reveal itself
ex post as in the unplanned market economy.? In other words, the growth
rate is usually regarded as the one indispensable ‘normative’ element in the
Plan, even if there are no others. This view is not, however, absolutely
necessary to the theory of collective forecasting. The growth rate could be
treated as no more than a prediction (obtained from the various branch
forecasts by a process of aggregation) without detracting from the essentials
of this theory, Nevertheless the presumption is that co-ordination will be
better, and the branch forecasts more certain, if the growth rate is taken as
a target to which the government is ‘committed’ and which it therefore
*defends’.

The procedure by which ‘coherence’ of all the branch forecasts is ob-
tained under French planning was mentioned briefly in Chapter II. After
the Vertical Commissions have prepared the forecasts for their individual
branches and sub-branches, all the forecasts are put together and tested
for consistency with each other and with the overall targets of the Plan,

1 5th Pian (Options), 1964, pp. 40 and 41, ? Bernard Cazes, gp. cit., p. 13.
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‘Where serious inconsistencies are revealed, ‘adjustments’ are made on the
basis of consultations between the Commissions and between these and the
Commissariat, and of what are called ‘arbitrages’ between the various
parties. Great importance has been attached by French planners to the
coherence of the forecasts thus obtained and to the resultant ‘coordina-
tion’, as it is assumed, of entrepreneurs’ investment decisions. This coher-
ence, though not as M. Massé has said the ‘sole virtue of the Plan’,!
was supposed to be the feature which caused the Plan to act as a ‘reducer
of uncertainty’ for operators all over the economic system.?

A corollary of this conception of the Plan’s function was that the fore-
casts ought to be made by branch and sub-branch as finely divided as
possible, and not merely at the level of the big aggregates or sub-aggre-
gates. In the last analysis the forecasting had to reach down to the in-
dividual product if it was satisfactorily to perform that harmonising func-
tion which the classical theory of the market economy had allegedly
neglected. It might seem also that the planning would need to be done at
the level of the firm rather than the branch, but we shall defer considera-
tion of this view to Chapter XI.

6, Planning as collective forecasting

According to M. Massé’s theory, coherence of the forecasts is practically
sufficient by itself to explain how the Plan ‘works’. The theory holds that
the ‘logical element” which resides in the proven internal consistency of the
Plan makes it seem reasonable to economic operators to conform to the
Plan’s forecasts,® and that this element gives the Plan a ‘power of per-
suasion” which causes it to be implemented or realised, and makes it ‘a
Plan in the real sense of the term’, even if it has little if any instrumenta-
tion from outside. As M. Massé has said:

The plan . . . is an ensemble of coherent prospects which all the participants have
an obvious interest in endeavouring to make materialise, since the production
of each is the market for all.

He adds, however, that

... it is 2 guide and not a master. Each firm keeps its own responsibilities, and
when there is a divorce between the objective of the Plan and the demand of the
consumers, it is the latter, not the former, which has the last word.?

1 Quoted by G. Turin, 1961, 2 Pierre Massé, 1962 (1), pp. 6-7.
3 For example, La Documentation frangalse illustrée, 1962, p. 139,
4 Pierre Massé, 1959 (2nd ed., 1964, p. 380).
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Or, as he expressed the same idea on another occasion:

Every branch of activity is promised the possibility of acquiring its productive
factors and selling its goods on a balanced market, [but] the promise is . . .
only kept if everybody plays the game. [It] merely acts as an incentive. It is
not binding on anybody.?

Or again:

Firms are not dispensed [by the existence of the Plan] from working ont their
valuations and choosing their own attitude concerning risk. But they do so in
a better-informed manner . , . Partial adjustments remain necessary while the
plan is being carried out, under the influence of the market, operating in a
frame which allows it to work more smoothly, Thus the economy retains its
flexibility and every participant a feeling of liberty.*

And similarly, the section in the Text of the 4th Plan devoted to the
‘means of execution of the Plan’ states that:

The first reason for success of the plan is its coherence. The very methods by
which the forecasts are drawn up means that they pre-figure a general equili-
brium of exchanges of goods and services at the end of the plan. This prospective
¢quilibrium does not become & reality unless all the economic agents conform
to the recommendations of the plan, but it is abviously a powerful factor induc-
ing them to mowve in this direction.

There follows the passage (quoted above, page 21) to the effect that &
distinction must, nevertheless, be made between the programmes for the
“basic’ products and services which must be fulfilled if the growth target
is to be reached, and those for the wide variety of manufactured goods
which must be regarded as, to some extent, flexible.

This outline of M. Massé’s original ‘logic’ of the Plan represents the
stage his ideas had reached in the period 1959-63, that of the preparation
and the first phase of the 4th Plan, although they were clearly the fruit of
nmuch longer reflection going back at least to 1952. This ‘legic” was re-
garded at the Commissariat not as pure theorising but as representing the
way the Plan worked in practice.

A first question which may be put is: Supposing that collective forecast-
ing performs in practice the function of ‘coordinating’ economic activities
which the theory assumes, can it justifiably be called central planning of
the economy ? There scems a prima facie case for saying that it can. The
tole it is supposed to play appears similar to the role of central economic
planning as conceived by the fathers of the idea, the Saint-Simonians,3

1 Pierre Massé, 1962 (2). 21hid,

3 We may recall a celebrated passage from Saint-Amand Bazard’s exposition of the
Saint-Simonian docirine:
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even if the method by which the *direction’ from the centre takes place is
distinctly different. This much granted, however, it appears necessary to
add a qualification. The theory allows that individual operators may
deviate from the forecasts contained in the Plan; that they will proceed in
the light of current market and other developments and their own changing
estimates of what is going to happen in the future; and that they may
‘adjust’ their own private plans continually during the period over which
the official Plan extends. Clearly then, what M. Massé calls ‘playing the
game’ will be compatible with this process of ‘making the necessary
partial adjustments’ only if these are small. If they are large, the Plan's
‘flexibility’ will deprive it of its ‘co-ordinating action’. It follows that the
Plan will play the role assumed by M. Massé’s ‘logic’ only if the collective
forecasting, detailed by branch or product, is of a high degree of accuracy
and is actually followed by the operators in all the branches as a basis for
their plans.

It is true that there is a narrower interpretation of the ‘logic” of the Plan,
according to which the latter coordinates only ‘the most important’
investment decisions,! but this was not the dominant interpretation prior
at least to the ‘new look’ given by M. Massé to his theory in 1963-64 and
discussed in Chapter XV below.

7. ‘Liberal planning’

Provided central planning of the economy means for the private sector no
more than collective forecasting or market research at the national level
it is acceptable t¢ many—though by no means all—economic liberals in
France. This is what is meant by so-called ‘liberal planning’, which M.
Massé has frequently been judged, approvingly by some and disapprov-
ingly by others, to advocate, The objection of some liberals is that French
planning has not stopped at mere forecasting so far as the private sector is
concerned, but has sought to direct investment and production by means

‘Each individual has to rely on his personal knowledge; there is no overall view govern-
ing production; this takes place without discernment, without foresight; it is short at
one point and too great at another, It is to this lack of an overall view of consumption
needs and productive resources that we must attribute those industrial crises, concern-
ing the origin of which so many wrong views have been and continuve daily to be
expressed. If in this important branch of social activity so many disturbances and se
much confusion are seen to manifest themselves, it is because the allocation of the means
of production is made by isolated individuals, ignoramt of the needs of industry and of
men, and of the means of satisfving those needs.’ (Ttalics in the original,) (Saint-Amand
Bazard, 1829 (pp. 258-9 in 1924 edition).)
1 Pierre Massé, 1959 (2nd ed., 1964, p. 475).
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of the {exogenocus) planning instruments described in Chapter IV. At the
same time planning groups further to the Left have complained that after
1958 the government, yiglding as they said to neo-liberal pressures, sought
to reduce French planning to ‘mere forecasting’.

8. Influence of M. Massé’s theory abroad

During this period the conception of central planning as the coordination
of economic activities through medium-term forecasting gained a wide
following extending beyond France; and many people abroad tended to
identify French planning with this conception. Indeed it is M. Massé’s
‘philosophy of the Plan’ recounted in his many lectures and writings that
has se far dominated much of the thinking about French planning in other
countries and created the impression that what is primarily involved is
centralised forecasting or what many people still prefer to call ‘indicative
planning’. The notien that this kind of planning will help promote the
more rational and efficient use of the nation’s resources has won accept-
ance in a number of countries.

Some of the signs of the progress made by this idea in Britain may be
cited as an example. In the summer of 1961, shortly after the Chancellor
of the Exchequer (Mr Selwyn Lloyd) had proposed setting up a National
Development Council, the {London) Observerl published an article en-
titled “A Plan for a Free Economy” which included the following passage:

The first contribution that a Central Planning Board might make can best be
described as a coordination of forecasts made in different parts of the economy.
If the motor and machine-tools industries are working on different ideas about
the likely demand for cars in future years, the result will be either surplus capacity
in one sector, or a great bottleneck in the other—depending on whose forecast
turns out right. Similarly there is trouble in store if the Government’s plans
for its own expenditure and for investment in the naticnalised industries are
based on a different estimate of the probable growth of total industrial pro-
duction than that of the privately-owned basic industries such as steel, chemicals
and oil,

About two years later Mr Christopher Saunders wrote:2

Sensible forward planning [in steel and other highly capital-intensive industries?®]
can hardly be conducted without a reliable view of the prospects for demand
in the economy as a whole. In fact there has never been more than a ‘working

128 August, 1961. An article extolling French planning methods had been con-
tributed to the same newspaper by Mr Andrew Shonfield eariier in the year (30 April).

2 Christopher T. Saunders, 1964, pp. 64-5.

3 In addition to ste¢l he mentions coal, electricity, gas, atomic energy, and oil refining.
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assumption’ about total demand to which no government has been committed.
Indeed, the managements of the various public industries have used different
‘working assumptions’. The result, particularly conspicuous in the steel industry,
has been an alternation between serious shortage, leading to expensive imports,
and . . . pronounced over-capacity.

In 1965, Britain’s ‘“National Plan® described the ‘nature and purpose of
planning’ in terms which also bore an unmistakable resemblance to M.
Massé’s conception. It said that ‘co-operative planning and the market
¢conomy . ., complement each other’; that ‘both government and industry
have to plan several years ahead and it is desirable to coordinate the
forward estimates of both’; that ‘the assembly of the forecasts and plans of
private industry is a great help in planning the public sector’; that ‘in-
dustrialists should benefit both from the collection of the plans of other
industries which are their customers and from a knowledge of the inten-
tions of the Government’; and, finally, that:

“The projections in the Plan are essentially attempts by Government and industry,
working in co-operation, to break down the global objective of a 25 per cent
growth rate into the implications for particular industries’; and that ‘these
projections should help firms and industries to take more informed decisions
than if they were left in the dark about other people’s intentions and beliefs.’?

9. Purposes of comparing forecasts with performance

In the early 1960s high hopes were raised in a number of countries about
the benefits to be gained from adopting French planning. The ‘better
coordination of investment decisions’ credited to the Plan was held to be
partly or largely responsible for the greater efficiency of investment in
France compared with other countries since the war;2 and attempts were
even made to measure the amount of the economising of investments due
to this factor.?

Can French planning justifiably be said to have had the effect claimed for
it? How well did the theory work out in practice ?

In the endeavour to answer these questions, I shall devote the next two
chapters to comparing the forecasts and{or targets for each Plan with the

1 The National Plan, 1965, p. 3.

2 For example, OECD (formerly OEEC), 1962, In the United States, Professor James
Tobin lent his support to the view that French planning had worked in this way: cf.
his article, 1963,

3 One estimate is that the avoidance, through the Plan, of duplications and surpluses
of capacity had meant an economising of investments (necessary to achieve the same
growth rate) equivalent to 2 per cent of gross domestic production. (Pierre Massé, 1963
(1), p. 50, referring to a calculation made by the OECD early in 1962.)
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realised results. I shall take the view that such comparisons help us assess
the effectiveness of the successive Plans, irrespective of which of the
several possible conceptions of French planning may be said to have been
operative. The Plan may have been a set of targets towards which the
authorities tried to push the economy by using the exogenous instruments
described earlier; or it may have been simply collective forecasting, or
indicative planning, made ‘active’ by the endogenous instrumentation
consisting in the ‘force of persuasion’ exerted by the ‘coherence” of the
Plan; or it may have been a combination of the two. A comparison of
the projection with the performance measures in the first case the efficacy of
the policy measures taken to drive the economy towards the chosen targets,
in the second case the accuracy of the Plan’s forecasting purely and simply,
and in the third the efficacy of the two kinds of ‘instrument’ together. In
all these cases, however, the comparison is in a sense a test of forecasting
accuracy, since targets are in effect forecasts which the authorities inter-
vene to ‘make come true’, and act as ‘coordinating points’ for the whole
system just as forecasts do or are presumed to do. Consequently, I shall
for the time being generally use the terms ‘target’ and ‘forecast’ as though
they were interchangeable.

The significance of the comparisons I shall undertake is another of the
many aspects of French planning about which there are sharp differences of
opinion. Many exponents of French planning are inclined to frown upon
using such comparisons as a measure of its efficacy. It seems to me,
however, that we are bound to use them if we take seriously M. Massé's
‘logic of the Plan’ as originally formulated. Given that the Plan—or the
projection—was supposed to act as a guide to economic operators, we are
justified in asking whether it was a reliable guide. The ‘new look’ given to
the logic of the Plan at a second stage may, it is true, impose different
criteria; but this did not officially come into vogue until 1963-64. And it
was partly the record of generally poor predictive accuracy which, by
shaking people’s confidence in the original theory, made the ‘new look’
Seem necessary.

Testing the degree of realisation of the Plan is, moreover, not the sole
purpose of the comparisons. By reason especially of the detail by branch
and sub-branch into which the French Plans have gone, the comparisons
provide us with illustrations not otherwise available of various facets of the
forecasting process, some of which may turn our thoughts in a direction
quite different from M. Massé's “logic of the Plan’.
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VII Comparison of Forecasts or Targets With
Performance: 1

1. Problems and methods

Considerable difficulties confront the investigator who wants to compare
the forecasts or targets of the various Plans with their cutcome.

First, there are general methodological and statistical problems such as
are met to some extent in all comparisons of the kind. The long time taken
to prepare the Plan both diminishes the up-to-dateness of the statistics on
which the planners must rely concerning past performance, and lengthens
the period for which they are effectively making their forecasts of future
developments. The planners have made efforts to narrow this gap, at least
in the final document; but cne consequence of these efforts has been to
create other sources of statistical discrepancy which complicate the task of
making a valid comparison between the forecasts and the observed per-
formance. In the case of the 4th Plan, for example, the ‘reference date’
used by the Commissariat in making its preliminary forecasts for 1965 for
the 29 large branches and for the broad categories of the national income
accounts was 1959. The Commissions’ detailed forecasts by branch and
sub-branch were made on this same reference base, as was the final
synthesis of these forecasts to form the national aggregates (gross domestic
production and its uses). In the final document (Fext of the 4th Plan), how-
ever, the big aggregates (of the national income tables) were shown on the
base 1961,1 After the Commissions had completed their work the Plan’s
statistical services had, that is to say, interpolated between the accounts
for 1959 and those for 1965 provisional accounts for 1961,2 the final
accounts not of course being available in the autumn when the Plan was
submitted to the various superior authorities. There was thus a provisional
element in the reference-year figures which had to be corrected later, as did
the forecasts based upon them. In analysing the figures of the 4th Plan, we
shall generally adopt the 1961 (instead of the 1959) base for all the items,

1 For the 3rd Plan the first ‘synthesis’ was made [ooking forward from the figures
for 1954, but in the Text of the Plan the reference year adopted was usually 1956,
though in many instances still 1954, The 2nd Plan had been more “coherent’ in this
respect, the same reference year (1952) being used throughout.

? Commissariat au Plan, Rapport sur Uexécution du Plan en 1962 et 1963, pp. 277-8.
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even though this procedure means using reference data that were not
known when the Plan was drawn up.

From the various Plans numerous cases could be cited of items for which
the value assumed for the reference year diverged markedly from the
‘true’ value in that year. Particularly important examples are found in the
population data. Both the 3rd and the 4th Plans’ figures for population and
for the size and sectoral distribution of the labour force had to be based on
the 1954 Census data and on estimates of subsequent changes. There were
big errors in these estimates. Similarly the branch-output figures assumed
for the reference-year have in some instances been markedly different
from the true levels.1

The statistical difficulties are not confined to such uncertainties about
the reference data. The length of the time between the reference year and
the terminal year creates other measurement problems which make it
inevitable that a comparison between the forecasts (or targets) of the
Plans and the results achieved cannot always be very rigorous. Obvious
factors here are the revisions, sometimes made within the planning period,
in the composition and weighting of index numbers and in the commodity
and other classifications used in the statistics,

Another problem is that short-term fluctuations may overlay and con-
ceal the trend-line. Precise forecasts are normally made (or targets set)
only for the terminal year of the Plan, since it has so far been accepted that
the “projection’ cannot anticipate the development “path’ year by year, but
must make do with the average rates for the entire period covered. One
consequence is that, if the rate of growth in a branch drops to a negative
sign in the terminal year of the Plan, we may be uncertain as to whether
or not we should say that the Plan was fulfilled in that branch.? Such
cases are apt to occur most frequently in agriculture; but a noteworthy
instance in industry was that of motor-vehicle production in the terminal
year of the 3rd Plan. A second consequence of the absence of any valid
assumption about the ‘path’ towards the end-year forecast or target is that
it may be impossible to tell at intermediate dates whether or not develop-
ments are proceeding ‘according to plan’. We shall refer later to a number

! Discrepancies were most marked for some items in the 1st Plan, Certain of the
figures assumed for the year 1938 (and even 1929) in the original Plan, or in subsequent
revisions, turned out to be sericusly wrong according to the revised statistical
series published later by the National Institute of Statistics and Economic Studies
(INSEE).

2 An analogous problem arises if productive investment is lower in the terminal year
than forecast, but lower also than it was in the pre-terminal years, as happened under
the 4th Plan.
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of instances where the movement during the early years of the Plan led to a
false appraisal of what was going to happen over the entire period covered
by it.

A second major difficulty is caused by the incompleteness of the docu-
mentation. The task of assembling the figures necessary to compare fore-
casts (or targets) with the results achieved is more arduous than appears
from mest of the accounts given in books and articles on French planning.
Many accounts have relied on the summary comparisons for each Plan
given in the text of the following one, but in these comparisons the figures
for the results are only preliminary, and subject to substantial revision,
For final figures we need to consult the Anmual Reports on the Execution
of the Planl or the regular INSEE publications, but in neither source (and
particularly the latter) are the groupings always the same as those used in
the Plan. So far as possible, however, my comparisons will be based on the
final figures ot, vather, the latest figures available at the time of writing,
not all of these necessarily being “final’,

Most of the comparisons given in the literature on French planning have
concentrated on the big aggregates of the national income statistics, the
big sub-aggregates and output in a few ‘basic’ industries, without entering
into much detail on branch, sab-branch or product. Yet it is essential to
enter into some detail if we want to answer the questions posed at the
end of the previous Chapter regarding the effectiveness of the so-called
‘harmonising’ or ‘coordinating’ Plans, The items with which I shall deal
are, nevertheless, only a very limited selection of those that would enter
into an exhaustive treatment. So far as the analysis by sectors or branches
is concerned, I shall for the most part concentrate on the figures for output
(or in a few cases consumption) along with those, where given, for
productive capacity. I shall mention the branch figures for foreign
trade and other items only incidentally. Even for the limited area I pro-
pose to cover the extent of the detail into which it is possible to go on
the basis of the published information varies from one Plan to the next,
so that comparisons between Plans cannot be very exact. The explanation
is not only the differing degree of detail in the forecasting, but also
the differing extent to which the Commissariat, or the INSEE, has
supplied figures of performance for the same categovies as those for
which the forecasts were made, The documentation available is much
fuller for the 3rd Plan than for the 2nd, and fuller for the 4th than for the
3vd. But in no instance is the published record, even when we have

1 The Annual Reports that are important in this connection are those for 1952, 1958,
1961-62, and 1965-66.
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assembled all the available fragments, as complete as we would like.l

A third problem concerns the choice of a standard to measure the
difference between the predicted quantity and the observed quantity for
each of the various items. Two methods of calculating such a ‘realisation
index’ are possible. First, we may express R,, the realised quantity in the
terminal year, as a percentage of P, the predicted quantity for that year.
This gives us the formula for what I shall here call the ‘A’ realisation-
index:

Perfect realisation is represented by 100,

Alternatively, we may use what I shall call the ‘B’ realisation-index,
which relates the realised percentage change in the quantity between the
reference year and the terminal year of the Plan to the predicted percentage
change over that period. Taking R and P as index numbers on the base 100
in the reference year, the formula for this index is:

Be R - 100'

P-100
Perfect realisation is represented by unity.

Each formula has advantages and disadvantages. We can calculate
comparable ‘B’ indices for all the items only if we have a set of figures all
relating to one and the same reference vear, and when a Plan has used
different reference vears for different items we have to assemble a ‘coherent’
set ourselves.2 We may thus be using reference-data different from those
which appeared in the Text of the Plan or, as mentioned above, data which
were not known when the Plan was drawn up. Moreover, the ‘B’ formula
has the inconvenience of occasionally giving values equal to X oo, The ‘A’
formula is in any case more appropriate for some purposes, such as that of
Jjudging how far the Plan’s forecasts were an effective guide to the operators
in any branch taken singly, whilst the ‘B’ formula must be used if we are
looking at the entire Plan as a coherent system of items all geared to a single
overall growth rate. I shall therefore make use of either formula as the
occasion warrants.

A fourth preblem stems from the inevitably partial character of our

fll"él'shgis is one reason obliging us to use as reference year for the 4th Plan 1961 (instead
o .
2A q)ucstion is whether, in calculating our indices, we should use the ‘true’ values in

the reference year or the sometimes ‘untrue’ values assumed by the planners, I have used
the former,

70



Comparison of Forecasts or Targets with Performance: 1

investigation. The significance of sectoral or branch realisation-indices
that relate solely to output (or consumption) and occasionally capacity is
limited. For example, the index does not tell us whether the relevant sector
was faced with a shortage of capacity (leading to ‘expensive’ importsl)
in the terminal year of the Plan, or whether it had 2 surplus (leading to
sub-normal profits or losses). Even when we have (as for steel) the capacity
as well as the output figure, and even if the ‘A’ realisation-index for both
equals 100, we cannot be sure without supplementary evidence that the
level of capacity was just right. Nor would the foreign trade figures be
sufficient to complete the evidence. It is true that if domestic output is as
forecast, a higher import (or lower export} surplus than forecast would
imply (in the absence of an increase in stocks) that domestic consumption
had increased more than predicted. But it would not tell us whether the fail-
ure of the growth in production to match that in consumption was evidence
of a genuine shortage of capacity or of a relationship between domestic and
foreign costs making imports relatively cheap and exports relatively un-
profitable. This is only one of many possible illustrations of theneed in some
contexts to go beyond simply measuring the difference between the predicted
and realised output to investigating the reasons for this difference.

A fifth and final point to be borne in mind is the very high degree of
rounding applied to most of the figures for both forecasts and perform-
ance. This circumstance may happen to result in a realisation-index of 100
(or unity) and thereby suggest a false impression of the degree of accuracy
of the prediction.

I turn now to the record for the individual Plans. Much of what is
contained in my brief account will already be familiar to students of the
extensive literature, but must be brought together here to provide the
necessary points of reference for the discussion that follows.

2. The 1st Plan (1947 to 1952-53)°

Conceived at a time when national income accounting was still in its
infancy, the 1st Plan did not include a specified overall growth rate among
its objectives. As already remarked, it set ‘imperative targets’ for output or
capacity in a limited number of basic sectors, and ‘indicative targets’ for
some agricultural and other products. It also indicated figures for aggre-
gate industrial and agricultural outputs. The targets or forecasts are shown

1See the quotation from Christopher Saunders above, pp. 62-3.
2 This corresponds to the US financial year, adopted for purposes of the Marshall
Plan,
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against the realised results for some of the principal items in Table 1
of the Appendix to this Chapter. This Plan, it should be recalled, was
altered en route. Thus, though the basic sectors to which imperative
targets were assigned originally numbered six (coal, electricity, steel,
cement, internal transport, and agricultural equipment), two others (oil
and nitrogenous fertilizers) were added later. Moreover, the figures for the
targets and forecasts were adjusted as the years passed and as the period of
the Plan was extended, and the figures for the realised output in the
reference years were also revised. Both sets of figures vary censiderably,
therefore, from one document to another. The target figures shown in the
Table relate to the final version of the Plan, and the figures for past years
(1929, 1938 and 1946) are the latest available. (The latter diverge markedly
in some instances from the estimates made by the planners in both the
early and the later versions of the Plan.l)

The Table shows that by 1952 output was fairly close to target for coal
and electricity, but well above for oil processed. These figures suggest that
the performance of the power sector as a whole had been very good
although M. Massé,? then on the staff of the Electricité de France, has
pointed out that electricity would not have come so close to the target
figure in 1952 without the retention in service of some very old equipment
(thermal plants) with exceptionally high running and maintenance
costs, and necessitating much larger coal imports than the Plan had
foreseen. Accordingly, the achievement of the power sector under the
Ist Plan was less impressive than is suggested by the output figures
alone. In steel, the capacity target {also an ‘imperative’ one) was reached,
but output came far below the target figure: in 1952 the A’ realisation-
index was 87 and in 1953 only 80. The steel industry was then faced
with a substantial surplus of capacity which was not fully absorbed until
19553

The index of aggrepate industrial production in both 1952 and 1953
was barely 10 per cent above the 1929 level compared with the Plan’s
forecast of 25 per cent,? These were, however, years when the rate of
growth in the economy as a whole slowed down in response to disin-
flationary measures. (Agriculture was also far behind schedule in 1952

I Divergences were most marked in the figures for tractors and fertilisers which were
estimated at much lower levels than those later established by the INSEE,

2 Pierre Massé, 1952,

# Qutput in 1954 was still only 10-6 million tons but rese to 12+6 million tons in 1955,

41929 was here taken as the refercnce year in preference to 1938, because of the
abnormally low level of activity which had prevailed in the French economy throughout
the 1530s,
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but hit the mark in 1953.) Not until 1954-55, when the 2nd Plan was
already under way, did the index of industrial production as a whole
reach the ‘target’ of the Ist Plan. In the preceding vears very low levels
of output were registered in some of the ‘non-basic’ manufacturing in-
dustries producing consumers’ goods, in the construction materials industry
and in building,.

Until about 1950, the planners emphasised rapid re-equipment (even to
the extent of creating temporary escess capacity in some sectors) and the
reconstitution of stocks at the cost of temporarily holding back the rise
in the level of consumption and prolonging the housing shortage.l The
resulting composition of economic activity was very definitely different
from what weould have been brought about by the spontaneous forces of
the market. The Monnet Plan, in its early years at least, was quite distinct
from purely ‘indicative’ planning in the sense in which we used this term
in the previous Chapter.

3. The 2nd Plan (1954-57)

The next Plan ushered in a conception of French planning which differed
from that underlying the Monnet Plan in several important respects. It was
the first of the Plans to set a growth rate for gross domestic cutput and to
attempt to establish a ‘coherent’ system of forecasts and targets capable of
exercising the general co-cordinating role which was the key to the ‘logic of
the Plan’ being evolved by M. Massé. This Plan marked the beginning, in
M. Massé’s words,? of the passage from a ‘plan of priorities’ to a ‘plan of
harmonised growth’. It gave French planning its ‘second look’, the ‘new
look’ announced by M. Massé in 1964 (to which we shall refer later)
being in fact its ‘third look’.

The figures for the main aggregates, the principal sub-aggregates, and
some important individual products and product-groups are shown in the
Appendix, Tables 2A to 2D. The target for gross domestic cutput was this
time over-reached. Industrial output grew much faster than predicted, and
agricultural output less, mostly because of bad weather. One consequence
was the failure to achieve the export surplus of agricultural produce which
the Plan had expected to replace by 1957 the import surplus existing before
1952,

In the power sector, coal output and gas came below target, and

1In the three years 1950-52 the number of new housing units completed was only
between 70,000 and 80,000 a year, and in 1953 still only 116,000,
2 Pierre Massé, 1962 (3), p. 234
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electricity above. OQil-refining capacity also increased by more than
predicted, but the volume of crude oil processed rose very much less; and
there was a temporary surplus of capacity in the terminal year (1957)
of the Plan due to the aftermath of the Suez crisis. Steel output approx-
imately reached the target level this time, but the export surplus of steel
grew by much less than forecast.! The output of chemicals came far above
the predicted figure, and house-building alsc substantially exceeded the
target, The ‘non-basic’ manufacturing industries also made rapid progress
and their performance in the aggregate was more than equal to expecta-
tions. For textiles the ‘A’ realisation-index was between 115 and 120, while
for the mechanical and electrical engineering sector taken as a whole it was
119. The expansion within this last sector was, however, much smaller in
some branches and larger in others than the Plan had estimated: the
‘A’ realisation-index was as high as 147 for motor-vehicles but only about
735 for machine-tools (Table 2C).

The ‘success’ or ‘over-success’ of the 2nd Plan as judged by the overall
growth rate was associated in the last two of the Plan’s four years with the
appearance of inflation and growing balance-of-payments difficulties
(entailing large drawings on foreign exchange reserves and foreign credits)
which provoked the financial crisis of 1958 and led to the Pinay-Rueff
reforms of the end of that year,

4. The 3rd Plan (1958-61)

As a result of its heritage from the previous Plan, the 3rd Plan started
in very unfavourable conditions. The annual growth rate in each of its first
two years {1958 and 1959) fell far short of the average rate assumed by the
Plan, which at the end of its second year was judged to be one year behind
schedule. Tn 1960 it was officially laid aside and a new “Interim Plan’ put
in its place for the last two years, with a target for gross domestic output
in the terminal year perceptibly lower than the original one. There was an
upward revision in the 3rd Plan’s objectives for some of the sub-aggregates
{notably exports and to a lesser extent imports, and consumption by the
public administrations), and a downward revision of others (including
fixed investments and private consumption).

The growth rate realised for gross domestic output came slightly higher
than predicted by the Interim Plan and only a little lower than originally
forecast by the 3rd Plan, On the other hand, aggregate fixed investment
roughly equalled the initial target and not the revised (lower) one. (See

1 Text of 3rd Plan, p. 144,
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Table 3A.) The bad start which had led to the 3rd Plan’s ‘abandonment’
was made up for by the remarkable recovery in investment and production
which followed, after an interval of a year or so, the Pinay-Rueff stabilisa-
tion measures, and which the Interim Plan had somewhat under-estimated.
Indeed, the 3rd Plan made hardly less accurate forecasts for the broad
aggregates at least (with the important exception of foreign trade) than
the Interim Plan with its shorter and presumably clearer perspective.
Only the rhythm of the approach to the investment and output targets
{very slow in the first two years and fast in the last two) had been
‘misjudged’.

There are, however, two ways of looking at the Interim Plan. It makes a
big difference whether we assume that this Plan was essentially no more
than collective forecasting, or whether we take it as having been ‘more
actively’ influential through exogenous instruments in stimulating the
expansion of investment and output in 1960-61. If we take the first view,
hindsight makes it appear that the planners acted precipitately in ‘revising’
the 3rd Plan early in 1960. On the other hand, the fact that so many of
the events of 1958-61 (e.g. the Pinay-Ruefl reforms and the impact of
the establishment of the Common Market) either could not be or had
not been foreseen by the 3rd Plan makes it difficult to maintain that the
near attainment of the predicted rates of growth in investment and out-
put was a triumph of the rational calculations of the planners. Chance
must have played a bigger role than the planners’ design. Those who take
the second view attribute the recovery in 1960-61 of the ground lost
in 1958-59 not so much to the effects of events essentially external to
the Plans as to the measures for stimulating investment proposed in
the Interim Plan. Some of the most important of these measures! were
similar, however, to those which other countries might have taken in
like circumstances in the name of ‘anti-cyclical policy’ rather than of
‘central planning’.

Let us turn now to the record for individual sectors. The ‘revised’
targets of the Interim Plan for power had been kept equal to the ‘initial®
targets of the 3rd Plan, except for coal where a downward revision had
been made. As the Power Commission had remarked, it had done its work
for the Plan when there was a fear, shared by the experts in some of the

1 The measures usually referred to in this connection are: the raising of controlled
prices in certain sectors (facilitating self-finance), the introduction of the new
‘accelerated’ depreciation formula (with the same effect), the reduction in long-term
interest rates, the more liberal granting of *special equipment premia’, and the introduc-

tion of the procedure of the quasi-contract (which was, however, of small importance).
{Cf. Ministére des Finances (SEEF), 1961, p. 736,)
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official international organisations, of a scarcity of power which it would
be difficult to overcome before 1970 or 1975 (when the ‘real nuclear revolu-
tion’ might be expected to take place).l This view had already prevailed
prior to the Suez crisis, and was strengthened by it. For France an extra
cause for anxiety was her balance-of-payments difficulties to which no
immediate or certain solution was in sight. The large foreign exchange
costs of fuel imports underlined the case for developing domestic sources
of power, Thus it was decided to plan for an increase in domestic coal
production, as well as for a relatively fast exploitation of the recently dis-
covered natural gas resources at Lacq during the critical period up to
about 1970. The outlook soon began to change very rapidly, however: as
early as the first year of the 3rd Plan (1958} the French coal industry was
faced with excess capacity,? and by its final year there was an over-
production of oil due to world capacity having developed faster than
demand.

Commentators have spoken of the ‘uncanny’ accuracy of the forecasts
made by the 3rd Plan for all the sources of power ofher than coal.® The
summary which the 4th Plan gave of the results of the 3rd showed all the
other targets in the power sector as having been exactly reached, with the
qualification that hydro-electric power had provided a larger proportion of
the total electricity cutput, in a year of above-average water supply, than
had been assumed for average weather conditions. The 4th Plan had,
however, used very rough preliminary figures for the results of the 3rd,
and the revised figures (Table 3B) show a rather less perfect coincidence
between forecasts and performance: ‘A’ realisation-indices of 100-7 for
total electricity output and 989 for oil processed. (The corresponding
figure for gas is lacking owing to a change in the method of statistical
presentation.) None the less the power forecasts made for the 3rd Plan still
appear exceptionally good.

For steel the 3rd Plan had proposed that capacity be brought up to 18-5
million tons, allowing for an output in an ‘average’ year of from 17 to
173 million tons, and these figures were not revised by the Interim Plan.
The capacity ‘target’ was reached, output came slightly above the upper
end of the predicted range, and the export surplus of steel somewhat short
of the estimated figure.? Domestic steel consumption had thus grown faster

1 JIIe Plan, Rapport général de la Commission de I'énergie, 1957, especially pp. 432-3.

2 The target for coal shown in Table 3B embodies a downward revision made in
October 1958 when the Plan was alrcady under way, (CEPREL, July 1964, p. 99.)

1 For example, C. Pratten, 1964,

4 Rapport sur Pexécution du Plan en 1951 et 1962, p, 146,
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than predicted. Aluminium and chemicals came well above the sub-
stantially increased figures of the Interim Plan. The cement forecast, which
the Interim Plan had raised only very slightly, was also surpassed along
with the housing forecast. In the ‘non-basic’ manufacturing sector, on the
other hand, aggregate output grew considerably less fast than predicted
by the original 3rd Plan. In the sub-group textiles the ‘A’ realisation-index
was only 88; in the sub-group ‘mechanical and electrical engineering’ it
was 96,

Table 3C shows the figures for approximately the same branches of the
engineering sector as were distinguished in the 2nd Plan. Within the group,
the spread between the deviations of actual from predicted performance
was again very wide, although less marked than under the 2nd Plan. The
‘A’ realisation-indices for the various branches ranged this time from 80
to 126. Among the branches where output was well below the 3rd Plan’s
forecast were machine-tools and motor-vehicles. This was the second time
the machine-tools industry had lagged behind the Plan’s forecasts and it
provoked comments about the ‘poor performance’ of the industry, The
motor-vehicle industry fell short of the original goal, even though this had
been sharply raised by the Interim Plan. Under the 2nd Plan this industry
had, as we have seen, made progress far exceeding expectations., The
3rd Plan forecast a perceptible slowing down in the industry’s rate of
expansion, but the Interim Plan raised the ‘target’ for 1961 because of the
*spectacular success’ which the industry had obtained in 1959 in the export
market. Indeed, despite the big increase in exports envisaged by the 3rd
Plan, the figure forecast for 1961 had already been surpassed in 1959
and the Interim Plan assumed that the progression would continue during
the next two years though at a slightly reduced pace. In the event, the
export figure reached in 1961 was far below that for 1959, owing especially
to a sharp drop in sales to North America. The period of the 3rd Plan
saw a big cyclical swing in car production in France as in the United States
and Britain. The terminai year of the 3rd Plan (1961) was thus a year
of recession for the French motor industry, In the previous year (1960) the
production index had been not far short of the criginal estimate, though
still very much below the revised one.

Much more information is available for the 3rd Plan than for the 2nd
concerning sub-divisions of the chemicals industry. For this industry as a
whole the ‘A’ realisation-index reached 117, which masks wide variations
between individual products or product-groups! as the following ranges of
the ‘A’ indices indicate:

i Not shown in the Tables,
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Mineral-based (13 products or product-groups) 58 to 144
Organic (8 products or product-groups) 74 to 230
Plastics {3 products) 42 to 119
Synthetic rubber (2 products) 50to 90
Miscellaneous (4 products®) 93 to0 112
All (30 produets or product—groups) 42 to 230

* Paints and varnishes, tyres, industrial rubber, and glass.

These figures are based on the forecasts made by the original 3rd plan.
For most of the items the Interim Plan revised the forecasts, and suc-
ceeded in bringing the majority of them closer to the eventual levels of
output.

In agriculture a major objective of the 3rd Plan had been to change
the structure of output, and particularly to increase the production of
beef. The ‘A’ realisation-index for this was only 89. (Table 3D.)

5. The 4th Plan (1962-65)

In the middle of its second vear (1963), the 4th Plan appeared to be
threatened, like its predecessor, with the need for a downward revision.
Inflation had once again become a major problem, and in the autumn the
government took further measures to those already taken in the spring to
curb its advance. By late 1963 it appeared that the ‘stabilisation plan’ had
for practical purposes replaced ‘the Plan’, and in the spring of 1964 it was
officially announced that the target growth rate of the 4th Plan would
probably not be reached as a result of the stabilisation measures. Once
again, however, the planning authorities had been unduly influenced by
short-term events. The overall growth rate calculated on the 1961 base in
fact reached the target figure (of 5-5 per cent per annum), and calculated
on the 1959 base it exceeded that rate.! This time total gross investment
came higher than forecast, owing to investment in housing being much
higher than predicted. Both imports and exports were higher than forecast,
the former more so than the latter. (Table 4A)

The planners did not succeed in repeating the remarkable forecasting
feat of the 3rd Plan for the power sector. (Table 4B.) Indeed, the Com-
missariat’s reports in recent years have repeatedly emphasised the diffi-
culties of making accurate forecasts for this sector and especially for
the individual forms of power. Shortly after the start of the 4th Plan, the

forecasts had been revised, but it turned out that for total consumption of
1 On the 1959 base the growth rate achieved was 5-8 per cent per year compared with
a predicted rate of, again, 5-5 per cent. Reflected in this divergence is the under-

estimation (made also by the Interim Plan) of the rate of growth in output during the
last two years (1960-61) of the 3rd Plan.
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primary power, though not for individual forms of power, first thoughts
had been best. Consequently, in reporting on the results of the Plan the
Commissariat preferred to return to the initial estimates, although they
had markedly over-estimated the consumption of both coal and gas, and
under-estimated that of oil (as had the second thoughts, though to a
slightly smaller extent). In 1963 the representatives of the oil industry
(Comité professionel du pétrole} had published revised targets for this
branch that were very much higher than the original ones.!

Steel was another branch forecast which appeared in the second year of
the Plan to need revision. The Plan had expressed very optimistic hopes
about the expanding market prospects for the French steel industry. It
put the 1965 ‘target’ capacity at 24-5 million tons per year (representing
an increase of 33 per cent over the 1961 level) and estimated that output in
1965 would be between 22 and 24 million tens. The Steel Commission had
arrived at these figures by using two methods of estimating the domestic
needs for steel.?2 The ‘global method’ took the growth in gross domestic
production (3-3 per cent a vear for the six years from 1939 to 1365)
assumed by the Plan, and applied to it what the Commission deemed a
reasonable elasticity coefficient® for the related growth in crude steel
consumption. This method gave a figure of 19-2 million tons. The Com-
mission emphasised, however, the conditional character of this forecast,
given that it presupposed a development of gross domestic production
between 1959 and 1965 at an average annual rate never so far observed
over a period of six consecutive years. The second method was that of
adding together the forecasts made by individual sectors of steel-users,
which gave a figure of only 18-3 million tons. The Commission was not
surprised that this figure was lower than that obtained by the ‘global
method’ based on an exceptionally high growth rate, since each sector had
‘a natural tendency to extrapolate the past’.4 Nevertheless it judged the
estimate made by the steel-users to be on the low side, and finally adopted
the range of 22 to 24 million tons, with the explanation that the lower
figure (representing the lower estimate for domestic consumption raised

1 They raised the figure for refining capacity from 54 to 63 million tons (i.e. by 16 per
cent), and the figure for the amount of crude oil processed from 45-5 to 534 million
tons. Refining capacity actually reached 70 million tons at the end of 1965,

2 IVt Plan, Rapport général de la Commission de la sidérurgie.

3 The Commission took the coefficient as 1-30 or somewhat lower than the 1-35
obtained from the observed correlation between steel consumption and gross domestic
production for the ten years up to 1959, It justified the lower coeflicient by the expecta-
tion of an especially rapid expansion of the sectors that are small steel-users and the

continued tendency towards the substitution of aluminium and plastics for steel,
40p. cit., p. 11,
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by 36 million tons to allow for the excess of exports over imports) might
be supposed valid for ‘medium-good business conditions’, while the upper
one (representing the higher figure for domestic consumption plus 48
million tons for the export surplus) could be considered possible in the
case that ‘the estimate [made by the steel-users] of sales on the domestic
market turned out to be over-cautious, given the development hypotheses
envisaged by the Plan’, or that business conditions in 1965 were especially
good.

In the event French crude steel output, which had risen uninterruptedly
from 1956 to 1961, fell back a little in 1962 instead of rising further; and
in 1963 the industry only just restored the 1961 position. France’s ex-
perience in this sector was running parallel to that of the two other big
Western European producers, West Germany (the largest) and Britain; all
were feeling the effects of increased competition on world markets from
expanding production in the new steel countries. Thus in 1963 the French
industry already had substantial excess capacity, and its capacity target for
1965 was revised downwards by 2 million tons and its output forecast at
1-5 million tons less than the Jower of the two figures originally adopted by
the Plan. By the end of 1963 the government was examining ways of com-
ing to the industry’s aid and, as we have seen, later granted it a substantial
amount of privileged finance. France also put strong pressure on the Coal
and Steel Community to raise the duties on imports of foreign steel into
the countries of the Common Market, threatening to act alone if the
members did not act in concert. In January 1964, the duties were raised.l

In the terminal year of the Plan, French steel output came short even
of the revised forecast, chiefly owing to the low level of net exports. The
figures for deliveries in the two years 1964 and 1965 make it appear that
domestic consumption about equalled the revised forecast when allow-
ance is made for the probable movement in stocks, It is worth noting,
however, that domestic consumption fell short of the lower of the two figures
originally forecast (in 1959), despite the fact that the annual growth rate
(5-8 per cent between 1959 and 1965) exceeded the 5:5 per cent which the
Steel Commission had used for making its forecast by the ‘global method’,
and which it had been inclined to regard as too high. We may say that, in
adopting a rather cautious attitude in 1959 regarding the expansion in
demand for French steel up to 1965, the Commission, and the steel-users,
had been right but for the wrong reasons,

Roughly the reverse of the situation in the steel industry developed

L The duties were raised from an average of 6-7 per cent to one of 9 per cent, except
for Italy where the higher tariff was already in force.
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during 1962-63 in the motor-vehicle industry, The 4th Plan had estimated
output in 1965 at 1-7 million cars! compared with an output of less than
12 millien in 1961 (and 1-3 million in 1960). Here the caution was on the
side of the Commissariat. The producers had suggested a somewhat higher
1965 “target’, namely 1-85 millien, but the Commissariat theught that this
figure should be reduced on the ground that it corresponded to export
estimates which ‘a concern for prudence’ advised cutting.? This was one of
the rare instances where a divergence persisted until the bitter end between
the ‘views of the working group’ in the relevant Commission (that for
Manufacturing Industries) ‘and those of the officials responsible for mak-
ing the synthesis’.? It was decided to adopt two variants for the production
forecast: a ‘strong variant” supported by the Commission, and a ‘weak
variant’ nsed by the Commissariat for the final synthesis of the Plan. For
the principal category ‘private cars’ the variants were as follows:

Number of vars (thousands)

Domestic consumption Exports Tmports Cutpur
Strong variant 1,120 850 120 1,850
Weak variant 1,120 750 170 1,700

{adopted by Plan)

By the end of 1963, only half-way through the Plan, the production index
for the branch showed that the forecast for 1965 (the terminal year) had
already been reached to the extent of 93 per cent (‘'A’ index). So far
domestic demand had grown much faster than foreseen. By 1964, however,
the rhythm of development in this industry had once again abruptly
changed. Qutput rose only slightly above the 1963 level, and in 1965 it
was back at that level. Exports were smaller and imports larger than had
been assumed even by the Commissariat; and the level of production fore-
cast by the Plan {weak variant) was not in the end quite reached.

The mechanical and electrical engineering branches taken as a group
came very near to reaching the predicted output, but the ‘A’ realisation-
indices again varied widely between branches. As shown in Table 4C,
the range was from 78 to 112, and the machine-tools branch failed for the
third time in succession to grow as fast as predicted.

For chemicals in the aggregate the forecast was much more accurate
(A’ index 99) than in previous Plans. As the following figures show the

1Included are private cars plus commercial vehicles of less than 4 metric tons in

weight,
2 Text of 4th Plan, p. 374.
3 IVe Plan, Rapport général de la Commission des industries de transformation, p. 12.
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range of the *A’ indices for separate products or product groups was also
less wide than previously:*

Mineral-based (19 products or product-groups} 57 to 130
Organic (16 products) 25t0 116
Plastics {3 products) 7l to 96
Synthetic rubber (3 products) 46 to 114
Miscellaneous (5 products or product-groups)* 83to 118
All (46 products or product—groups) 25 to 130

* Pajnts and varnishes, dyes, tyres, industrial rubber, and glass.

The ‘A’ indices for the most important agricultural products, with a
distinction where relevant between the forecast and the target,? are shown
in Table 4D. The chief features here are the failure, once again, of meat
production and especially of beef to reach the predicted and desired level,
and the growth of wheat production substantially beyond the predicted
{but undesired) level.

6. The forecasts of price levels, foreign trade and the labour supply

So far I have been concerned mostly with the system of branch forecasts,
I now turn to a brief consideration of some forecasts of a general character
which are of interest to all the branches.

All the post-Monnet Plans have been explicitly anti-inflationary in tone.
The 2nd Plan said that its preparation had been ‘dominated by the major
preoccupation of realising economic expansion within monetary stability’,
The 3rd Plan spoke of the re-establishment of monetary stability (after the
inflation of 1956-57) as a condition for the achievement of its aims, The
4th Plan referred to the damage done to the French economy in the past by
inflation, and to the necessity of ‘maintaining monetary stability’, of
avoiding ‘excessive’ rises in prices and wages, and of seeing that French
prices did not rise relatively to those of other countries. All these Plans
ran, sooner Or later, into rising cost and price levels. During the last
two years of the 2nd Plan, or from 1955 to 1957, consumer prices increased
by 5 per cent and wholesale prices by 10. By 1961, the terminal vear of the
3rd Plan, consumer prices had risen by a further 30 per cent, and by 1963
when the stabilisation plan was introduced (in September) by still another
10 per cent.?

Except for the Interim Plan, the most inaccurate forecasts among the

1 The coverage and grouping is not, however, exactly the same as in the 3rd Plan,
2 Above, pp. 21-22.

3 The calculations are based on the annual averages,
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main aggregates in the national income accounts have been those relating
to foreign trade. The 2nd, 3rd and 4th Plans all under-estimated the growth
in both exports and imports, that is, in the importance of foreign trade to
the French economy. The degree of under-estimation was each time larger
for imports than for exports,! and this difference may be partly attributed
to the Plans’ failure to foresee the successive waves of domestic inflation.
But even without this factor, the ‘uncontrolled foreign element’ is regarded
by many French planners as ane of the biggest obstacles to accurate fore-
casting at the level of the big aggregates,

A final factor calling for brief discussion is the difficulty of predicting the
future size of the population and the size and composition of the labour
force, or even of knowing what the figures are at the time when the Plans
are drawn up unless a Census is repeated at very frequent intervals.?
The 3rd Plan, for example, had to make do as we have seen with the May
1954 Census of Population figures and with estimates of what had hap-
pened subsequently. The figure predicted by this Plan for the total em-
ployed labour force in 1961 was shown to be perceptibly above the true
figure by the Census taken in March 1962, shortly after the close of that
Plan, The Census also revealed wide errors in the Plan’s forecasts for broad
sectors of employment. The Plan had greatly under-estimated therelease of
labour from agriculture and its absorption by the tertiary sector,® as may
be judged from the following comparison.?

Employed Labour Force (thousandsy

Forecast Realised
1561 March 1962
Agriculture 4,600 3,890
Industry 7,300 7,399
Tertiary 7,350 8,214
Total 19,250 19,503

The 4th Plan, which still lacked the 1962 Census figures, recognised that
the employment level in 1961 would according to the latest available
estimates be somewhat lower than had been forecast by the 3rd Plan, and

! In the 4th Plan, the Commissariat made its influence felt on the side of caution by
writing into the global figures of the Plan a smaller increase in exports and a larger
increase in imports than resulted from the estimates made by the Commissions.

2 France intends to shorten the intervals. A new Census is being taken in 1968.

8 The increase between 1954 and 1962 in employment in the ‘tertiary’ sector was mostly
under the heading *administrations’,

+ Made by CEPREL, 1964, on the basis of the preliminary Census results.
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that the latter had also under-estimated the number of persons released
from agriculture to other occupations. It proceeded to base its own
predictions (for 1965) on an assumed total employment level for 1961 that
later proved to be still slightly too high, and on a figure for employment in
agriculture that turned out to be very much too high. The figure of 4-1
million te which it thought employment in this sector would have declined
in 1965 had already been passed in 1961. In effect, the release of labour
from agriculture assumed to take place during the 4th Plan had already
taken place before the Plan started. The size of the further exodus assumed
for the 4th Plan seems, moreover, again to have been an under-estimate.l

The 4th Plan also seriously under-estimated the growth in the total
labour force, chiefly because it failed to predict the large influx of ‘re-
patriates’ from Algeria. It had reckoned with an increase of 660,000 in the
labour force {including repatriates and foreign workers together estimated
at 290,000 but presumed to consist almost entirely of foreign workers). In
fact the influx of ‘repatriates’ and other immigrants in the four years 1962—
65 added some 670,000 persons, and the release of men from military
service was also larger than anticipated. A rough estimate puts the total
increase in the labour force between 1961 and 1965 at 825,000, The larger
than predicted addition from the sources just mentioned had been partly
offset by an unforeseen decrease in the ‘activity rate’ of the population as
a whole.?

It might have been expected that, if the forecasting in other directions
was ‘good’, the higher than predicted increase in the labour force between
1961 and 1965 would have caused the growth rate achieved during this
period to exceed that adopted in the Plan.?

7. Political elements in centralised forecasting

Two instances have been brought to public notice, both concerned with the
labour force estimates, where the planners’ forecasts have been deliber-
ately distorted for political reasons. The first relates to the forecasts for
employment in agriculture; CEPREL# reports that in the case of the 2nd

;}iaﬂporr sur Uexécution du Plan en 1965 et 1966, Vol, T1, pp. 29-30.
1bid.

¥ Another feature of the labour picture, however, was the ‘unplanned’ reduction in
the average length of the working vear due to the extension of the practice of granting
a fourth week of paid annual leave in French industry and trade. The fact that this
movement towards shorter working hours, which was contrary to the recommendations
of the Plan, was led by a nationalised undertaking (the Renault Motor Works) drew
a good deal of unfavourable comment.

4 Centre d’étude de la prospection économigue 3 moyen ef Jong terme.
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Plan resistance by farmers’ organisations to a projection showing a big
exodus of labour from agriculture affected the figure that was inserted in
the Plan for agricultural employment; it adds that the same factor might
have exerted a similar effect on the 3rd Plan had not an excessively low
figure for the exodus been adopted owing to wrong estimates by the
demographers.!

The second instance concerns the repatriates from Algeria. As we have
seen, the 4th Plan made hardly any allowance for these, M. Massé has
said that the reason for this omission was not that he, for example, did not
see the possibility of large-scale repatriations, but that ‘it was impossible
to build a Plan on such a disagreeable eventuality, The government might
have been reproached for having precipitated the event by announcing it.”?

This attitude no doubt merits our understanding, as M. Massé has
suggested, but we may still point out that the necessity of compromising in
this and possibly other eventualities {(such as an expected currency devalua-
tion which would affect inter alia the foreign trade forecasts) conflicts with
the notion of the Plan as a guide to, or creator of better information for,

business. It prompts the thought that no information may be preferable to
false information.

1 CEPREL, December 1964, pp, 37-8. 2 Plerre Massé, 1964 (5), p. 102
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Appendix to Chapter VII

Table 1. First Plan

Realisation
Ra P index A

1920 1938 1946 1952 1953 | 195233 || 1952 1953

Coal {million tons) 550 476 493 574 551 60 957 918
Electricity (milliard
Kwh) 15-5 20-7 22-8 406 415 43 94-4 96'5
of which:
Hydro 65 96 1112 222 210 22-5 98-7 933
Thermal 90 11-1 116 184 205 205 89:-8 100
il (million tons of
crude treated) 02 69 28 215 226 187 1150 1209

Stegl (million tons) 97 61 44 109 104 12-5» 8§72 800
Cement (million tons) 43 38 34 86 87 85 || 101-2 1024
Tractors (park)

(thousands) 27 na, 60 178 212 200 890 1060
Fertilisers {thousand
tons nitrate) 160 2258 186 275¢  — 300 91-7

Index of industrial
production {includ-

ing building) 100 75 63 109 1102 125 §72 880
Index of agricultural
production 100 102 78 105 113 113 929 100

% In this and the following Tables, R represents the realised quantity and P the pre-
dicted quantity (whether target or forecast).

b Steel capacity (as opposed to cutput) reached this predicted level.

¢ Relates to 194647

i Relates to 195253,

¢ Reached 120 in 1954 and 129 in 1955,

Sourees: Deuxidme Plan, p. 14; Rapport d’exécution du Plan, 1952, p. 133; Troisiéme
Plan, Rapport de ln Commission de I'énergie; INSEE, Annuaires statistigues and Annuaire
statistique rétrospectif, 1961.
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Table 2. Second Plan
A, Main Aggregates and Sub-Aggregates

Index 1952 =100 Realisation indices
R 1957 P 1957 A B
(a) (a)
®Gross domestic production 129 125 103-2 1-15
= Gross investment {incl. stocks) 141 128 110-2 1-46
* Private consumption 129 122 105-7 1-32
» Imports (non-franc area) 1563 100 1560 o0
= Exports (non-franc area) 1728 141 122:0 1-76
Industrial production
{excl. building) 146t  125-130 116-8-112-3 1-84-1-53
Agricultural output 112e 120 93-3 0-60

{a) First five items at 1954 prices, except for realised imports and exports.

s Calculated from INSEE volume indices (excluding gold) on original base 1949,

b INSEE index of 19 branches. The forecast made by the Plan covered some additional
branches, The two figures are not therefore strictly comparable,

¢ Original base: average for 1934-38,

B. Basic Industrial Sectors and Housing

Quantities Indices 1952 =100 || Redlisation indices
1952 1957 1957 1957 1957 A B
R P R P
O Coal (millien tons) 574 591 61:0* 104 106 96-9 067
O Electricity
(milliard Kwh) 406 574 3550 141 135 104-4 117
of which:
Hydro 222 24-8¢ 292 110 134 84-9 0-33
Thermal 184 326 258 180 140 1264 2:00
O Gas (milliard cubic
metres consumed) 26 3 38 138 146 94-7  0-83
Oil (million tons}:
Refining capacity 24-5 335 300 137 122 111-7 1-68
O Volume of crude
treated 21-5 250 270 116 126 926 062
O Steel (million tons) 109 141 143 130 131 98-6 097
Chemicals — — — 1844 1304 — —
/i Housing {thousand
units completed) 84 274 240 326 286 1142 1-22
3 Capacity.

B At the end of 1957, the amount producible in a year of average water supply was 31-6,
¢ In 1956: 26:8
4. Not strictly comparable.
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C. Manufacturing Industries

Indices 1952=100 Realivation indices
1957 1957 A B
R P
Total all manufacturing industries {47 i24 1185 1-96
Sub-group 1: Mechanical and
¢lectrical engineering 157 130 120-8 1:90
af which;
X Processing of non-ferrous metals 144 130 110-8 1-47
X First processing of steel 156 130 120-0 1-87
X Smelting 124 130 954 0-80
X Heavy and medium engineering 140 130 1677 1-33
X Machine tools 1% 140-150= 77-9-72:7 0-22-0-18
X Apgricultural machinery 225 165 1364 192
X Rallway rolling stock 126 120 105-0 130
X Motor-vehicles 176 120 146-7 3.30
X Motor-cycles 140 120 1167 2-00
X Electrical construction 193 140 137-9 232
Sub-group 2: Textiles and others?
X Textiles 132 110-115% 120:0-114-8 3-20-2-13
X Clothing® 126  125-130= 100-8-96-9  1-04-0-87
X Leather 116 115 100-9 1-07
X Woods 132 113 1179 2-46
X Paper 173 135 128-1 2:09
& In the diagram on p, 102 the mean of the two figures has been taken,
® Not all shown here.
¢ Not included in the INSEE index for 19 branches,
D, Agricultural Products
Realisa-
Quantities Indices 1952=100 ||tion index
1952 1956 1957 1957 1956 1957 1957 A
R P R P
Wheat (million
quintals) 84-2 568 1108 950 67 132 113 116-6
Meat {million
tons) 2,065 2,585 2,605 2,500 125 126 121 104-2
Milk {million
hectolitres) 150 180 200 200 120 133 133 100
Sugar {thousand
tons)? 898 1,262 1,415 1,500* | 141 138 167 94-3
Alcohel (thousand
hectolitres) 4,047 2,564 2,330 20000 | 63 58 49 1163

* Commercial years 1952-53, etc.
b Regarded as maximum.

Sources: Rapport annuel sur Pexécution du Plan, 1958, pp. 6-7, 16, 190, 193; Troisiéme
Plan; INSEE, Annuaires statistiques, and Annuaive rétrospectif, 1961,
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Table 3. Third Plan and Interim Plan
A. Main Aggregates and Sub-Aggregates

Indices 1956 =100 Redlisation indices
1961 1961 P A B
R | 3rd Int. Ird Int. 3rd Int.
Pian Pign Pian Plan  Plan Plan
(® Gross domestic
production 124-9] 127 123-3 98-3 101-3 | 052 1-07
* (Gross fixed invest-
ment 128 128 126°5 1¢0 1012 | 1-00 1-06
« Formation of stocks 87 102 — 853 o - 65 —
* Private consumption 120 124 1176 96-8 102-0 | 0-83 1-14
+ Consumpiion by public
administrations 111 | 112 117-2 991 939 | 092 0-64
* Imports 126 110 118-2|| 114-5 1066 | 2-60 1-43
« Exports 160 | 135 160 118-5 100 1-71 1:00
Gross domestic pro-
duction plus imports
minus exports 120 | 124 n.a, 96-8 n.a. 0-83 n.a.
Industrial production
(excl. building) 1390 (130-135 — 1069-103 — | 130-1-11 —
Agricultural cutput 1162 | 120 — 96-7 — 0-80 —

2 Unrevised figure. INSEE gives 112 for public administrations plus financial institutions,
bIndex of 19 branches, original base 1952.
¢ Original base: average for 1934-38,

39



*€-86 JO Xapul-uonesi[eal |y, ue JujArg “$.0p] Jo UBld plf 941 £q 1WeI32105 & qua paredmos yuseambs
=[803 SUC) UOITII LT seM [96] Ut {Ajddns-1ajesm 10] 10U I0Q IDYIESM I0] UORIIOD 12Ye) Jomod Areunid Jo uondumsuds 9yl "320N

*19-856T 2dvIaAe [BRUTY ,

*SMBY JEAA-JO-pUY 5

‘UayE} U sey samEy oMl 901 JO meal o) g0 d To weifelp oY) U] &
WL SI) U0 I3l e Ind 10U PIp UBRLJ PUYL 94} JO IXS], UL, “3/542U7,] 2P HOISSIRAGG]) D] 3P [D4puad Lioddoyy o) WoL] o
A[ddns-101e8 afeiose Jo 1o I0] 4

‘oderoar oaoqe sem Alddns-isiem «

- wI-r — w-Eor - =Ll B0eT - 008 60E — 1%
- — - - - — &€l — — | 91t sz (pajedmoo
$]IUN puesSnoN}) SuBnoly
601 os-1 | L-E01 TLIT Fol 1% 41 OL1 — — - — speanwayD[ ]
91-1 £l | 0001 P-501 0-£€1 E1€1  ¥8E1 | 61 Lyl L A | {(suoy uoY|Tur) YUSWL)) O
LT+ 91 | £L01 £1Z1 €Ll £L51 0981 09T 0tT 6L 0§71 (SUO1 PUESNOY:) WNIUTLMTY O
- 00-1 - 0-001 - O-LET  O-LE] - $8I[ §81 &1 Ayoreded)
— -5y — 9-00I-%-tol —  eIEI-LTI EIf1 —  SLTO-LT) 9T PeEd uoponpold O
HCU R HEHRESN
— 960 - 6:86 - 6:6E1  P-8E1 - pS-LE [-£€ 89T  P3IB2I) SPIID JO AWNIOA O
- SO-1 — 101 — €8E1  T0v1 - £ | 9£F 11 aA)oedEd SUIIYRY
1{suoy prey[aI) [1Q
s[qeeAs® j0u sandy sjqeiedwo)) {psuunsuoo
SAI2UL QNI PIBIT|IT) SBLY
— ¥L-0 — (A1) - 0051  8-9¢1 - [44 €8¢ 03T [eunay ],
- Is1 - 1z414! - i £ B G| — abt | sC-8E  B-ST OIpPAH
“yym fo
— 201 — L-0D1 — £1rl  T-Tkl - 9L §9L BES (g paeu) AL O
¥e-1 90— | 886 768 9-L6 0-801 €96 9 9 £55  FLS {(suoy wolmI} (26D O
wold usid ubfg usfd uvld oLy usfd Hoid
Hr P uy pig “af Pig ¥ “af pag ¥
g | 4 d 1961 1961 d 1957 Ie6r  9¢6l
Saziput uonpsipa 007 =9¢61 S2oipif

Sumsno] pue $10J095 [eHISNpU] o1seq ‘g &



Comparison of Forecasts or Targets with Performance: |

C. Manufacturing Industries

Indices 1956 =100 || Realisation indices
1961 1961 P A B
R 3rd  Imt, || 3rd Int, Ird I,
Plan Plan || Plan Plan | Plan Plan
Total all manufacturing industries 130 | 136 132 956 985 | 0-83 094
Sub-group 1: Mechanical and
electrical engineering 136 | 142 — 958 — 086 —
of which:
X Processing of non-ferrous
metals 133 141 — 943 — 080 —
X First processing of steel 145 139 — 1043 — 115 —
¥ Bmelting 113 142 — 796 — 031 —
X Heavy and medium engineering 133 139 — 9571 — 085 —
X Metallic construction 156 | 124 — 1258 — 233 —
X Railway rolling stock
X (non-clectric) 99 90 — 1100 — o1 —
X Machine-toals 136 | 150 — 907 — 072 —
X Agricultural machinery 121% | 141 — 858 — 051 —
¥ Metal-working 119 125 — 952 — 076 —
X Motor-vehicles, motor-cycles,
and cycles 133 | 146 165 91-1 806 72 0351
X Electrical construction 162 | 150 165 || 108-0 982 124 (95
X Precision instruments, and
optics 153 141 — 1085 — 129 —
Sub-group 2: Textiles and others 129¢ | 128 120 — — — —
of which:
¥ Textiles 115 131 113 878 101-8 | 048 115
x Clothing? 14 | 129 113 884 1009 | 0-48 1-08
% Leather 122 120 118 || 101-7 1034 | 1110 1-22
x Woodd 133 | 119 131 | 111-8 101-5 | 174 106
« Paper 146 133 137 || 1098 1066 | 1-39 124
x Printing 126 | 118 — || 1059 — | 1137 —
x Cleanirg and dyeing? 122 | 141 130 865 938 | 0054 073
¥ Miseellaneous 128 134 128 955 1000 | 082 1-00

& Too high because of out-of-date weighting system.
P In 1960 was 144.

¢ Unrevised figure,

4 Not included in INSEE index of 19 branches.
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D. Agricultural Products

Reali-
sation
Quantities Indices 1956 = 160 index

1956 1960 1961 1961 | 1960 1961 1961 A
R P R Iy

Wheat (million q.) 568 1101 857 110 | 193-8 1685 1937 | 87-0
Barley (million q.} 64-1 572 54-1 50 892 844 780 |108-2
Maize (million q.} 174 281 247 25 | 1615 1420 1437 | 98-8
Beets (million g.) 108-8  190-2 1324 130 | 1748 121-7 1195 |101-8

Wine {millicn h.) 517 61-3 447 60 | 1022 865 1161 || 745
Meat? (thousand t.} 2,500 2,780 2,928 3,100 | 1112 1171 124 94-5
of which:
Beef 955 1,100 1,224 1,300 | 1152 1282 1361 94-2
VYeal 360 385 402 450 | 1069 111-7 125 89-3
Pork 1,075 1,160 1,167 1,200 | 1079 1086 1116 973
Lamb 110 135 135 150 | 1227 1227 1364 90-0

Milk {million h.) 150 214 231 222 | 112-6 121-6 1168 |[104-1

% Excludes horse meat,
Sources: Troisiéme Plan; Quairiéme Plan; Rapport annuel sur exécution du Plan en

I961 et 1962, pp. 27, 275, 289, 300, 311; INSEE, Annuaires statistigues and Annuaire
rétrospectif, 1961.

Table 4. Fourth Plan
A, Main Aggregates and Sub-Aggregates

Index 1961 =100 Realisation indices
1965 1965 A B
R P
@ Gross domestic production 1241 124 100-1 1-00
+ (Gross fixed investment 1366 130 105-1 1-22
of which:
Productive 125 128 976 089
Housing 159-2 1254 1270 233
Administrations 151-5 150 1010 1-03
« Consumption 124-6 122:5 1017 109
of which:
Households 123-7 122-5 101-0 1-05
Administrations 1366 122 11220 1-66
= Imports 151-1 123 122:8 2:22
» Exports (plus balance on services
account)? 130-3 120 1086  1-51

& The realised excess of exports over imports {5-0 milliard F. at 1965 prices} was smaller
than that forecast (8-0 milliard F. at 1961 prices), and the total resources at the disposal
of the economy therefore larger.
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B. Basic Industrial Sectors and Housing

Indices 1961 Realisation
Quantities =100 indices
1961 1965 1965 1965 1965 A B
R P R P
Primary power: con-
sumption® (million t,
coal-equivalent} 1341 170-3 168 127:0 1253 101-4 1-07
(160) 115-3}| (106-5)  (1-40)
of which:
O Coal 70-7 69-0 323 97-6 1164 838 -—-146
(720 (101-8} || (959) {-1-33)
O Ol products 42-) 736 58-0 1752 1381 1269 1-97
(61-0) 452 [|la20n 66
O Gas 60 85 92 141-7 1533 92-4 0-78
(8'5) (417 | 00 (1-00)
O  Hydraulic and nuglear® 154 192 184 1247 1193 104-4 1-27
(=) (—}
Electricity consumption
(milliard Kwh) 76-5 102:2  109-5 133-5 1431 933 078
of which:
Hydro 382 462 433 12049 1133 106-7 1'57
Thermal 38-3 54-1 634 141-3  165-5 854 063
Steel (million t.):
O Preduction 17-6 19-6¢  219- | 1114 1244 89-5-  0-47-
240 136-44 817 0-31
(20-5)¢
Capacity 185 225 245 121-6  132-4 91-8 0-67
(22:5)°
O Aluminium (thousand t.) 279 341 345 1222 123-7 98-8 0-94
O Cement (million t.} 15-5 22-2 18-5 143-2  119-4 119:9 223
Chemicals;
Mineral-based — — — 1449 1274 || 1137 1-64
Organict — — — 150-4  162-3 92:7 0-84
Para-chemistry — —_ — 12540 1356 951 0-81
O Al — — — 144-4 1459 99:0 0-97
S\ Housing (thousand units
completed) 315 412 350 130:8  111-1 || 117-7 277

2 The power forecasts were revised {to the figures shown in brackets) shortly after the
start of the 4ih Plan. The ‘realised’ power figures are provisional,
t And a small amount of imported power.

c 19:8 in 1964,

4 In the diagram on p. 104 the mean of the two fisures has been taken.
¢ Revision made in 1963,
f Includes pharmaceuticals and explosives.
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C. Manufacturing Industries

Indices 1961 =100 Realisation indices
1965 1965 A B
R P

Total all manufacturing industries 1249 126-8 98-5 093
Sub-group 1: Mechanical and electrical
engineering 127-6 129-9 982 0-92
of which:
X First processing of non-ferrous metals 121-7 1257 963 0-84
X First processing of steel 108-0 128-6 840 0-28
X Smelting 114-0 1250 912 056
X Metal-working 1260 1250 100-8 1-04
X Metallic construction 119-8 120-2 99-7 0-98
* Industrial equipment 1202 119-6 1005 1:03
X Agricultural machinery 112-8 142-7 790 030
X Machine-tools 114-83 131-1 876 0-48
X Precision-instruments, optics 1259 119:0 105-8 1-36
X Railway equipment 146-9 1357 1083 13
X Industrial ¢lectrical equipment 128-4 1387 91-9 0-72
X Electrical materials 150-9 138:3 109-0 1-32
X Electronics 156-8 139:9 112:1 1:42
X Domestic equipment 121-7 1562 779 0-39
X Motor vehicles 130-4 140-3 930 075
X Motor-cycles and cycles 1016 108-2 939 020
Sub-group 2 : Textiles and others 1217 1229 290 095
of which:
X Textiles 109-0 114-6 931 0-62
X Clothing 153:6 117-9 130-3 2-99
X Leather 1040 121-5 856 0-19
X Wood and furniture 126-8 1288 084 093
X Paper 1157 124-8 92:7 0-63
X Printing 108-5 117-0 92-7 0-50
X Cleaning and dyeing 120-8 1349 89-§ 060
X Miscellaneous 159-3 168-1 94-8 0-87
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D. Agricultural Products

1965 1965 Realisation
R Ps index
An
Wheat (million q.) 143 126 (1) 113-5v
Barley {million q.) 73 75 (30) 973 (243-3)
Maize {million q.) 34 41 (18) 83-0 (183-8)
Industrial beets (million q.) 22 (sugar) 157 140-3v
Wine (million h.) 667 57 117e
Beef (thousand t.) 1,225 1,350 90-7
Veal (thousand t.) 411 430 95-5
Pork (thousand t.) 1,324 1,350 97-8
Lamb {thousand t.) 134 160 83-8
Milk (million h.) 259 275 (245 94-2 (105-9)

3 The figures in brackets refer to targets where different from forecasts.
b Output in 1964 was already above that forecast for 1965,
n =not determined.

Sources: IV¢ Plan; Rappor! annuel sur Pexécution di Plan en 1962 et 1963; Projet de
loi de finances pour 1967, annexe, Exécution du Plan en 1965 et 1966.
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VIII Comparison of Forecasts or Targets with
Performance: 2

1, The coordination aspect

The ‘logic of the Plan’ in its ‘old look’ obliges us, in our examination
of the record for the branch forecasts, to look not merely at the individual
items taken singly as we did in the previous Chapter, but also at the
structure of the items taken together. Even if the forecasts prove accurate
for certain individual branches this is not sufficient to demonstrate that the
Plan or ‘global projection’ may be credited with having ‘coordinated’ the
investment and output decisions in the different branches into a consistent
whole, of which the unifying element is the ‘chosen’ or predicted overall
growth rate. The logic of the Plan implies also that if the growth rate and
other items in the ‘coherent’ system of forecasts are set too low, so that
performance surpasses them, the projection will fail to provide effective
coordination just as much as if they are set too high, so that performance
falls short of them. The planners’ tendency to regard it as a ‘bad’ thing if
the targets or forecasts are not reached and as a ‘good’ thing if they are
exceeded, conflicts with their emphasis on the coordinating role of the
Plan. A discrepancy in either direction between actual and predicted
performance must be regarded as a failure of coordination.

Looking at the broad lines of the record of the three ‘coordinating’
Plans, we see that nearly correct output-forecasts for some branches
might go together with a perceptibly wrong forecast of the overall growth
rate (as under the 2nd Plan), and that contrariwise an approximately
correct forecast of the growth rate (as under the 3rd and 4th Plans) might
be associated with wrong output-forecasts for most individual branches.
A closer study of the degree of correspondence between the structural
relationships assumed by the Plan and those realised in practice may be
made in terms of sub-sets of forecasts and realisations. For ¢xample,
taking a sub-set centring on steel, we find that under the 2nd Plan a ‘B’
realisation-index of 0-97 for the growth in steel output went together with
‘B’ indices of 1-16 for the overall growth rate and 1-83 for the growth of
output in the mechanical and electrical engineering sector, chief customer
of the steel industry. Even allowing for the contribution of unplanned
imports to the domestic consumption of steel in 1957, it seems probable

96



Comparison of Forecasts or Targets with Performance: 2

that if the forecasts for the overall growth rate and for the expansion
of the engineering branch had not both been substantially exceeded, steel
output would have fallen well below the predicted figure. The Plan had
presumably under-estimated the extent to which steel was going to be
replaced by non-ferrous metals and by plastics. Certainly in the 2nd
Plan, the near accuracy of the steel forecast could not be attributed to the
‘coherence’ or internal consistency of the whole system of forecasts. Under
the 3rd Plan, the correspondence between the relationships assumed by the
projection and those emerging in practice was very much better than
under the 2nd. Under the 4th, however, it was again very poor: with ‘B’
realisation-indices of 1-00 for gross domestic production, 0-92 for the
engineering branch, 0-94 for aluminium, and well below 1-00 for plastics,
that for steel output was only between 0-31 and 0-47.

The degree of correspondence between the predicted and the actual
relationships for a very much larger set of items is depicted, for each of
the three Plans, in the scatter diagrams (below, pp. 102-4). The set,
which is as nearly as possible the same from Plan to Plan, comprises the
items marked (with the same symbols) in the Tables {above, pp. 86-93).
The vertical axis in the diagrams refers to the predicted and the horizontal
axis to the realised percentage changes. Perfect ‘coordination’ by the Plan
or perfectly accurate forecasting would of course require that all the
points should fall on a 45° line drawn through the crigin.

From the diagrams it appears that the 3rd and 4th Plans were better
from this point of view than the 2nd which, it should be recalled, was only a
first, rough attempt at a ‘coordinating’ Plan. The 3rd represented a big
improvement on the 2nd from the technical point of view. It was, for
example, the first to make use of a detailed input-output matrix, and the
first to undergo a ‘consistency test’ of the strict kind which came to be
regarded as such an important feature of French plannlng. Even in the
case of the 3rd, however, the ‘scatter’ is still wide. Moreover, there does
not appear to be any general improvement from the 3rd to the 4th Plans.
For neither of these Plans can we conclude that the approximate attain-
ment of the predicted growth rate was due to the ‘choice’ of this rate and
to entrepreneurs conforming to the ‘coherent’ system of detailed branch
forecasts of which it was the ‘synthesis’. All we can say is that the con-
stellation of quantities emerging from the forecasts and decisions made at
the level of the firms, despite its being almost totally different from the
constellation contained in the Plan, happened to add up to the same overall
growth rate as assumed by the Plan. The effect of the Plan’s wrong assump-
tions concerning some of the structural relationships underlying the
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economic development of the period was largely cancelled out by the effect
of its wrong assumptions in the opposite direction about other relation-
ships.

Indeed one point which the experience of centralised forecasting in
France demonstrates is the large amount of cancelling-out between errors
in opposite directions that occurs as we move from the sub-branches to
the branches, from these to the larger sub-aggregates, and from these
again to the main aggregates. It was always supposed that there was a good
deal of such cancelling, but the French experiment gives us a more precise
indication of its magnitude and pervasiveness.l

2. The effectiveness of the Plans

The record of the three ‘coordinating’ Plans suggests the following con-
clusions about their implementation by either exogenous or endogencus
planning instruments, or both.

First, it is clear that under these Plans the authorities did not generally
direct the economy towards a set of sectoral targets. This is not to deny
that use was made of exogenous planning instruments, or that their use
served to push certain activities forward faster than they would have
gone in response to market forces, and correspondingly to hold others
back. Nor is it to deny that in particular instances these instruments may
have been used to the point of practically imposing the capacity or output?
targets of the Plan. It is possible, though we have no proof, that the
national monopolies in the power sector and also the steel industry (largely
financed by the Treasury until 1958-59 and under fairly close government
control thereafter) may have felt less free than the major part of private
industry to deviate from the Plan’s ‘targets’ in response to the forces of the
market and have been less prompt in adjusting to conditions different from
those predicted by the Plan. Such a possibility seems to be all that can be
meant by those who claimed that the Plan was “imperative’,® or had a

1 The examples given in the previous Chapter, mostly relating to outputs, are only a
small sample of those in the full record covering many other items, e.g, branch invest-
ments, employment levels, productivity levels, etc.

2 Imposing the capacity target in conditions where actual market demand for the
product runs ahead of that forecast means that realised output will tend automatically
to equal the predicted cutput, This will not, of course, be true in the opposite conditions.

3 The idea of the Plan’s being ‘imperative’ for the public sector (or for parts of it}
derives from the Monnet Plan, which said that ‘the adoption of the Plan by the govern-
ment would be equivalent tp an order to carry it out for the administrations, the public
services and the nationalised enterprises’ (Joc. cit., p. 102). This idea continued in much
of the literature on the later phase of French planning (as in Jean Bénard, 1964, p. 758).
See, however, below, pp. 156-7.
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‘certain imperative character’, for the public sector of the economy and
perhaps also for the basic industries.1 Obviously, however, the planning
authorities did not impose targets very strictly or very often. Even while
they retained fairly powerful instruments for bringing private as well as
public industry to heel (as during the 2nd Plan and the first half at least of
the 3rd), they did not impose the targets, even in the basic sectors, when
they were far out of line with the ‘spontaneous’ developments. They never
sought te hold back a fast-developing industry, such as chemicals, in order
to keep to the (low) targets of the Plan, nor attempt to enforce compliance
with targets that were much too high, as with coal under the 3rd Plan or
steel under the 4th. Moreover, even the supposedly ‘imperative’ character
of the investment programmes in the traditional public sector (schools,
motorways, telephones, etc.} was sharply contradicted by the facts.2

Secondly, M. Massé’s theory, according to which the Plan coordinated
economic activities by establishing a set of forecasts which held together
‘if everybody played the game’, does not appear to have worked in practice.
Individual branches (including the nationalised power and transport
sectors) had Jarge reconrse to those “adjustments’ or deviations from the
Plan which the ‘flexibility” of indicative planning left them free to make.
These adjustments were too many and too big for us to be able to conclude
that the coherent system of forecasts, or ‘image of a coherent future’,?
furnished by the Plan to economic operators was an effective guide to their
actions. There is no evidence for the assumption that business men would
at least approximately follow the Plan because they were confident that
others would do likewise, so that it would be self-implementing. Ad-
mittedly, the word ‘approximately’ allows varying interpretations, and
there is no clear consensus about how close the ‘projection’ has to come to
reality for us to conclude that it is effective in the manner assumed by
M. Massé’s theory, or is in some sense ‘vseful’ to industry. Generally
speaking, the advocates are apt to apply more lenient standards than are
the sceptics. What M. Massé had had in mind, however, may perhaps be
deduced from the following quotation. ‘Our Plan’, he once said, ‘is anal-
ogous in its estimates to the British Railways time-table, where it is
specified that the times indicated represent the probable times at which the
trains will arrive’.? I assume that this analogy was not intended as an in-
sinuation that British trains are particularly unpunctual.

i For example, Pierre Bauchet, ap. ¢it., p. 35.

2 Cf. below, pp. 156-7, for an oflicial statement on this point.
3 Ve Plan (Options), 1964, p. S.

4 Quoted by Raymond Boisdé, 1964, p. 164n.
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‘Indicative’ planners, at least, have never claimed that business men
would have done better to follow the Plans’ ‘predictions’ than by deviating
from them, or that in this way the ecenomy would have come closer than
itdid to an optimal distribution of productive capacity between the various
branches, with fewer and smaller surpluses and shortages.!l On the con-
trary, they have freely conceded that the fault lay with the forecasting and
was traceable to undeniable errors in the underlying hypotheses, They have
acknowledged that there were wrong estimates concerning the domestic
demands for “final’ goods (due to errors in the population estimates, in the
assumed elasticity coefficients, in the assumptions about relative prices,
etc.), concerning the techmnological coefficients governing inter-industry
exchanges of ‘intermediate’ goods as expressed in the input-output table,
concerning the competitiveness of domestic goods in relation to foreign
goods, and so on,2

Those who regard French planning as more than ‘indicative’ may, of
course, claim that the reason why some ‘objectives’ were not reached was
not wrong forecasting by the planners, but either inadequate exogenous
implementation of the Plan or ‘poor performance’ on the part of business
men in the relevant sectors. Some of them have held that particular
branches should have expanded capacity and output and hence ‘saved’
imports or expanded exports much more than they did, while other
branches should have refrained from expanding too fast; and that the
planning authorities ought to have taken action to keep them on the right
course. The machine-tools industry is often cited as an example of an
industry that was over-slow in its expansion, and the motor-vehicle
industry as one which was periodically over-fast.

In its study of the 3rd Plan, CEPREL attempted to distinguish diverg-
ences between predicted and actual performance due to bad forecasting

L As mentioned in the previous Chapter, it is impossible in this regard to rely solely
on the evidence provided by the realisation indices for output. An ‘A’ realisation-index
below 100 for output in a branch may imply that if the branch had kept to the Plan
it would have had a surplus of capacity larger than that (if any} which emerged. But
in the absence of other evidence, the same figure may also mean that the branch actually
had a shortage of capacity larger than that (if any} which it would have had by keeping
to the Plan. In the first situation the branch had obvicusly done better by deviating
from the Plan’s forecasts than it would have done by following them; and in the second
situation it had done worse. (The same holds, mutatis mutandis, for an ‘A’ realisation-
index above 100.) In some instances, such as steel under the 4th Plan, we know from
direct evidence concerning capacity conditions that the second situation certainly did
not apply. But we can also be fairly sure that it did not generally apply in other instances
either, since if it had the planners would doubtless have pointed it out.

2 Cf. CEPREL, July 15964, especially pp. 53 ff. and 107 ., for a detailed analysis of
such errors with reference to the 3rd Plan.
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from those due to inadequate instrumentation. The distinction is, however,
a difficult one to apply. It would require a much clearer definition of the
difference between forecasts and targets than the reference to “priority’
developments or ‘urgent’ tasks given in the 3rd Plan, or even than the
more explicit but still vague distinction between forecasts and targets in
the ‘new look” on which the 5th Plan is based, and which will be treated
in Chapter XV.

3. Conclusion

Whichever way we lock at the Plans, whether we assume exogencus or
endogenous instrumentation, or a mixture of both, there is nothing in the
record of the 2nd, 3rd and 4th Plans to justify describing what was being
done as central planning of the entire economy.

As regards the aspiration to ‘indicative’ planning, the forecasting had
not so far achieved the necessary accuracy for there to be effective planning
of this kind. Nor have 20 years of French planning shown signs of any
continuous improvement in the degree of accuracy, as the planning author-
ities acknowledge. Indeed their experience with the 4th Plan inclined them
to take the opposite view and to assume that the forecasting was becoming
less accurate.! The 4th Plan did not perhaps look much worse than the 3rd,
if we were considering the complete set of items taken as an undivided
whole. But it did look distinctly worse for some of the more important
sub-sets: for both power and steel the forecasting was definitely poorer
under the 4th Plan than under the 3rd, and for steel it was also poorer than
under the 2nd. The experience in these sectors was particularly significant,
since they were the ones which advocates of French planning (outside as
well as inside France) had most often cited when peinting to the cardinal
importance of correct prediction of the overall growth rate as a factor
enabling approximately accurate forecasts to be made of the demand for
individual products. The disappointment of the 4th Plan, which was al-
ready clear in the Plan’s second year, was one of the factors causing M.
Massé to undertake, before the Plan came to an end, a revision of his
‘logic of the Plan’,

Before considering this revision, I shall examine more closely than 1
have done so far the theory of centralised or collective forecasting, or
‘market research on a national scale’.

1 Cf, M. Mass€'s view, quoted below, p. 153,
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PREDICTED & REALIZED CHANGES

120-

100

80—

80

40 ]

20

-20
-20

T T T T T T T T T

[
0 20 &0 &0 80 100

o Gross domestic production

+ Other main sggregates of national agcounts
o Basic industries

O Chemicals (aggregate)

x Manufacturing industries

a Heusing [not strictly comparable]

103



4th PLAN:

PREDICTED & REALIZED CHANGES

120-

100-

80

40-

20

® =

x* x

-20
-20

T T T 1 T T T T

T
20 40 60 BO 100

Gross domestic production

Gther main aggregates of national accounts
Basic industries

Chemicals [aggregate)

industries

Manufacturing

Housing

T

T
120 %
R

104




PART THREE

The Theory of Planning for the
Market Economy: A Critique






IX The Rationale of Collective Forecasting

1. The responsibility of industry for the forecasts

If centralised or collective forecasting is inaccurate and vet influences
business behaviour, it is rational to suppose that it may do harm instead
of good by causing economic operators in the aggregate to make more
‘wrong’ investments than they would do if each relied on his individual
forecast. French planners, however, generally exclude this possibility.
They contend that the influence of collective forecasting, as carried out
under the procedures of the ‘concerted economy’ at least, can only be in the
right direction and never in the wrong. In support of this contention, they
peint to the increased ‘transparency’ of the economy due to the pooling
of information and the exchanging of views, or ‘reflection in common’,
about the future. They emphasise the beneficial effects of a ‘common
view' of future economic development free from the inconsistencies to
which the separate forecasts of the individual operators or groups of
operators would be subject. They also emphasise that under the ‘concerted’
procedure the Plan’s forecasts are generally made or agreed to by the
operators through their respective Commissions, so that it is their Plan.
This holds, they say, not only for the branch forecasts made to ‘fit” the
‘chosen’ growth rate, but also for the growth rate itself and for other
large apgregates (productive investment, exports, etc.) since even these
items, though initially *suggested’ by the authorities in the form of pre-
liminary ‘sketches’ of economic development, are checked and may be
corrected as a result of the forecasting done by the Commissions.

The contention is, then, that the Plan cannot mislead operators into
following predictions less accurate than those they would have made by
themselves independently, since the Plan’s predictions are their own, ‘im-
proved’ as a result of the increased ‘transparency’ and the ‘coherence’
ensured by the collective forecasting procedure. In other words, firms get out
of the Plan what they (or their trade association) put into it, but with some-
thing added. The inference is that where the Plan’s predictions have
proved wide of the mark, the fault is with the forecasts made by the firms
or sectors.!

I For ¢xample, Yves Ullmo, 1965.
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This conception of collective forecasting raises a number of questions.
Precisely whose forecasts are they ? Canthey be said truly to ‘represent’ the
views of the operators in the respective branches and sub-branches?
How far-reaching, and how genuine, is the ‘transparency’ produced by the
collective forecasting procedure ?

2. The representativeness of the forecasts

The method of arriving at an initial branch forecast, which is of course
subject to revision in order to obtain inter-branch coherence, varies from
branch to branch, one factor affecting it being the degree of concentration
of the branch. The task is obviously most siraightforward in branches
consisting of a single firm (such as the nationalised power sectors). Else-
where, different firms will usually start with different views of the future
market for their product, the necessary investment, and other items, and
these different views must be reduced to a single view for the purpose of the
Plan, The way this is dene is a subject on which there is little published
information,! and is moreover one of the aspects of French planning, or
more broadly of the working of the concerted econemy, which does not yet
have a very clear profile. Several distinct patterns are nevertheless discernible.,

In branches consisting of few firms, one procedure is for each firm
separately to discuss its plans directly with the authorities who, with the
knowledge of all the firms’ plans (which they keep confidential), may
persuade individual firms to make adjustments in order, say, to counteract
a tendency towards over- or under-expansion in any of the product lines
covered by the branch. Here the planning may be said to take place not
merely at the level of the branch, as is most characteristic of French
planning, but at that of the firm. This procedure is, however, used only in
exceptional cases, of which the outstanding example is the steel industry.
Another procedure that also applies to branches with few firms is for the
several producers to agree ameng themselves on a single branch figure, which
the authorities may try to persuade them to changeif this appears necessary
to achieve coherence. Yet another procedure is for the few producers
not to ‘commit’ themselves, either singly or collectively, to any prediction
but to leave the settling of the figure to the rapporteur of the Commission.?

1 The minutes of the meetings of the Commissions are not, for fairly obvious reasons,
made available to the public,

2 This was reported (Le Monde, 10-11 October, 1965) to be the attitude taken by the
motor manufacturers during the preparation of the 5th Plan. Possibly it reflected their

scepticism, afler the experience under the previous Plans, about the possibility of making
medium-term predictions of the prospects for their industry.
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In branches consisting of a large number of firms, one procedure
is for the trade association of the branch to make a study of the probable
development of consumption, to collect information (which is again kept
confidential) from member-firms about their individual investment and
output plans, to add these up, and to point out to the members any tend-
ency towards a surplus or a shortage of capacity implied by the total.
Generally speaking, however, consultation of all the firms in branches with
a low degree of concentration can rarely be achieved. In some instances,
the forecast of the size of the total market and of the necessary total
investment probably represents some sort of composite view of a few,
perhaps dominant, firms in the branch. Many firms may never be consulted
and some may be unaware, and remain so to the end, of what the Plan
has predicted for their branch. Indeed, one obstacle to full participation of
all the firms in the preparation of the Plan is the relatively low degree of
concentration still prevailing over a large part of French industry.

After each branch has arrived at a tentative single figure for ¢ach of the
relevant items, there follows the task of achieving inter-branch *coherence’
within the framework of hypotheses concerning total growth. In principle,
inconsistencies are eliminated ‘by agreement’ between the branches with
the aid of the Commissariat, or by what was once described by a staff
member of the Commissariat as a ‘complicated process of discussion,
pressure, negotiation and compromise’.l In some cases no agreement is
reached so that, for example, the forecast by a consumer-branch of its
purchases of a product may diverge perceptibly from the corresponding
forecast of sales by the supplying-branch. In such cases, the Commissariat
makes the adjustments necessary to achieve coherence on its own responsi-
hility.2 Even, however, where ‘agreement’ is reached, it is often not much
more than a formality. The ‘coherence’ of the whole system of forecasts
which is at last attained therefore appears in large part an artificial con-
struction of limited significance except as an intellectnal exercise.

We shall now lock more closely at the quality of the forecasts made by
the individual branches.

1 Frangois Le Guay, 1963, p. 50.

2 The Text of the 4th Plan says (p. 361) that: “the work of synthesising the Plan led
quite often to a modification of the foreign trade forecasts, each branch having, very
legitimately, the tendency to fix high ¢xport targets for itself, and to foresee low imports,
In some cases this caused us to draw a distinction between the target inserted in the
plan, and consistent with the general equilibrium forecasts for foreign trade, and the
more ambitious target fixed for itself by the branch. It is, of course, the first which
figures in the tables [of the Plan]. The export fipure for motor-vehicles was a case in
point (above, p. 81).

109



The Theory of Planning for the Market Economy: a Critique

3. The problem of intra-branch coherence

In only a few instances is there any guarantee that the total investment
{or output) predicted for a branch will correspond to the sum of the shares
which the individual firms in the branch predict for themselves. Even in
branches where an adjustment between the two totals appears to occur,
it may often be of no more than a formal character, with no consequence
outside the meetings of the Commissions and their working groups. As a
rule, there is no obligation for firms to alter their investment plans in
response to warnings by the authorities about tendencies towards a surplus
or shortage of capacity. Such warnings may or may not be heeded.! But
even when they do exert an influence in causing some firms to adjust their
plans in the direction recommended, there is still no assurance that
the net effect for the branch as a whole will be as intended. A striking
illustration of the kind of contradiction that may arise was reported by M.
Leroy-Jay,? who relates that during the preparation of the 4th Plan it was
discovered that in a certain branch (not named) the sum of the investment
programmes of the firms indicated a future capacity 30 per cent above
estimated market needs. When the President of the relevant Commission
informed his colleagues of this fact, three different attitudes were adopted:
some decided to cut their investment plans temporarily and wait for in-
formation (from their trade association) on subsequent developments;
others cancelled their orders for new equipment; while the remainder
speeded-up their orders in the hope of being the first to exploit the market.
We are told that this case was exceptional and presumably the conduct of
the last group was ‘unsportsmanlike’ as judged by the ethical standards
appropriate to the concerted economy. But the point M. Leroy-Jay wanted
to demonstrate was how the work of the Commissions provides the
relevant trades with better information without curbing the freedom of any
individual operator to react ‘according to his temperament’.

Many partisans of French planning regard it as a serious flaw that there
is generally only a very loose link, if any, between the forecast for the
branch as a whole and the forecasts or plans of the firms in the branch
(to say nothing of possible new entrants). The lack of co-ordination within
the branch, or the failure to make the ‘relative market shares’ explicit,
seems to these planners to make the ‘coherence’ of the system of branch

1 This holds even though the large firms *keep in touch’ with the Commissariat during
the planning period, informing it of investment plans, output and sales performance,
etc,

2 Patrice Leroy-Jay (Head of the Gencral Secrctariat of the Conseil national du
Patronat frangais), 1963, p. 43.
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forecasts look very fragile. The inference they draw is that the planning
should be done in all branches at the level of the firm, through what would
in fact if not in name be investment cartels, placed under state supervision
in order both te prevent abuses (deliberate restriction of supply) and to en-
sure the enforcement of the necessary discipline. Already the planning
procedures give a certain amount of encouragement, not always intention-
ally, to cartel-like behaviour in multi-firm branches. These may act as
forecasting cartels (possibly adopting certain strategies to which I shall
refer presently); and they may perhaps alse act as investment cartels. In
the view just mentioned, however, the investment cartel would need to be
developed very much more generally and systeniatically than at present in
order to achieve the necessary intra-branch ‘coordination’. This view is in
sharp contrast to that so far adopted by the French planning authorities,
namely that planning at the level of the firm should not be generalised.
The question ultimately at issue here is whether French-style planning,
even if conceived as no more than collective forecasting, is compatible
with a competitive free-enterprise economy, or whether it presupposes
what was called in France in the 1930s ‘corporative planning’.1 The prob-
lem of the ‘relative market shares’ of the firms producing a given product
is only one of several contexts we shall discuss in which this question arises.

4. The fiction of uniform and fixed forecasting horizons

Another source of artificiality in the branch figures is constituted by two
time-dimensions of the collective forecasting procedure. One is the require-
ment that all branches should adopt a uniform forecasting horizon extend-
ing ahead as far as five or six years. This is a period over which many
branches or sub-branches find it impossible to make predictions that are
precise or reliable. Among the sub-branches into which ‘non-basic’ manu-
facturing industry is divided? for purpoeses of forecasting there are a good
many for which the normal forecasting horizon is a year or less. For these,
the figures inserted in the Plan are bound to be more or less arbitrary.
Though ‘agreed upon’ as ‘consistent with harmenious growth at the chosen
rate’, they canscarcely be ‘representative’ of theexpectations of thetradeasa
whole, or of these expectations modified by discussions between the members
of the trade and others; for there are no ‘expectations’ worthy of the name.

But even in branches where medium-term expectations are more sub-
stantial, the operators will normally expect to adjust their predictions and

1 Frangois Perroux, 1938,
2 Under the 4th Plan, for example, they numbered 240,
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investment plans continually as time passes. Their private plans will, that
is to say, be rolling plans, and they will hazard a prediction today only
with the possibility of a revision tomorrow in mind. Today’s predictions,
or ‘intentions’ to invest, for the period of the National Plan are often highly
non-committal. It follows that unless the Plan is frequently revised the
‘coherence’ of the whole system of targets and forecasts achieved at the
start is of purely ephemeral significance,

The planners see little prospect of getting away from the fiction of the
uniform forecasting horizon. The non-uniformity of horizons, character-
istic of the forecasting and planning done individually by the firms in a
decentralised system, is something which programmers have found no way
of imitating in their centralised-forecasting ‘model’. The second fiction,
that of the fixed horizon, could be overcome, in theory at least, by putting
the centralised forecasting on a rolling basis. The considerations which
have prevented the adoption of this solution so far will be mentioned later.?

5. Elements of concealment and distortion

A further question is how genuine are the figures arrived at in those
branches where medium-term forecasts can reasonably be made. In fact
there is nc guarantee that the branch figure ostensibly ‘agreed’” upon
through discussion among the operators in the relevant Commission truly
reflects either their unanimous view or even some sort of average of their
different views. What is presented as the ‘common view’ is likely to be a
distorted view.

One reason for this is related to the general preblem of business secrecy.
The French planning authorities have freely conceded that in a com-
petitive economic system (which they explicitly aim at preserving) the
degree of ‘transparency’ that can be achieved is limited. As M. Massé
has put it, the Plan ‘does not suppress business secrecy, but reduces the
areas of shadow’.2 Maximum, if not complete, ‘frankness’ may be expected
in branches consisting of a single firm (i.e. the nationalised sectors), but
for most multi-firm branches the pooling of information, beliefs and
intentions is likely to be very incomplete indeed.

Another reason for doubting the sericusness of some of the figures is
that, since the branch forecast ‘agreed to’ as being ‘coherent’ with the whole
system of forecasts is in no way binding, some Commissions may be
inclined te let themselves be ‘persuaded’ very easily. The forecasts which
their members act on a short while afterwards may then be very different

1 Below, footnote 3, p. 157, 2 Picrre Mass€, 1963 (23, p. 212,
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from those inserted in the Plan, even if nothing has happened in the
meantime to cause them to revise their judgements.

Yet another reason is that the very procedures of collective forecasting
may lead to deliberate distortions of the figures. In some instances, a whole
branch or its dominant group may intentionally advance either an under-
or an over-estimate of the branch’s growth prospects for reasons of
‘strategy’;! and two or more branches may even form coalitions for this
purpose. Although the existence and nature of such strategies are not
always easily discernible to other parties, various examples have been
detected, or at least suspected. A consumer-branch may understate its
anticipated purchases of a produet in the hope of persuading the producer-
branch to reduce the price. A producer-branch may ‘agree’ to what it
believes to be an over-estimate of its rate of expansion in the hope of
establishing or strengthening its claim to favours from the government for
acting ‘in conformity with the Plan’. Or a producer-branch may understate
its expected output in the hope of convincing the government of the need
for financial aid as a means of bringing its members (farmers, say) up to a
particular income level proposed under the (indicative) ‘incomes policy’ of
the Plan. (It was suspected that this consideration affected the forecast
made for meat output by the Agricultural Commission for the 5th Plan.)
Such strategies may seriously falsify the branch predictions made in the
Commissions, and the Commissariat may have difficulty in seeing through
them quickly or clearly enough to make the appropriate corrections.
Moreover, it seems probable that with the passage of time the possibilities
of these strategies may be more widely seen and exploited than hitherto.
The potentialities of the forecasting cartel under French-style planning are
still a relatively uncharted field.

6. Obstacles to ‘transparency’

We must, therefore, conclude that the ‘transparency’ of business expecta-
tions achieved through collective forecasting is likely for various reasons
to be highly imperfect. Some of the reasons, such as the difficulty of collect-
ing sufficient information about these expectations at the micro-economic
level, or the difficulty in some branches of making any medium-term
predictions at all will, in the view of many planners, eventiually be removed
by the increased concentration of French industry and by improvements in

1 Firms might of course adopt similar ‘strategies’ individually if they were asked to
make a full public revelation of their individual plans or forecasts in the name of that

complete suppression of business secrecy which some French planning enthusiasts
repard as a necessary part of the *spirit of concertation’,
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forecasting techniques. This may be an optimistic view, Other reasons,
such as the deliberate concealment or distortion of information, beliefs or
intentions,! are even more difficult to overcome. The paradox of looking
for *predictive truth’ is that it is impossible to define what *honest’ predic-
tion of uncertain events is. The granting of branch-awards for ‘good
prediction” judged ex post would not be very different in its effects from
enforcing sectoral targets. Some planners believe, however, that it ought to
be possible to overcome this second kind of obstacle to full *transparency’
by developing a new code of business ethics based on that “spirit of co-
operation’ which they regard as part of the philosophy of the concerted
economy. Here again we come up against the question raised earlier of
whether collective forecasting can be regarded as having a place in a
competitive economic system, or whether it does not more properly
belong to the system of corporativism. But before formulating an answer,
we must inquire more deeply into the validity of the ‘logic of the Plan’,

7. The aggregation problem

One of the tenets underlying the ‘logic of the Plan’ is the notion that
planning or forecasting at the national level is neither more nor less than a
logical extension of planning or forecasting at the level of the firm. M.
Massé, locking at the rapid progress made since the war in the application
of operations research to the problem of planning in the firm, regards it as
natural that ‘the same line of thought should be extended to the economy
as a whole’.2 The Report on the Principal Options of the 5th Plan® speaks
of the passage from market research in the ordinary sense to ‘market
research on the national scale’ (or the ‘global projection’®) as though it
were something perfectly clear and unambiguous.

1 As was noted above (pp. 84-3), *non-transparency’ in some areas may be deliberately
created or encouraged by the authorities for political reasons.

2 Pierre Massé, 1960, p. 9. 24-2. Another writer expresses the same thought by
saying that “just as planning is done in the micro-economy, which is the firm, so it
should alse be done in the macro-economy’. (Henri Migeon, preface to Jean Dayre,
1959.)

3 5th Plan (Options), 1964, p. 41.

4 The use of the term ‘global projection’ in the recent official documents on French
planning is not uniform. Sometimes the word ‘global’ evidently refers, as in the Report
on the Qptions, to any projection made for the economy as a whole, including one that
is detailed by branch and sub-branch, i.e., is highly ‘disaggregated’. Sometimes, on the
other hand, a ‘global’ {or ‘semi-global’) projection means one made oaly at a high (or
relatively high) level of aggregation, and is distinguished from the “detailed’ projection
necessary to constitute a ‘generalised market study” of wide application. For this second
usage, see INSEE, 1966, pp. 26 and 48.
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How in fact do we get from one to the other ? This question has usually
been discussed in terms of which of two methods is preferable:

(@) that of ‘disaggregation’, which starts from assumed target rates for
certain of the big aggregates and breaks these down by branch and sub-
branch (and possibly by firm); or

{b) that of ‘aggregation’, which builds up the National Plan from the plans
or forecasts of the individual firms in the various branches, so that the big
aggregates, including the overall growth rate, are the end-point (instead of
the starting-point) of the figuring process.

Critics of French planning have objected to the first method, which
is used at one stage of the preparation of the Plan, on the ground that it
turns things upside-down. The rational course, they say, is to pass from the
micre- to the macro-economic level. French planners may reply to this
criticism that they employ a combination of the two methods, using the
second as a check on the first.

A third position which we must now consider is that neither aggregation
nor disaggregation is possible; that there does not exist any unambiguous
way of welding different views of an uncertain future into a commeon view;
and that the plans of the individual firms cannot, in a competitive system
and in the presence of uncertainty, ever add up to anything that can be
called a ‘National Plan’. The reasons for this lie in the nature of expecta-
tions under uncertainty and in the mechanics of the competitive system.
It will be argued that these are two facets of the same phenomenon.

8. The problem of the inter-personal comparison of subjective probabilities

Many planners recognise that the treatment of uncertainty, or rather the
failure to give it any formal treatment at all, is a serious weakness of the
present French forecasting methods, even if they also confess to having no
satisfactory remedy to propose. Thus all of the items in the projection
appear as single-valued expectations, with no indication of differences in
degree of likelihood or (except in rare cases) possible margins of error.
Practical considerations seem at present to impose this simple method at all
levels of the collective forecasting process, including that of the individual
operator contributing to the branch forecast. No doubt more sophisticated
methods would make the task unmanageable. Nevertheless, it is clear that
if each operator is asked to submit his forecasts in the form of single-
valued expectations, the figures submitted by different operators are
unlikely to correspond to a uniform definition of what is meant by a
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‘prediction’. For example, one operator may regard the figure he advances
as subject to a larger margin of error than ancther regards his, or his figure
may be affected by his personal attitude towards risk. It is theoretically
conceivable that each operator might be asked to formalise his beliefs
about future prospects in terms of a ‘subjective” probability distribution,
or of certain specified parameters of such a distribution (say, the mean and
the standard deviation), from which all elements extraneous to those beliefs
(such as his attitude towards risk) were excluded. Even such an elaborate
procedure would, however, solve only a small part of the problem.

The adoption by all the operators of a common formula of this type for
expressing their individual views about the future would still leave un-
resolved the biggest difficulty of all—that of combining their many views
into a single view. The ‘subjective’ probabilities with which we are here
concerned give rise to an apggregation problem of a kind not encountered
in the case of a priori probabilities, nor in that of *objective’ probabilities
based on observed statistical frequencies, nor, again, in that of ‘subjective’
probabilities estimated by one and the same person. With the aid of prob-
ability calculus, it is possible to combine ‘subjective’ probability distribu-
tions relating to different events when those distributions have been
conceived by a single mind.! An individual entrepreneur may, for instance,
combine such distributions for revenues and costs respectively in order to
obtain a distribution for profits.2 But there is no such simple method of
combining the probabilities attached to the same event (or different events)
by different minds. Allowance would need to be made for the fact that
some of the operators have, or believe that they have, or are believed by
others to have, better foresight or judgement than their fellows. And
though various ways of doing this may suggest themselves, none offers a
satisfactory solution.

We may suppose, for example, that the planners draw up the ‘commen
view of the future’ for a branch by assigning equal weights to all the
operators’ predictions, on the grounds that for the group as a whole there
will be a rough averaging out between good and poor judgements. But if
this is known to be the procedure, the operator who believes his judgement

? With the aid of the assumption of a ‘single mind® it would also, in principle, be
possible in a general equilibrium model of the Walrasian type to make explicit allowance
for uncertainty by attaching subjective probabilities (or probability distributions),
drawn up by the ‘single mind’, to all of the exogenous variables, parameters, etc., and
to arrive at solutions for the ‘unknowns’, with subjective probabilities {or probability
distributions} likewise attached to them, The extent of the offsetting between prediction
errors at each of many levels of aggregation would be among the factors requiring

{mostly ‘subjective’) probabilistic treatment by the ‘single mind’.
2F. A.and V. C, Lutz, 1951, Chapter XV.
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to be better than average will follow his own prediction instead of the
average prediction, thus immediately falsifying the ‘common view'. Indeed,
the conditions which appear necessary to reach a ‘common view’ of the
branch’s future are: first, that all the operators hold a commeon view as to
which of them has the best judgement and are therefore willing to make his
view of the future their own; and secondly, that all of them believe that this
operator is giving them a true and complete account of his view, The first
condition may be difficult to fulfil unless ‘objective’ indices of all the
individual operators’ capacities for prediction are available, which will
rarely be the case,! The second condition cannot be fulfilled in an economic
system that is to any degree competitive because if all the operators follow
the honest prediction of the operator who has the best judgement, this
operator will lose an important advantage in competing with his rivals.
We are back at the point mentioned earlier that-it cannot be expected that
the predictions tabled by individual operators for purposes of collective
forecasting will in competitive conditions be wholly frank. The collection
of information and prediction are themselves competitive activities; and
the right of individual operators to exploit their particular advantages or
talents in this domain cannot be suppressed without striking at the roots of
free enterprise and risk-taking,

9, The fiction of the ‘commen view of the future’

Both the incommensurability of the beliefs of different operators and the
lack of perfect communication of those beliefs compel us to conclude that
under conditions of uncertainty and in a competitive system it will be
impossible to reach a genuine common view of the future or to draw up a
valid representation of the expectations of a plurality of decision-makers
considered as an aggregate. Since a multi-firm branch in a competitive
system cannot properly be assimilated to a single economic agent or
decision-taker, collective forecasting means either:

(@) pretending that such assimilation is possible and drawing up a fictitious
common view for each branch; or

{4) organising the economy in such a way that each branch does act as a

1 An attempt might be made to calculate *good-management’ indices for the various
firms on the basis of their past performance and on the assumption that one property
of good management is success in securing its own continuity by appeinting good
people to replace those who retire, There are, however, obvious limitations here, such
as the lack in the case of the newer firms of a long enough past record and the impossi-
bility, even when the record is long, of eliminating the part played by luck.
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single agent, as indeed it would under generalised cartelisation or ‘corpora-
tive planning’.

The problem encountered in trying to pass from forecasts by firms to
forecasts for the whole branch confronts us again at the level of the higher
aggregates. Under conditions of uncertainty, the forecasts made by the
various operators in a decentralised system do not, in the natural order of
things, fit into a single consistent system of either inter-branch relation-
ships or final aggregates. For normally they will not all be based on a single
or unique set of expectations concerning the various higher-order items
which they take into account, but on a plurality of different (even if partly
overlapping) sets, The single operator by himself will generally count on a
degree of compensation taking place between his own prediction errors
regarding different items (such as sales of his product to a number of con-
sumer-branches, or sales at home and sales abroad). His forecasts alone
will thus fit into more than one set, or partial set, of higher-order forecasts.
The same is true a fortiori of the forecasts made by the many different
operators in the same or different branches.! Again, it is not possible to
add all these differing sets up to form a common view of the future, nor to
identify a particular set as representing the objectively ‘best estimate’.

It is not therefore surprising that it proves so difficult to remove *in-
consistencies’ between the varicus forecasts in ‘market research on a
national scale’. Such inconsistencies are the natural consequence of the
existence of uncertainty. Any method of eliminating them is bound to be
largely arbitrary, as is the single set of forecasts which is the outcome. That
set is only one of many equally ‘consistent’ sets that could have been
produced cn the basis of the same ‘information’. Alternatively, it repre-
sents the set predicted by a “single mind’ external to the world of economic
operators, that is, the planning authority.

10. Congclusion

The argument of this Chapter may be summarised as follows.

Granted that even in a decentralised market economy ‘we are all
planners’ in the sense that individuals, firms and public authorities
must all make decisions for the future on the basis of the best estimates

1 Tt is clear, for example, that there is nothing in the *data” obtained from the indivi-
dual branches or sub-branches which indicates what allowance should be made for
offsets between the prediction errors of those branches in passing to still higher levels of
ageregation. Only the intervention of a ‘single mind’ permits the making of such offsets
and the arrival at a singie figure for each of the higher-order aggregates. Cf. footnote 1,
. 116,
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they can make about future conditions, it does not follow that, by assemb-
ling these individual estimates (or plans) and ‘correcting’ them for in-
consistencies, we can construct a ‘best estimate’ for the whole economy
or a ‘global projection’ which may properly be called a ‘naticnal plan’.
The claim te be able to do so is vitiated by the fallacy of composition. Nor,
starting the other way round, can we break down the ‘global cbjective’ or
overall growth rate of a ‘national plan’ into ‘the implications for particular
industries’.! In an economy which is truly decentralised at the decision-
making level, there is no unequivocal way of translating micro-economic
forecasts into macro-economic forecasts or wvice versa; and no bridge
between the plans of individual operators and a plan for the nation.2

If a central forecasting service attempts to ‘harmonise’ the many
differing views of the economic future which are bound to exist in the
presence of uncertainty, the ‘coherent system’ of forecasts or ‘global pro-
jection’ which results must necessarily be highly artificial. Indeed, were the
object to present as frue a picture as possible of business expectations in a
competitive free-enterprise system, it would be appropriate not to make
any of those ‘adjustments’ which the central forecasting service makes in
order to obtain what can only be a false ‘consistency’.

It would be another matter, of course, if the figures were meant to be
those of a ‘master plan’ to be imposed from a single decision-centre. And
it would be another thing, also, if all the items were predictable with
perfect accuracy, What this would in turn imply will be examined in
Chapter XII,

Meanwhile, two conclusions emerge concerning the significance of
collective forecasting under uncertainty and in a competitive system. The
first is that the theory of the ‘coordinating’ function of collective fore-
casting in a market economy rests on extremely shaky foundations. The
second is that there is no clear and unambiguous way of defining the
collective forecasts in terms of the forecasts made by individual operators,
and that the former cannot therefore be said to be purely and simply an
‘improved version® of the latter,

1 Above, p. €3, * Below, p. 161.
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1. The decentralist view

In our examination of the French forecasting experience, one feature that
emerged most conspicuously was the substantial amount of offsetting
between errors of over- and under-estimation in the passage from lower to
higher levels of aggregation. Such offsetting occurred at practically every
level of the summing process for which we have a record. At work every-
where was a kind of ‘law of large numbers’ which, since it is not very pre-
cisely definable, T shall call the ‘unstrict’ law to distinguish it from the
strict ‘classical’ one. The difference may be described by saying that,
whereas the strict law refers to an indefinitely large number of like and
independent events converging on an exact numerical result, the unstrict
law relates to events that may be unlike, not perfectly independent,
not indefinitely large (and perhaps quite small) in number, and not averag-
ing out to a value that can be stated in advance with precision, It is worth
remarking that the role played by this ‘law’, in allowing the central fore-
casting service to reach a fairly high degree of predictive accuracy for the
larger aggregates, received till recently comparatively little attention in the
decuments on French planning.!

We do not have a record for one level of aggregation which is especially
significant for the present Chapter. We lack information, that is, concern-
ing the forecasts that were made and followed by different operators in
one and the same branch for the future demand (and other) conditions in
that branch. The fact that offsets between prediction errors occur also at
this level is, however, familiar to the business world, Well known also is
the fact, mentioned in the preceding Chapter but for which we again have
no record, that for one and the same operator offsets occur between the
errors relating to different products within his total field of operations,
between those relating to different factors (e.g. the overall growth rate, the
elasticity coeflicient, etc.) influencing the demand for any single product,
and so on, Acknowledging that the individual decisien-maker can and does
count on such offsets occurring means, of course, acknowledging also that
it is perfectly proper for those higher-order predictions which are most

1 1t was mentioned by the Ministére des Finances (SEEF), 1962. For a later reference
{by M. Massé), see below, p. 159.
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important for the success of his business to be ‘right for the wrong reasons’,
(An illustration was given earlier about the prediction of the demand for
steel under the 4th Plan.1)

The fact that when there are many predictions, made either by the same
operator about different events or by different operators about the same
event (or different ones), compensation occurs between prediction errors
of opposite sign and of different magnitude forms the basis of a theory of
forecasting, and of the coordination of investment decisions, which is
entirely different from that underlying M. Massé’s ‘logic of the Plan’.
This theory holds that, assuming that uncertainty cannot be eliminated
even if it may be reduced, centralisation of economic prediction will make
the total risk of error due to that uncertainty not smaller but larger than
under decentralisation. It regards centralised forecasting, provided the
latter is effective in exerting an influence on entrepreneurial decisions, not
as what M. Massé calls the ‘anti-hazard’,? but its reverse. In recent years,
this theory has been advanced most categorically by government officials,
economists and, not least, by business men in West Germany,? and is now
often referred to as the ‘German view'.4 It is as such that it was described in
the first explicit recognition given in official French-planning circles (in
1964} to the existence of two contrasting theories on the subject of fore-
casting.9

This ‘decentralist’ theory of forecasting is, however, of much older and
broader corigin. In fact, it constitutes the ‘missing link’, for which French
planners believed they had to forge a substitute, in the classical-liberal
theory of the way the market economy works in the absence of any deliber-
ate ex ante coordination of the forecasts and plans of individual operators.
The late Professor Sir Dennis Robertson referred to this theory during the
discussion of central economic planning, or ‘national programming’, in

1 Above, p. 80, 2 Bee title of M. Massé's 1965 book.

3 For example, Rolf Gocht (a government official), 1963; Hans Ilan, 1963; and the
views of several industrialists in List-Gesellschaft, 1964. Wilhelm Lehman, from the
electrical engineering branch, put the point as follows: “We see, at least for our industry,
a preater danger in the uniform behaviour, suggested at least by the State, of a whole
industry than in the plurality of errors of many entrepreneurs, errors which, however,
have a chance—and experience shows it to be more than a chance—of cancelling each
other out” (foe. cit., p. 130). Hans-Joachim Burchard, from the oil sector, put it in
gmilar terms (fec. cit., p. 122). The same view has not lacked exponents in France: sce,
for example, the writings of Professor Daniel Villey.

4Tt is not intended to imply that there are in West Germany no sympathisers with
M. Massé’s ideas concerning the beneficial effect of ex ante coordination of investments
by centralised forecasting, Cf,, for example, Herbert Giersch, List-Geselischaft, 1964,
p. 70.

5 See the remark in the Report on the Options mentioned below, pp. 161-2.
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Britain in 1947. He said that one of the guiding principles of the liberal
philosophy was the dispersal of decision-making power, which was not the
same thing as mere delegation of that power. To illustrate the importance
of this distinction, he drew the following analogy:

If an army commander gives general orders to a divisional commander, he at
the same time delegates to the latter the duty of giving more detailed orders to
his subordinates; and it is universally agreed that it will not usually make for
efficiency if the army commander then butts in to see exactly what those orders
are and how they are being carried out. But there is nothing in this to alter the
fact that if the army commander’s plan is wrong, the whole army comes to
grief,

He went on to say that:

The dispersal of economic judgement commended by the liberal philosophy
meant something much more than this [delegation]: it was not merely a device
for promoting administrative efficiency, but a recipe for securing that all the
eggs should not be in the same basket—that in this highly uncertain world the
fortunes of a whole trade, or a whole area, should not depend on the foresight
and the judgement of a single centre of decision.?

An essential difference between the liberal philosophy and the philo-
sophy of French planning is that, whereas the former assumes that
decentralised forecasting is an integral part of the decentralisation of
economic decision-making, the latter supposes that the forecasting function
can and should be centralised whilst other features of decentralisation
{freedom of enterprise and initiative) are retained.

2. The liberal-classical view of ‘coordination’

We must now look more closely at the theory on which the argument for
decentralised forecasting is based. We must make clear what it does not
claim, as well as what it does. The theory does not imply that it is a matter
of indifference what forecasts for the various items the individual operators
work to, or that they may simply act at random. It assumes that each opera-
tor will be striving in the interests of his own business success to make the
best estimate he can.? But it holds that, so long as uncertainty exists, it is
preferable that the group of operators should work to a range of such best
estimates rather than all working to one (alleged to be the best-of-all}
made by a central forecasting service.

The ‘liberal’ theory does not claim that the decentralisation of forecast-

1D. H. Rebertson, 1947 {pp. 45 and 51-2 in 1952 volume).
2 This does not, of course, exclude that a perfectly random (non-rational) ‘estimate’
may sometimes turn out to be the lucky one.
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ing will lead to the total averaging out of prediction errors so as to leave no
residual, either in individual branches taken singly, or even for groups of
branches taken in the aggregate; nor does it deny that the errors may in
some instances be cumulative. It does not assert either that decentralised
forecasting guarantees the complete avoidance in all branches of shortages
or surpluses of capacity; nor that the forecasts made by ‘the Plan’ may not
sometimes turn out to be correct or nearly so for a number of items; nor
even that taken in their entirety they may not occasionally be a more
efficient ‘coordinator’ than the multiplicity of private forecasts. For it
allows that the laws of chance will sometimes work in the planners’ favour.
The theory says only that as a general rule decentralisation will lead to
smaller errors for most items and give better adjustment of supply to
demand for most of them than will centralisation, Or, to put the same thing
in another way, it holds that, though centralised forecasting may display
perfect ex gnte coordination between all the supplies and demands while
decentralised forecasting does not provide for any such coordination, the
ex post coordination will yet turn out to be better generally speaking
under the latter than under the former. This is the argument by which the
lacuna which French planners see in the classical-liberal theory of the
market economy is filled.

In defence of their particular brand of centralised forecasting, French
planners might plead that, since under the procedures of the concerted
economy such forecasting is done, as M. Massé has emphasised, ‘not by a
few experts but by a large number of people drawing their information
from many different sources’,! the danger the ‘liberal philosophy’ sees in
centralisation is avoided. Pointing out that the procedure is one of pooling
all the different people’s forecasts, rather than of substituting one in-
dividual view for the many, they might maintain that what they were in
effect doing was to offset the different prediction errors against one an-
other ex gnre instead of waiting for this process to work itself out ex post.
If the analysis in the preceding Chapter is correct, however, it is impossible
to summate different people’s forecasts into something that may be called
ex gnite a ‘best estimate’, and it is therefore also impossible to cancel out
the errors ex ante: the cancelling out can only reveal itself ex post.

3. The appropriate degree of concentration

It is also necessary to avoid misunderstanding of what the argument
for decentralised forecasting implies about the desirable degree of
1 Pierre Massé, 1963 (1), p. 32,
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concentration of industry. Advocating decentralisation in forecasting is
not, of course, equivalent to arguing that the ideal situation would be one
of atomistic decentralisation (or competition) on the ground that multiply-
ing the number of separate and independent forecasts as much as possible
allows the ‘unstrict” law of large numbers to work to maximum effect.
Beyond a certain point this advantage would obviously be counter-
balanced by two disadvantages. The first would be the reduction in size of
the operating unit below what was optimum from a technical (cost)
standpeint. And the second would be the expansion in the number of
people used in the capacity of entrepreneurs, reaching down to people with
poor foresight and judgement. Similarly, it is admitted by the decentralist
view that cases may present themselves where mergers or take-overs are
desirable; for though these reduce the number of decision-making centres,
they may yet give a net advantage on balance (i.e. better technical organisa-
tion and optimum utilisation of units of entrepreneurship possessing
exceptional foresight and judgement, against the entrusting of more
decisions to a single judgement). Especially for sectors affected by rapid
technological change, it is admitted also that the individual firm may have
a legitimate interest in largeness as a way of securing some measure of
product (and process) diversification, by virtue of which it may to some
extent insure itself against the penalties of errors of foresight or judgement
on single products (or processes).!

Nevertheless, supporters of the decentralist view on forecasting will
usually be more wary than supporters of the centralist view of assuming
that increased industrial concentration {with the accompanying danger of
the exercise of monopoly power) is on balance necessary or desirable.
They have cne less reason for supposing that it is likely to be.2 While

1 This kind of compensation between the prediction errors of one and the same
decision-maker regarding different events needs to be sharply distinguished from com-
pensation between the prediction errors of different decision-makers regarding the same
event. The first, while it serves as a risk-reducer for the individual operator concerned,
does not perform the same function as the second from the point of view of consurmers.
This is at once clear if we imagine the first being pushed to the limit of the organisation
of all production within a single “firm"—a situation equivalent to that of a centrally-
directed economy. The sort of cancelling-out of errors for ‘society as a whole’ which
here took place, because the one-and-only ‘“firrn’' made high profits on the goods of
which it had produced too few, and losses on those of which it had produced too many,
wolld be of a purely book-keeping significance and would say nothing about the
success of the economic system in catering to the (imperfectly foreseeable) wants of
CONSUMETS,

2 They will also be less apt to presume that ‘poor performance’, or “failure’, of indivi-
dual firms is imputable to excessive smallness, instead of to errors of judgement, which
might have had even more serious consequences had the same decision-maker been in
control of a larger unit,
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many of them may hesitate to propose state intervention to stop further
concentration spontaneously undertaken by private groups, almost all of
them would doubt the wisdom of the state deliberately encouraging such a
movement by the offer of financial or other inducements.

The partisans of centralised forecasting explicitly assume that one of the
benefits of a high degree of industrial concentration is the reduction in
the number of decision-making centres to which it leads; and they maintain
that by this means some countries have achieved a fairly good, even if
imperfect, substitute for French planning.!

4. International ‘coordination®

Advocates of French planning have spoken of the improved effectiveness
which such planning would have in reducing uncertainty were it con-
ducted on an international scale. Thus extended, the collective forecasting
would have the apparent advantage, according to its own logic, of bringing
together the ‘views of the future” of larger numbers of people, drawing their
information from mere numerous and diverse sources. We should notice,
however, that all the problems of collective forecasting on a national scale
raised in Chapter IX would be present in heightened degree were such
forecasting done on an international scale. The practical difficulties of
assembling all the relevant views would be immensely increased; the
difficulties and dangers of using the procedures of the concerted economy
would be enhanced; the ‘adding-up’ problem and the inevitably arbitrary
methods of solving it would be still more serious; and the ‘common’ and
‘consistent’ view eventually arrived at would be even more artificial.

It is a corollary of the decentralist argument that much more harm
would be done if the economies of a number of countries were all geared
to a single set of collective forecasts made, say, under the auspices of an
international organisation, than if each country’s economy was in-
dividually geared to its own. International indicative planning, always
assuming that it was effective (i.e. that economy operators took notice of
its forecasts), would be more dangerous than effective national indicative
planning, even if the latter were generalised.? For so long as a plurality of
independent national forecasting services existed, there would remain

1 5th Plan (Options), 1964, pp. 43—4.

* This is not to deny that for certain products, for which the plants are inevitably
large and few in number the world over, individual firms may find an advantage in having
organisations which gather information about the probable level of total demand, and

about alternative sources of supply, over as broad as possible an international area.
(Below, p. 147.)
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scope on a minor scale for the same kind of cancellation of errors as
happens on a major scale under totally decentralised forecasting. For
example, if for product-A some countries” national forecasting services
estimated the international demand too high, others might estimate it too
low, while for product-B the situation might be the reverse; and the
mistakes would then tend to be offset by exports of product-A from one
group of countries to the other in exchange for imports of product-B.
Under effective international indicative planning even this kind of com-
pensation would be excluded.

Moreover, it is not clear what the advocates of an international exten-
sion of French planning mean, if they are thinking only in terms of purely
indicative planning (rather than of the exogenous instrumentation of the
Plan), by saying that such an extension would lead to a more substantial
reduction of uncertainty. What some of them have in mind is perhaps
nothing more than that the “unstrict’ law of large numbers works the better
the larger are the numbers; or, in other words, that the degree of predictive
accuracy will be the higher the higher is the level of aggregation. But if
this is all that is meant, it does not follow that the forecast made for any
given branch will be correspondingly more helpful to the individual
operator {French or other) in that branch. For the single operator who
wants to estimate his share in the more reliable prediction for the total
international output must then predict the contribution coming from a
larger number of rival producers than he did when trying to calculate his
share of the less reliable prediction of total national cutput. In other words,
the problem mentioned in Chapter IX of making the relative shares explicit,
the solution to which is presumably to be found only in exogenous instru-
mentation of the Plan, looms larger than before. We shall deal more fully
with this problem in the next Chapter.
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1. A ‘missing link’ in collective forecasting?

Chapter 1X referred to two possible grounds for questioning the validity
of the concept of ‘non-interventionist’ planning or of ‘a Plan for the
market economy’. One was what I judged to be the impossibility, in the
presence of uncertainty and competition, of reaching a genuine common
view of future market {and other) prospects in the various branches, such
as would be necesssary for any real consistency of the whole system of
branch forecasts. The second was the failure of the collective forecasting
procedure to render explicit the relative market shares of the firms in each
branch. This latter problem, which was only briefly touched upon in that
earlier Chapter, must now be examined in more detail, and I shall for the
present abstract from the first by assuming that a common view is reached
about the size of the total market in each branch.

As we have seen, the problem of market shares is one on which French
planners are themselves divided. For M. Massé one of the maxims of
French planning is that it should not generally go below the level of the
branch to that of the firm because ‘it is in the passage from the branch to
the firm that freedom, flexibility and risk come into play’.! He evidently
does not believe that the failure of the collective forecasting procedure to
make the relative shares of the individual firms explicit jeopardises the
coherence of the system of branch forecasts. His argument here seems to
be that the shares which the individual producers separately and inde-
pendently predict for themselves will come near to adding up to the right
total because, if some producers over-estimate the total supply forthcom-
ing from rival producers in the branch, others will under-estimate it, and
the errors will largely cancel out (in accordance with the ‘unstrict’ law
of large numbers), As he once put it: “We know that the god who has put
the balls into the urn has a preference for the branches.” On this view, the
function of collective forecasting is explicitly confined to reducing only
one of the two elements of uncertainty for the individual operator, that
concerning the size of the total market and not that concerning his share
in that market. The other view is that full ‘coherence’ of the system of

1 Pierre Massé, 1963, p. 52,
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forecasts requires the establishment of infra-branch consistency, without
which inter-branch consistency is non-existent, or in other words that a
‘common view” must be reached about the relative shares as well as about
the size of the total market in any branch. This is equivalent to saying that
it is impossible to conceive of any kind of overall central planning,
‘indicative’ or other, which takes place exclusively at the level of the
branch, without reaching down (possibly through a branch organisation)
to the level of the firm,

The point that branch forecasts are of no help to individual firms in
making their investment decisions unless combined either with investment
cartels (i.e. a corporative organisation of the economy) or with the imposi-
tion of targets by the state, and that one or the other of these two systems is
logically implied by French planning, has been strongly pressed in West
Germany, where it has been presented as a reason for opposing such
planning.1

Essentially the same probiem has been raised (not explicitly in connee-
tion with French planning) by Dr G. B. Richardson, in a study of the
informational requirements for rational investment decisions,? from which
the author concludes that in a competitive system the entrepreneur who is
contemplating investment in a given branch will in some circumstances be
unable to put any figure at all on the output likely to be forthcoming from
rival producers in that branch (and hence on his own share of the market),
and that it will then be necessary deliberately to plan the market shares
under either cartel or state auspices.?

2. An over-simplified model

If we ignore a problem that will be taken up in the next section, it can
be argued that the reason why the central forecasting service does not and
cannot at present make the ‘relative market shares’ explicit is that the
‘model’ of economic development used as a basis for collective forecasting
is not sufficiently sophisticated.? Ideally, the planners would need a model
that conformed to the principle of simultaneous determination of all the

1 For example, Rolf Gocht, 1963; Constantin Boden, List Geseflschaft, 1964, p. 77;
and Gerhard Tholl, 1965, p. 236,

2 G. B. Richardson, 1960.

31n a later publication (1966, p. 879), Richardson expressed his surprise that French
planning ‘emphasises the necessity of coordinating investment plans between industries
while apparently admitting the absence of coordination between the plans of firms
belonging to one and the same industry’,

4 Above, p. 14,
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variables, as this is represented in the classical theory or in ‘general
equilibrium analysis’ of the Walrasian type, but with an added com-
plication of a very serious character. It would not be sufficient tc base the
model (in the Walrasian manner) on the assumption that a single market
situation, that of perfect competition, prevailed throughout the system.
‘Indicative’ planning does not aim at introducing an ‘ideally’ competitive
market situation everywhere, such as only deliberately interventionist
planning could pretend to do. The model would, therefore, have to
represent the particular market situation (polypoly, oligopoly, monopolis-
tic competition, etc.) which was thought to exist in each individual branch,
and the manmner in which the individual producers in the branch were
expected to react to that situation. The sytem of mathematical equations
defining this model, if it could be constructed, would have to be extremely
complex.

Suppose, however, for argument’s sake, that it was analytically possible
to write down such a system of equations and that it was possible also both
to reach common and consistent views about all the values or ‘data’ (on
consumers” preferences, factor supplies, technology, and market forms,
etc.) to be inserted in the system and to solve the system numerically (with
the aid of an electronic computer). Let us further suppose (abstracting
from the problem treated in the next section) that the system gave
determinate solutions everywhere. In these circumstances each producer
{or potential producer) in any branch would be able to ‘read off” his
expected relative (and absolute) share of the market for that branch.
The ‘logic of the Plan’ would thus appear to be saved, Coordination ex
ante of the investment and output plans of all the firms in all the branches
would come about spontaneously, or because the requirements of ‘in-
formational planning” were fully met. ‘Ideally’, also, the collective fore-
casting procedure would not alter the market sitvation nor the related
behavioural patterns {or ‘strategies’) of the producers in any branch, but
would merely take account of them. In reality, it would certainly produce
changes in this respect and even lead to new forms (such as were men-
tioned in Chapter IX) of collusion between producers. Thus, even in the
circumstances here postulated, it would imply ‘interference’ with com-
petitive mechanisms,

In any event, there is no present prospect of being able to set up a
general model sufficiently detailed to embrace individual decision-takers
in the manner contemplated above. (This problem is separate from the
ambiguities which lurk behind the conception of a ‘common view” about
all the relevant future circumstances and from which we continue to
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abstract.} Practical considerations alone impose the necessity of dealing
with groups of firms (like groups of consumers) as aggregates, rather than
with firms individually. Hence to construct the general equilibrium model
we have to adopt one of two simplifying assumptions: either that each
branch plans itself as a unit or as though it were a single firm, or that
strictly perfect competition prevails in every branch.! Neither of these situa-
tions even approximately corresponds to that facing the central forecasting
service in reality. Only the ficst might be deliberately created by generalised
cartelisation, but it implies ‘corporative planning’, The second, which has
usually been assumed in general equilibrium analysis in the past, leads us to
the problem, that of a special kind of ‘uncertainty’, which we have pro-
visionally ignored.

3. Indeterminacy on the supply side

It has often been pointed out that the hypothesis of generalised ‘perfect
competition” defined in a very strict sense leaves indeterminate precisely
this ¢lement of the division of output among firms, and that, so long as
the decision-makers are assumed to be the individual heads of firms,
indeterminacy of their outputs means indeterminacy alse of the outputs of
the branches. This strict definition assumes that one condition for per-
fectly competitive markets is that in any given line of production all the
entreprengurs, including an indefinite number of possible new entrants,
should have identicai (either horizontal? or u-shaped} unit cost curves, or
else that, if some have higher u-shaped curves than others, because they
are of unequal capacity, this differentiation in capacity should not be such
that each entrepreneur has ‘different degrees of comparative advantage in
different lines of production’.? These are the circumstances (sometimes

1 A third (equally unreal) simplifying assumption sometimes adopted is that it is
possible to identify for each industry a ‘representative’ firm which can be ‘repeated’ an
appropriate number of times to indicate the conditions of equilibrium between demand
and supply for that industry.

2 The assumption sometimes made that the unit cost curves of the individual firms
are horizontal (reflecting constant returns to scale), as well as identical, lgaves the
optimum size of the firms undetermined. We cannot, of course, in our present contexi
justify making this or any other of the assumptions mentioned on the ground of its
convenience in allowing us to ‘talk about the outputs of various commodities without
wortying about the allocation of output among firms’, or on the ground that ‘If all
firms in an industry have the same production coefficients, the allocation of output
among firms is indeterminate but unimportant’. {The guotations, cited in a similar
connection by . B. Richardson, are from Dorfman, Samuelson and Solow, 1958,
p. 348 and 348n.)

3 The phrase quoted is from G. B. Richardson, 1960, p. 20.
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referred to as ‘perfect mobility’ of the entrepreneurial factor) which
Richardson has in mind when he says that, even though all the entrepre-
neurs in a perfectly competitive system had definite and, as he assumes,
uniform expectations! (or what we have been calling a ‘common view")
about consumers’ preferences, factor supplies and technology, ne entrepre-
neur contemplating investment (or re-investment) in any line, in response
to an apparent profit-opportunity there, would be able to make a ‘reason-
ably reliable’ estimate of the output likely to be forthcoming from other
entrepreneurs investing in the same line, the possible limits perhaps extend-
ing from close to nothing at one extreme to an indefinitely large amount
at the other.

The (unlimited) indeterminacy here supposed to be associated with
perfect competition is, we should remark, very much more serious than
the (limited) indeterminacy usually assumed to be a feature of oligopoly.?
It gives rise, as regards the relative market shares, to a different ‘un-
certainty’ from that with which we have been dealing so far in our dis-
cussion of forecasting, and which allows a producer to estimate within
‘tolerable limits’ the size of the total market (and such other items as factor
costs and technological conditions). We should notice, however, that this
(unlimited) indeterminacy is imputable not to the assumption of general-
ised *perfect competition’ as such, but to that of ‘perfect mobility’ of the
entrepreneurial factor between branches, so that when this latter assump-
tion is valid the indeterminacy will affect all branches independently of
whether they are able, given the size of the total market in relation to
the technically optimum size of firm, to ‘accommedate’ large numbers of
firms, as required for perfect competition, or only small numbers. Further-
more the assumption of ‘perfect mobility’ of the entrepreneurial factor
is bound up with that of a ‘common view’ among entrepreneurs about the
future,

1 For simplicity we may again assume that uniformity implies that the expectations
are single-valued and are regarded as equivalent to certainty, The alternative assump-
tion that uncertainty is explicitly allowed for by attaching ‘subjective’ probabilities to
the values would neither alter the argument in any essential respect nor make less
ambigucus the conception of ‘uniformity’ so long as the ‘subjective’ probabilities were
not all estimated by a single mind. Cf, above, p. 116 and footnote.

2 There is no general apreement on the question, which cannot be examined in detail
here, of whether the indeterminacy is, as Richardson for example holds, greater when
there is a large number of competitors {or the closer the market approaches the ‘ideal’ of
perfect competition} than when there is only a small number (oligopoly}, or whether
the exact opposite is true. The possibility of two conflicting answers to this question
must be counted among the paradoxes to which the concept of perfect competition gives

i8¢, and as being due in this instance to differing ways of defining the conditions which
need to be fulfilled for competition to be ‘perfect’. Cf. footnote 2, p. 132.
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In a world where the entrepreneurs do not all share the same view of the
future, the individual entrepreneur will regard himself as having ‘different
degrees of comparative advantage in different lines of productien’. The
consequent ‘fmperfect mobility” of the entrepreneurial factor constitutes
one of the most important of those ‘frictions’ which, as Richardson says,!
prevent the strictly perfect competition of pure theory but at the same
time allow the kind of competiticn that exists in the real world to work.?
It gets rid of the kind of generalised and unlimited indeterminacy by which
the competitive system may ctherwise seem to be pervaded. But it signifies
the negation of the key assumption, that of the ‘common view’, upen which
collective forecasting depends for its “‘coherence’ and upon which depends
also the possibility of constructing any (unigue) general equilibrium model
for the economy such as was envisaged in section 2 of this Chapter.

Our conclusion is that if we assume that the central forecasting service
is successful in persuading all the operators {existing and potential} in the
various branches to adopt a ‘common view’ about the probable sizes of the
future total markets for those branches (and about other factors affecting
their future), we must also assume that the operators will be impelled to
share the markets cut in advance; and that this will hold whether a branch
can ‘accommodate’ a large number of producers or only a small one (or
tends, that is, to be polypolistic or oligopolistic). No matter how sophis-
ticated a ‘model’ it might use, therefore, collective forecasting could never
be made effective by the exclusively ‘informational’ means postulated by
pure ‘indicative’ planning (and the basis of its presumed self-implementing
character), but only by generalised cartelisation with its implication of the
enforcement of targets. It follows that, of the two opinions on the problem
of relative shares described in section 1 of this Chapter, the valid oneis that
according to which a ‘common view' among producers about the size of
the total market must be accompanied by a ‘common view' about their
relative shares in that market, rather than M. Massé’s opinion that the
first need not, and should not, entail the second.

It may be argued that the problem of indeterminacy, which we analysed
above, and which requires for its solution the deliberate planning of the
market shares, is avoided under the present French forecasting methods
because, as M. Massé has said,? these methods do not entail a full pooling
of information and beliefs concerning the future among the existing (and

1 Richardson, however, refers (op. cit.) mostly to other kinds of ‘friction’,

2 Many, or perhaps most, economists would not, however, regard the existence of this
particular ‘friction’ as destroying one of the prerequisites of perfect competition accord-
ing to their (less strict) definition of them.

3 Above, p, 112,
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still less the potential) operators in any branch, but only a partial pooling.
This argument, however, is simply another way of saying that the ‘com-
mon view’ of the future in the detail which appears necessary for true
‘coherence’ of all the branch forecasts is not achieved.

5. The decentralist view

We come now to a third approach to the problem of the market shares
under competition, the approach which belongs to decentralised forecast-
ing. If we do not accept the idea of a ‘commeon view” of the future total
market for a preduct, it cannot appear to us that there is a cake of given
size which has to be divided up ex ante between the producers. Indeed, the
assumption of nen-uniferm expectations implies that if, in a competitive
branch, we took each producer’s prediction of his absolute market share
obtained from fwe components, that is, his estimate of the size of the total
market and his estimate of his relative share, the total of all the producers’
estimated absolute shares would not, except by chance, correspond to any
individual producer’s estimate of the size of the total market. Under
decentralised forecasting there is no mechanism which makes the estimates
by producers add up in this way, and hence no ‘spontaneous’ force provid-
ing for ex ante coordination of their investment plans in the manner
assumed by ‘informational’ planning. And the decentralist conception
does not assume that it will be necessary in the typical case (a qualification
which will be elaborated below) to introduce such coerdination by, say,
binding the producers to cartel agreements. It assumes that a fairly good
ex post coordination will come about (without sacrificing competition)
through the plurality of decentralised forecasting efforts and with the aid of
the phenomenon of compensating errors {(or the working of the “unstrict’
law of large numbers).

This cenception contrasts not only with that of centralists who hold that
‘coherence’ in centralised forecasting requires making the relative shares
explicit, but also with M. Massé’s conception. Whereas he sees the com-
pensation between prediction errors as taking place exclusively at the level
of the relative shares (there being only one prediction of the size of the
total market), the decentralists see it as working at two levels at once, that
is, between the different predictions of the size of the total market and
between these and the predictions of the relative shares. If the argument of
the preceding section is correct, the compensation cannot be a purely one-
way process of the kind envisaged by M, Massé. That argument leaves us
with only two, not three, possibilities. Either compensation does not exist
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at all (because eliminated by the ‘cartel solution™, or it is the two-way
process envisaged by the decentralists.

Their view implies that there is no way of making the two elements of
uncertainty {about the total market and the relative shares respectively)
separate and distinct af the level of the branch, even if they are so in the
mind of the individual entrepreneur in the branch. Moreover, in an
economy where consumers’ income is high and increasing and where new
products are continually being created, the two elements may often merge
even for the individual entrepreneur, His problem may be one of estimat-
ing his ‘relative share’ of a ‘market’ for a large variety of products taken
together. He may be as much aware of ‘competition” from producers in
other branches as of that from other producers in his own branch. In such
cases, the lines between markets for individual products are indistinct, the
concept of a relative share in a market for a specific product loses much of
its significance, and the entrepreneur may see his prediction problem as one
of estimating his ‘absolute share’ directly, rather than of deriving it from
two components that are distinct and separately assessable. An economy In
which large areas of production are highly subject to innovation is in any
case one which centralised forecasting by branch has great difficulty in
fully covering, as many French planners acknowledge,

In this discussion of the decentralist position on the problem of relative
shares we have been referring to the form which the decentralists assume
that expectations in multi-firm branches will take in the typical case.
This position does not exclude the possibility of exceptions to the general
rule of non-uniformity of expectations among the various firms in a
branch about future demand (and other) conditions in that branch. It is
conceivable that a few branches might constitute islands of perfect uni-
formity of expectations, with the result that the firms in them would be
induced, or practically compelled, to share out the respective markets
ex ante.

The decentralist position, however, absolutely precludes the possibility
that, so long as the economy is based at least in part on free enterprise and
competition, it would ever be possible {notwithstanding technical im-
provements in the construction and operation of computable models) to
set up a general mathematical model for the economy and to feed it with
the data that would determine the appropriate programme of operations
for each and every firm in the manner contemplated in section 2 of this
Chapter. This point will be developed further in the following Chapter.
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XII Forecasting Methods and Comparative
Economic Systems

1. Implications of a genuine common view, or of a forecasting monopoly

We now come to the final source of doubt about the validity of the theory
of pure indicative planning. It concerns the conditions under which all the
economic operators in a decentralised system would reach a truly common
view of the future as implied by that theory.

The existence of a common view that is not artificially contrived pre-
supposes a general belief in correct forecasting of all the elements affecting
economic decisions. We are faced here with the question, which was often
debated in the past, of what kind of economic system would emerge in a
world of perfect foresight. Although immense logical difficulties stand in
the way of exactly visualising such a world, one thing which seems clear is
that the entrepreneurial function as traditionally understood would have
ceased to exist. Differences in knowledge about market and other prospects
in the various lines of activity would have disappeared and risk, in the
usual sense of the term, would have been eliminated. There would still be
the task of continually allocating and re-allocating resources between
activities in accordance with the pattern required by the changing, but
perfectly foreseen, ultimate determinants of the optimum allocation. But
it appears incontestable that if this task were left to a multiplicity of
independent entrepreneurs as their sole function, the result would be
indeterminacy throughout the economic system, and that the task would
therefore have to be entrusted to a central agency. This conclusion was
drawn many years ago by Professor Frank Knight, who expressed it by
saying that a state of ‘practical omniscience on the part of every member of
the competitive system’ (such as he thought was a major ‘prerequisite for the
achievement of perfect competition’) would “force an authoritarian econ-
omic system upon society” as a way out of what would otherwise be chaos.1

It would therefore seem that the ultimate ‘friction” which allows the
competitive, free-enterprise system of the real world to work is uncertainty,

1 He thought that the chaos would be created by the universal and unlimited struggle
for monopoly power, this struggle being the only remaining ‘entrepreneurial’ function.

Be concluded that *an ideal system of perfect competition . . , is inherently self-defeating’.
(F. H. Knight, 1921, pp. 190, 193 and 197 of 1933 edition.)
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with its natural concomitant of non-uniformity of expectations. The
absence of this ‘friction’ would be just as destructive of the kind of com-
petition which exists in practice as of the ‘ideally’ perfect competition
which, paradoxically, pre-supposes that absence. In other words, if perfect
forecasting were ever achieved, it would spell the natural end of risk-taking,
competition and free enterprise, or in short of the market economy. This
conclusion is the reverse of that to which M, Massé’s ‘logic of the Plan’
seemed to lead, namely that the market economy would functicn the
better the closer we came to conditions of perfect foresight. One difficulty
in trying to visualise the implications of a gradual and continuous approach
to perfect foresight is seeing how close we could get before the market
economy disintegrated. Probably, however, we may suppose that once a
universal belief in an ‘asymptotic’ approach? to perfect foresight developed,
this would be sufficient to cause the break-up to begin, It is conceivable that
this belief might affect some branches of the economy earlier than others;
that the break-up would not occur in all at the same time; and that, for a
while, a ‘mixed” system would exist with some branches remaining under
free enterprise while others had already inevitably passed into the hands of
state monopolies or state-supervised cartels.

As indicated in the previous Chapter, it alse seems that the generalised
indeterminacy and need for central direction of the economy that would be
created by perfect certainty about the economic future might equally be
created by uniform expectations, or a ‘common view’, concerning an -
certain future. Hence, if a central forecasting service succeeded in destroy-
ing competition in forecasting,? it would destroy competition tout court.
It is true that, so long as the future remained basically uncertain, a
‘common view' proposed by the central forecasting service would be
unlikely to win sportaneous acceptance by all the operators in the system,
so that there would be some ‘deviationism’ unless the ‘common view’ were
strictly imposed (by the enforcement of targets). There is, however, a
danger (emphasised especially by opponents of centralised forecasting in
West Germany?) that such deviationism might be not eliminated but
greatly reduced by mere ‘persuasion’, If this happened it might bring about
the phenomenon mentioned above, namely a partial dissolution of the
competitive system and the cartelisation, or taking-over by the state, of
some branches of the economy.

17t is difficult to give a precise definition of what is meant by such an approach,

2 A French liberal economist who has pointed to the dangers of attempting to
establish this kind of monopoly is Professor Maurice Allais, 1964.

3 Below, pp. 145-6.
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2. Decentralised forecasting as an infegral part of the market economy

I conclude, therefore, that centralised and decentralised forecasting
systems definitely belong to two distinct kinds of economic system. Central-
ised forecasting and the related ex amie coordination of investment and
output decisions fit only into a centrally-directed system; and decentralised
forecasting is an indispensable part of an economic system resting on
decentralised decision-making, The two aspects of decentralisation (or
centralisation) cannot be dissociated. An economic system that is based
on free (though imperfect) competition and on free enterprise belengs
almost by definition to a world where the future course of economic
events is basically uncertain and entreprensurs do not have uniform
expectations or a ‘common view’ about that uncertain course of events.
Again we must recognise what our conclusion does not imply, as well as
what it dees. It does not signify that economic liberals, or partisans of
the free-enterprise system, should seck to prevent the diffusion of informa-
tion or improvements in the techniques of forecasting with the aim of
trying to save that system from ultimate destruction. Not only would it be
impossible to arrest such a process were it taking place, but most economic
liberals fail to see it as a real threat because they do not regard perfect
forecasting as being attainablel in the world as we know it, or as it might
become in any relevant future period. *Pessimism’ on this score is part of
their philosophy. Nor is the decentralist thesis equivalent to denying the
positive advantages of diffusing genuine statistical and other information
and of encouraging ‘exchanges of views about the future’. It recognises
that to the extent that such exchanges are possible in a competitive system
they may be beneficial in helping each operator to improve the accuracy of
his prediction, as he should constantly be striving to do. But the decentral-
ist thesis denies that these exchanges will lead spontaneously to a ‘common
view’, s¢ long as the future cannot be predicted with certainty. Further-
more, it denies that an attempt should be made to substitute such a view
for the many different views that are the natural accompaniment of un-
certainty.® A successful attempt would, it suggests, give the worst of both
worlds, by leading to the disintegration of the competitive system even

1 The denial of this possibility for economic events in their totality does not, of course,
necessarily imply a belief that all iterns will always be imperfectly foreseeable. It is
possible to conceive of a ‘mixed’ situation. (Above, p. 134.)

2In defending the ‘German view’ Rolf Gocht {1963) has said: ‘Tt is part of the unfore-
seeable future that there should be a wide range of different judgements, and different
errors, and consequently different behaviours of entrepreneurs.”
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though nothing approaching perfect forecasting had been achieved as a
compensation.

3. The role of mathematical models, general and particular

Qur conclusicn on the incongruity of centralised forecasting in a market
economy holds whether the forecasting is done by the present French
methods or by the more sophisticated means, to which some of its ad-
vocates in and outside France aspire, of computable models of economic
development. Some further observations must now be added to those in
the previous Chapter on the use of such models.

The view has recently gained ground that, although there are certain
technical and practical problems still to be solved, it is possible in principle
to construct a computable model, the operation of which would simulate
the working of a competitive free-enterprise economy. Exponents of
this view contend that such a model once constructed will enable the
economy to work more efficiently. Using essentially the same argument as
underlies M. Massé’s “logic of the Plan’, they say that the ‘shadow prices’
signalled by the model will complete the ‘information’ on relative costs and
prices which an economy based on decentralised decisions needs, but
which is only partly obtainable in the form of ‘real’ prices quoted on the
market. They also look forward to the day when the operation of such a
model will facilitate the running of the centrally-directed (socialist)
economy by making it possible for it to imitate the working of an ‘ideal’
market economy, With this double prospect in view, they conclude that the
‘operating characteristics’ of the twe economic systems, ‘western’ and
‘eastern’, may be brought ‘much closer together’.l This variant of the
‘convergence theory’ that is now popular in the ‘west’ invites certain
comments in the light of our analysis in this and earlier chapters.

One essential difference between the decentralised free-enterprise
economy, or the ‘market economy’ as this is usually understood, and
the centrally-directed economy (whether socialist or corporativist) is
that the former works to a plurality of views of the economic future and
the latter to a single view. This is a feature of the market economy which
the centrally-directed economy obviously cannot imitate, even if it may
imitate, as the basis for its (centralised) decisions, a second feature which
needs to besharply distinguished from the first, namelythe use of a rigorous
‘economic ¢alculus’. Correspondingly, even though it might eventually be
possible to construct a computable model which showed how a centrally-

1 Richard Stone, 1964, p. 19,
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directed economy should be operated, it would never be possible to
construct one which served the same purpose in a competitive free-enter-
prise economy. This would be true regardless of how many sources of
‘information’ about the future could be tapped, of how ‘large’ (detailed)
the model might be made, or of whether improved electronic machines
permitted the rapid numerical solution of models of any size and degree
of complexity. The ultimate obstacle is not simply the technical difficulty
of writing down and solving a system of equations for hundreds of
industries and thousands of commodities, but the essential ‘operating
characteristics’ of an economyresting on true decentralisation of decisions.
Such characteristics cannot be simulated by any general model.

This point may be seen in terms of the merits and uses of ‘partial
equilibrium analysis’ (of the Marshallian type) compared with those of
‘general equilibrium analysis’ (of the Walrasian type). Many economists in
the past were anxious to expose the inadequacies of partial equilibrium
analysis, which allowed only for some but not all of the inter-relationships
on which the sclution to any specific problem depended, and to emphasise
the necessity of reserting to general equilibrium analysis, which explicitly
allowed for unjversal inter-dependence between all elements of the
economic system. Applied to our present problem, their argument is
equivalent to a warning, similar to that contained in M. Massé's “logic of
the Plan’, that the separate solution by individual decisicn-makers of all
their particular ‘models’ would leave inconsistencies, such as could be
avoided only by the solution of the general “‘model’. It is essential, however,
to recall again the twe simplifying assumptions of the founders of general
equilibrium analysis: first, that the same ‘market situation’ (perfect com-
petition) prevailed throughout the system; and secondly, that expectations
about the future were uniform for all entrepreneurs. These assumptions
may be appropriate encugh to many of the expository and other purposes
which such analysis serves, but both are totally unrepresentative of
the real world of competitive business and the second creates the very
serious theoretical difficulty (regarding determinateness) mentioned earlier
{pp. 130-1).

In the real world of competitive business, operators can work only with
particular or partial models. With the aid of linear programming methods
and electronic computers, these models may be made very ‘large’ in the
sense of taking account of a great many inter-dependencies. They may
still not be so large as to render explicit all of the inter-dependencies that
would ‘ideally’ appear in a general model. But—what is more important—
even supposing they could be and were made that large, they would
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present a multiplicity of ‘general’ models and not a unique general model
by which the entire economic system could be guided. In other words, the
way in which the competitive free-enterprise system works is properly
described in terms of a network of partial decision-models constructed and
operated by the individual decision-makers, models which do not and
cannot add up ex anie te a consistent general model. Their harmonisation
in this sense is something which that kind of economic system cannot by
its very nature achieve. It is no paradox that some of the strongest opposi-
tion to the notion that the market economy can be centrally planned or
guided with the aid of general models drawn up by the econometricians
should come from private companies which have themselves set up very
large computable models for the planning of their own operations.

4, A possible form of ‘convergence’

It seems clear, however, that the kind of economy which some of the
mathematical ‘modelling’ of western economic systems! now being
attempted is designed to fit is not a free-enterprise market economy, but
‘corperative planning’.? Within this context the idea of a ‘convergence’
between the economic systems of “west” and ‘east” appears more plausible.,
Some of its exponents appear to have in mind a system in the ‘west’ similar
to that, not yet very clearly defined, at which current economic reforms in
the Soviet Union are said to aim: a system based on a ‘fusion of centralised
direction with managerial independence and initiative in the firm',®
and entailing some sort of ‘functional’ division of the decision-making
power between the central planning authorities and the heads of firms,
such that the ‘broad lines’ (or ‘macro-economic quantities’} of the pro-
gramme would be decided by the authorities, and the ‘details’ (or ‘micro-

! Some of the general models for “western’ economies are intended not as ‘operational
maodels’ to puide the decisions of business men, but as ‘economic-policy models’ to
help governments make rational choices between policy alternatives, and to enable them
to plan from the centre more efficiently much the same activities as before. To this pur-
pose the particular objections raised in the text do not, of course, apply.

2 Interesting in this connection is the suggestion made by Professor Richard Stone
that, given the practical difficulties which stand in the way of making the general
model of the economy very detailed and large, ‘the proper way to introduce greater
detail . , , is not to expand the model beyond a certain point, but to set up sub-madels
for different industries, related to the general model, but established and operated by
the industries themselves with the expert knowledge that this would make possible’;
and that: *The final outcome would result from an iteration between the general model
and the industry model’, in accordance with procedures which he describes. {Richard
Stone, 1964, pp. 10-11,)

3 As is proposed by Axticle 1 of the new statute of the Soviet enterprise, promulgated
in October 1965.
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economic quantities’) by the firms. In theory at least, it is conceivable that
in such a system a two- or three-tier apparatus of mathematical models
might be employed. At the summit the central planning authorities would
run a general model relating to all matters to be decided upon at the top
level. At the next level the branch organisations of individual industries
would operate sub-models relating to the matters within their competence.!
Finally, at the base the heads of firms might operate their particular models
applying to the limited area where they were free to exercise their entrepre-
neurial talents and where market mechanisms would also be allowed to
play a role. There appears to be no reason why such a partially decentral-
ised system should not work, with or without the aid of a computable
model, equally well {or badly) under a corporative set-up, implying the
retention of private property in the means of production (though with
sericusly diluted rights), as under a socialist set-up, implying collective
ownership of those means,

A proposal for something of the sort, to be based on a corporative set-up,
was made in Britain shortly after the Second World War. Using termino-
logy that was, as Robertson said, ‘fashionable’ at that time, it referred to a
division between ‘strategic’ functions to be performed by the government
and ‘tactical’ functions to be performed by the individual operators.?
It was this proposal that prompted Robertson to emphasise the distinction
between a mere delegation of the decision-making power, analogous to
what took place from one echelon to another in an army, and the dispersal
of that power, such as was assumed by the classical conception of the free-
enterprise market economy.?

Two features of the kind of ‘functional’ (or horizontal) division of the
decision-making power that might form the common denominator of a
‘western’ economic system based on corporativism, and an ‘eastern’
system based on socialism, are noteworthy. First, this division would
differ significantly from the ‘sectoral’ (or vertical) division which has long
existed in the “west’, that is, the division between industries or enterprises
that are whelly publicly-run and those that are wholly privately-run.
Secondly, it would be different from the ‘central planning of the macro-
economic quantities’ as practised in the ‘west’ in the past, and meaning
merely the regulation of the levels of aggregate investment and demand
through menetary and fiscal policy. We must, however, notice the growing
tendency in the ‘west’ to regard ‘incomes policy” as being completely on a

1 Cf. footnota 2, p. 140,
i]‘%! §I Robertson, 1947 (pp. 52 and 5% in 1952 volume).
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par with if not a substitute for monetary and fiscal policy, and as belonging
to the ‘framework of general conditions’ within which the market has to
function.! The introducticn on a permanent basis of central planning of
incomes and prices would constitute a very important step indeed in the
direction of that new kind of ‘functional’ division of the ecoromic decision-
making power to which we have here been referring.

5. The ‘non-rationality’ of the decentralised system

Our conclusions on forecasting methods and comparative economic
systems may now be linked with some closely related ideas of Professor
F. A. von Hayek.2

In many ‘western’ eyes the attraction of centralised forecasting and
general mathematical models is their claim to render more ‘rational” the
free-enterprise system based on decentralised decisions. The argument of
this Chapter implies that this claim is false. It is of the very nature of the
genuinely decentralised economic system that it is not, in Hayek’s words,
the ‘product of designing reason’; it is not something constructed by a
single mind or meeting of minds. If we want to conserve that system, we
are obliged to accept its property of ‘non-rationality’, along with its other
properties that are more obviously desirable. But we may regard even this
property as desirable, depending on our view of what is sensible behaviour
by society in the face of those many elements of uncertainty from which no
system of economic organisation can exempt it. The case for decentralisa-
tion of economic forecasting and decision-making rests ultimately on the
belief that it is not sensible for society to act as though it were of a single
mind about the future course of economic events, when it is not and cannot
be so in fact. This belief is but one expression of the idea, going back to the
British ‘anti-rationalist’ reaction of the eighteenth century and recently
given new emphasis by Hayek,? that, contrary to what followed from the
‘constructive rationalism’ of Descartes, the ‘undesigned results of human
action’ may be not inferior but superior to the ‘product of designing
reason’. As the French generally acknowledge, the Cartesian view has long
influenced their conceptions of the way in which an economy should be
organised.

1 For a rccent French cxpression of this view, sce Frangois Ortoli, 1966. M. Ortoli
occupicd the office of Commissaire au Plan for a short time in 1966—67 before becoming
Minister for Equipment.

2 F. A, Hayek, 1947,

3 I6id.
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In an article written more than 20 years ago on ‘The Use of Knowledge
in Society’, Hayek remarked that

the ‘data’ from which the economic calculus starts out are never, for the whole
society, ‘given’ to a single mind . . . [and that] the problem of what is the best
way of utilising the dispersed bits of incomplete and frequently contradictory
information which all the separate individuals possess . . . is one of the main
problems of . . . designing an efficient economic system.!

The argument of this Chapter is that this problem cannot be disposed of by
the kind of false single-mindedness which is produced by the procedures of

collective forecasting; that it remains a vital one in the discussion of the
choice between alternative economic systems.

LF. A, Hayek, 1945,
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1. The influence of official forecasting on business decisions

We cannot tell how much real influence centralised forecasting has had on
¢conomic decision-making in France. We lack information on the fore-
casts of the total market, and of their shares, on which individual operators
based their decisions, and we do not know much about the extent to which
private forecasts were affected by the official ones. It seems clear, however,
that in most branches, the operators as a group cannot have kept closely
to the Plan’s forecasts for the branch, since otherwise the often big
discrepancies observed between forecasts and performance could not have
occurred.! As a general rule, to which there may have been some important
exceptions, it was individual forecasts and not the collective ones which
prevailed as the guide to production plans and investment decisions.
However, the chief objection to so-called “indicative planning’ by many of
its opponents is the danger that the official forecasts might in time come to
be relied upon by the economic operators.

2. The objection to official forecasting

There has been much confusion in the discussion of the differences which
separate the ‘French’ and the ‘German’ views, as I shall continue to call
them. Defenders of the ‘French view’ sometimes appear to assume that the
point at issue is whether there ought to be any medium-term forecasting at
all. They contend that what the French planning authorities do in this
regard takes place in other countries under other auspices, usually private
or semi-private. Referring to West Germany, they point to the numerous
business institutes, market research organisations and trade associations
which undertake forecasting for firms or industries, and to the highly
developed forecasting departments which the large firms run. And they
argue that, if Germany were to draw up a Plan on the French model and
collaborate in its extension to the European Common Market, she would
merely be completing and perfecting something already being done. They
also regard as misplaced the criticism of official forecasts on the ground of

1 There is an ambiguity here, of course, owing to the Plan’s failure to make explicit
forecasts for the individual firms composing the branch.
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inaccuracy: they point out that no forecasts, including those made by
private industry, are infallible.

Such observations fail to meet the objections of the opponents, who see
the real issue not as whether there should be any medium-term forecasting,
which everybody acknowledges to be necessary and subject to error, but
by whom, or under whose auspices, and on whose responsibility such
medium-term forecasting should be done. The ‘German view’ draws a
sharp distinction between forecasting done for business, either by private
or semi-private institutions or by the business firms themselves, and fore-
casting by the public authorities which bears the official stamp and is
‘recommended’ by the government to the whole economy, possibly under
the imposing title of a ‘National Plan’, and to parts at least of which the
government may appear to be ‘committed’.

The importance attached to this distinction is partly a corollary of the
general argument in favour of decentralised forecasting. So long as there
are numerous non-official institutions, private associations and individual
firms making predictions, but no official forecasting service, it is practically
certain that different operators will work to a range of differing forecasts
for any given item.! As soon as an official forecast enters the picture, it
becomes less certain that operators will behave in this way. Instead of
being treated simply as one forecast amongst others, the official forecast
may tend, at least in some areas of the economy, to become the only
forecast to which attention is paid. Several reasons have been adduced for
anticipating this danger.

The first is the power of suggestion exerted by the claim that the official
forecasts are made with access to the maximum amount of information and
with the most ‘scientific’ methods, and that they are bound to become
increasingly accurate. The second is that the idea may be encouraged that
the government, in undertaking to forecast market and other developments
for private industry, is taking the responsibility for such forecasting off the
shoulders of business? on to its own, and assuming an obligation to come

1 Cf., for example, the six different predictions made in 1939 by different forecasters
of the future size of the car ‘park’ in West Germany and listed by Joachim Zahn, a
director of Daimler Benz (car manufacturers), in List-Gesellschaft, 1964, p. 146, The
six forecasters included two oil companies, a rubber company, a section of the associa-
tion of the electro-technical industry, a business research institute and a market research
association, but no individual car manufacturer. The six were doubtless only a fraction
of the forecasts for the motor industry.

2 In some instances the nature of ‘indicative’ planning has been misunderstood by
business men. Referring to experience in Spain, where French planning has been
closely imitated, Sefior Gregorio Lopez-Bravo, Minister of Industry, commented that!
“The most difficult problem in our programming of the indicative type is to make correct
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to the aid of business if the forecasting goes wrong. The “French view’ is
that such an interpretation is precluded under the ‘concerted’ planning
procedures, since these make the forecasts a joint responsibility of govern-
ment and business. But this argument is not fully convincing, and France’s
experience suggests occasions when the government has felt a special
responsibility towards certain industries because the ‘promise of the Plan’,
to revert to M. Massé’s expression, has not been fulfilled.! Indeed, there is
a sertous danger that the figures in what is said to be a purely “indicative’
plan, which are supposed to represent no more than forecasts, may
develop into targets. Moreover, industrialists may press for the insertion
of targets in the Plan if they can expect help in order to reach such targets,
or in the event of achieving targets which prove to be too high and leave
them with excess capacity. The existence of pressure of this kind has been
acknowledged in French planning circles and is cited as one reason for
making it the general rule not to set sectoral targets.2

Even supposing that this rule is strictly observed, there is a third reason
why official forecasts may sometimes become equivalent to targets. Large
firms in highly concentrated sectors may hesitate to depart from the official
branch forecast {or what they regard as their share of it) for fear that they
may be publicly blamed for having ignored the forecast if it happens to
turn out to be more or less correct.

These considerations amount to saying that, if the state presumes to
make forecasts for private industry, it cannot entirely escape responsibility
for errors to those who rely on them (whether freely or under pressure),
and that such official forecasting is equivalent to a new kind of protection-
ism which is obviously not unwelcome to a substantial part of business.

3. The proper atiribution of the forecasting function

Discussion of the value of centralised forecasting raises the question: With
whom should the various parts of the forecasting function rest in a free-
enterprise system? What forecasts can and should be put out to other
bodies than the firm? Again it is in West Germany that this question has

forecasts, because our business men take our forecasts as gospel, and keep to them.’
(Reporied by i Corriere della Sera, Milan, 7 May, 1965)

1 The government measures taken in the early 1960s to assist the refrigerator industry
have often been cited in this connection. And perhaps the aid given to the steel industry
in the mid-1960s was partly compensation for the government’s having induced the
industry to follow a wrong forecast.

2 ¥ves Ullmo, 1965.
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received most attention, particularly by business men.! The main lines of
the ‘German view’ on this issue may be summed up as fotlows:

1. In branches where firms all require similar or largely similar investiga-
tions to be made as a basis for their planning, and where these investiga-
tions are very costly, firms may entrust them tc their trade association.
Each firm will, nevertheless, always remain free (assuming it is not subject
to cartel discipline) to ‘correct’ the resultant forecasts according to its own
judgement and in the light of independent investigations, and will remain
free to adopt a ‘deviationist’ position. Some forecasting may even be
passed to the higher level of a national (or even supranational) authority,
but always under the same conditions.?

2. In branches producing a highly variegated preduct, the firm must be on
its own. It must make its forecasts on the basis of direct contacts with
markets and customers, of reports from representatives, of inquiries into
the needs and competitive situation in marketing areas which it has not yet
penetrated, and of knowledge of its own technical and econcmic possi-
bilities.3

3. The proper sphere of forecasting by the public authorities is thus strictly
limited. It naturally includes forecasting as a guide to decisions by the
authorities in their own domain (nationalised industries and general
economic policy). Such forecasting by the state on a more or less detailed
branch basis, but essentially for its own internal use, might preferably not
be published. There could be no objection to the authorities publishing
forecasts of certain items which, while of general concern to private indus-
try, are not in any way involved in the competitive process. Under this
head would be forecasts of expenditures by public departments, of planned
development of the publicly-provided ‘infra-structure’ of industry and of
investment and output plans of the statutory moemnopolies (nationalised
industries). Movements in the labour force have proved so manifestly
impossible to predict as to give rise to doubts about the wisdom of includ-
ing them among published forecasts, since giving wrong figures may be
worse than giving none,* and leaving entrepreneurs to make their own
guesses. Official forecasting of major aggregates such as overall growth and

1 List-Gesellschaft, 1964,

2 This paragraph is a rough summary of the view put by Ernst Mommsen, Director
of Phoenix-Rheinohr (steel), Diisseldorf, i&id.

3 Cf, the account of this view given by the Verein Deutscher Maschinen Anstalten

(the trade association of the engineering sector), ibid.
1 Rolf Gocht, Joe. cit.
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total investment may not be very useful to industry but may also not be
very harmful. Particular objection is taken to official forecasting by branch
or product.

4. Official forecasting as interference with market mechanisms

In short the ‘German view’ is that the state should leave {orecasting for
private indusiry to firms and other private organisations. It holds that all
official ‘programming’ by branch or product, even if limited to forecasting,
constitutes state interference with the mechanisms of business decision-
making and the free-enterprise economy because it may render business
men less free or willing to do their own forecasting, make independent
decisions, and assume responsibility for the consequences. It suggests that
a supposedly purely ‘indicative’ programme, with detailed figures for
branches and sub-branches, tends in one way or another to take on a
quasi-imperative character.

French planners have sometimes accused Germany’s ‘neo-liberal’
economic policy-makers of unreasonableness in rejecting indicative plan-
ning on a national or international scale whilst engaging in a good deal of
‘partial planning’ of an interventionist kind. This ‘German’ attitude is not
as inconsistent as may appear, however. Centralised forecasting might in
the long run do more harm to the market economy than a moderate
amount of traditional interventionism. This is apart from any suspicion we
may have that French-style planning extended to the European Econ-
omic Community would nof be purely indicative, but would be associated
with new pressures towards the adoption of interventionist methods of
implementation,
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XIV Summary of Part Three

The analysis contained in this part of the book has led us to reject the idea
that there exists or can exist a form of overall central planning consisting
of centralised forecasting which supplies a “missing link” in the mechanisms
of the market economy and improves its operation. Our analysis may be
summed up by saying that when M. Massé phrases the ‘logic of the Plan’
in the words: ‘It is a good thing if everybody individually scrutinises the
future; but it is better if all make their forecasts and take their decisions in
common’,! the last half of his dictum is the negation of the ‘logic of the
market economy’,

We have argued that the ‘logic of the market economy’ pre-supposes
that different operators, having different expectations, different judgements
and access to partly different information, make their forecasts and take
their decisions independently of one another. It implies that competition in
prediction is an integral part of competition in the wider sense and a part
which cannot be eliminated without eliminating the whole. It also implies
that the many different views of the future held by independent operators
cannot, for various reasons discussed at length in the preceding chapters,
be aggregated into a ‘common view’. We have observed that the ‘liberal
philosophy” regards this decentralisation of the forecasting function as one
of the advantages of the market economy over the centrally-directed
economy, so long as the future is uncertain. In other words, the ‘liberal
philosophy® regards it as natural and desirable that the economy should
work to a plurality of views, rather than to a single view of such a future.

We have also argued that the working of the market economy is
intimately bound up with nor-uniformity of expectations among economic
operators about an wncertain future, and that this kind of an economy
could not survive if expectations were uniform. This verdict would be true
no matter how the uniformity came about, whether by the achievement of
perfect accuracy in forecasting or by the creation of a general belief that a
continuous approach to such accuracy was being made, even though this
belief was unjustified, or by a successful effort by a central forecasting
agency to persuade all operators to use a unique set of forecasts on the
ground that this set, though admittedly not accurate, was “better than all

1 Pierre Massé, 1963 (1), p. 51.
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others’. Consequently, if we want to preserve a market economy we may
listen to the exponents of centralised forecasting when they say that ‘it is
wise to make decisions on the basis of more information rather than less’
and that it is desirable to encourage “exchanges of views about the future’,
but not when they propose artificially compressing those views into an
allegedly ‘common view” or ‘best estimate’,

Our analysis has confirmed the opinion, held by many planners, that
there can be no such thing as central planning (or ex anfe co-ordination)
of all economic activities which is purely ‘indicative’. In other words, there
is no such thing as ‘liberal’ or non-interventionist planning. We are there-
fore obliged to regard as undeserved the place given in recent literature on
comparative economic systems to ‘indicative’ planning, conceived as a
new kind of integral central planning of the economy.

We have concluded, also, that there cannot exist a Plan, as opposed to a
multitude of plans, for the market economy, and that it is impossible to
devise a general (unique) computable model showing how such an economy
should be operated. There are logical as well as practical reasons why it
would never be possible to write down ‘behavioural equations’ for all the
individual operators in such a way that each could identify his place in the
model and adopt the solutions it signalled to him as the basis for his
decisions. Were it generally believed that this was possible, the market
economy would have ceased to exist. These conclusions confirm the
traditional view that there is no form of centralised guidance {or ex ante
coordination) of the activities of all the economic operators that is not
alien to the market economy; that it is impossible, in other words, to
reconcile the ‘philosophy of liberalism’ with the ‘philosophy of the planned
economy’,

Finally, we have concluded that the attempt by the state, acting through
a central forecasting agency, to take over the function of forecasting for
industry, or to impose (by propaganda or ‘persuasion’) a ‘common view
of the future’ npon the market economy, is a form of state ‘intervention’
like other more traditional forms but capable of doing more damage to
market mechanisms than many of these other forms, We may say that the
right to hold and act upon ‘non-conformist’ views about the future is
among the ‘essential economic freedoms’ as concelved by the ‘liberal
philosophy’, and that it goes hand-in-hand with freedom of enterprise.
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XV The Logic of the Plan: ‘New Look’

1. The motives for the revision

In 1963-4 the Commissariat took a new step forward in the process, which
M. Massé had said was necessary, of continual adaptation of the theory of
the Plan to the practice. The effect was practically to demolish the theoret-
ical structure which he had built up previcusly and which we criticised in
Part 3 of this book.

M. Massé described this ‘new look™ of the Plan as a response to a
combination of ¢ircumstances.? Qne was the blow dealt the 4th Plan in
1963 by the inflationary pressures which prompted the introduction of the
‘stabilisation plan’. A second was the limitation imposed by membership
of the European Common Market on the recourse to some of the exogen-
ous planning instruments used previously. A third was the return to more
liberal ideas in France concerning domestic economic policy over the long-
run, that is, after the relaxation of the special measures of intervention
associated with the stabilisation plan and regarded at that time as only
temporary. A fourth was the increased difficulty of forecasting economic
developments due partly to the greater exposure of the French economy
to foreign influences and partly to the growing uncertainty about the future
pattern of consumers’ choice as society moved up to higher income levels.
There was, however, also a fifth circumstance, The planning authorities
now admitted that they had previously, and especially when the 4th Plan
was drawn up, over-estimated their powers of prediction.?

In face of the new circumstances, M. Massé asked himself, he says, the
questions: ‘Do we still need a Plan? And is a Plan still possible?”.4 His
answer was that a Plan was still both useful and possible but had to be
conceived in slightly changed terms. More emphasis than before had to be
Placed on the Plan’s “flexibility’. The official conviction that the conception
of the Plan had to be given new dimensions sprang not only from the

1 Pierte Massé, 1964 {(3), p. 223.

2 1hid., p. 222, See also V¢ Plan (Options), 1964, p. 46; and Pierre Massé, 1965,
pp. 48 ff.

4 Ve Plan (Options), p. 46.

4 Article quoted in footnote 1 above; and ¥*¢ Plan {Options), pp. 5 ff.
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changed circumstances mentioned by M. Massé but also from the recog-
nition that the public had acquired an exaggerated notion of the signific-
ance and effects of the Plan, This notion had been encouraged by the
authorities themselves (especially after the spring of 1961} as well as by
many non-official enthusiasts, but it was now implicitly admitted to have
been ill-suited to the Plan’s purpose of educating the public to a better
understanding of economic affairs.

2, The ambiguity of the Plan

Indeed, half way through the 4th Plan many thoughtfui people were
wondering what the Plan really meant or whether it (or any part of it} was
a ‘plan” at all, The confused state of mind among some of the general
public is illustrated by a letter from a reader of Le Monde in late December
19631 expressing bewilderment at what had occurred in the motor-vehicle
industry. Even admitting, he said, that ‘the execution of the Plan cannot
always exactly fit the forecasts, and that adjustments may be necessary
during the course of its execution’, the fact that the industry increased its
rate of growth so far beyond that indicated by the Plan raised serious
questions, Was it right, he asked, that

‘certain industries . . . [should] consider the Plan as just a scrap of paper and
refuse to follow, even approximately, its directives ? Either the Plan is useless,”
he said, ‘. . . or else it constitutes a rule of national life and everybody must
undertake to follow its directives, it then being the role of the government to
aid those who are unable to keep up and hold back those who bolt ahead.’

This letter brought a reply from M. Massé, who recalled what the 4th
Plan had said about flexibility2 but conceded that the letter-writer never-
theless had a real point, namely that ‘the distinction between what is a
target and what a forecast in the Plan had not yet been made sufficiently
clear’. This was a question which, he added, would merit a lot more atten-
tion in the 5th Plan.

Not only, however, did the public have to be dissuaded from believing
that the Plan represented a ‘rigid prefiguration” of what would or should
happen in individual industries. It also had to be disabused of the idea that
the authorities could ‘plan’, ‘choose’, ‘adopt’, or “fix’ an exact growth rate
for the economy as a whole. This terminology had come in recent years to
be widely used in the press. Le Monde, for exampie, had in 1964 gone to the
extreme of suggesting that failure to reach the growth rate ‘voted’ by parlia-

1 Alain Rambaud, Le Monde, 27 December, 1963. 2 Above, p. 21,
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ment as part of the text of the 4th Plan (or rather the failure then expected
to result from the ‘stabilisation plan’} was equivalent to the government
defying the law.! (As luck would have it, the growth rate ‘voted’ by parlia-
ment was in the end reached.)

3. The Plan and the projection

The Plan’s ‘new look’, which had been fashioned before the end of 1963,
was incorporated in the Report on the Principal Options (of the 5th Plan)
presented late in 1964,

The first element of novelty related to the significance of the projection
and hence of comparisons between forecasts and performance. The view
was now quite explicitly adopted that little if any importance attaches to
such comparisons, and especially to detailed comparisons by branch and
sub-branch. It was formulated in the following terms. ‘The question which
is often asked, ““In what measure are the French plans realised 7°, contains
an ambiguity.” A divergence between the observed performance and the
‘global projection’ is not by itself significant because ‘the projection is not
the Plan but the instrument of the Plan’. The failure of the projection to
come true does not necessarily mean that the Plan itself fails, since the
ensemble counts more than the detail. The Plan is in danger of not being
realised? only when the totality of the forecasting errors is on balance
unfavourable to the reaching of one or more of the targets they affect. So
long as the figure for expansion in aggregate production, for example, is
reached or surpassed, it is not important that there have been errors of
prediction in the underlying sub-aggregates taken one by one.

4. The distinction between targets and forecasts

The second novelty was the promised definition of a target, as distinct from
a forecast. Targets are ‘less than a guarantee but more than a forecast’.
They will be defended by corrective action if necessary and if reasonably
possible. If, for instance, the rate of overall growth tends to fall short of
the target rate, the authorities will take action to prevent or minimise the
divergence, provided such action does not conflict with other broad
objectives of the Plan (i.e. avoidance of inflation or of undue pressure on
the balance of payments).

Where does the line between targets and forecasts run? The Report on

1)re Monde, 23 May, 1964,
2 Pierre Massé, 1963 (1), and 1963 (3)}; and V* Plan (Options), 1964, p. 45,
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the Options mentioned as ‘targets’ a number of the larger aggregates in the
programming by volume (i.e. the overall growth rate,! private consump-
tion, the consumption of the ‘administrations’, productive investment, and
Invesiment in ‘collective equipment’), along with housing. It also
mentioned one item in the programming by value, namely social security
benefits, although no figure was put on this item at that time. Alsc men-
tioned as targets{or ashavinga ‘distinctly normative character’y were a num-
ber of familiar general policy aims, that is, full employment, stability of the
general pricelevel,2and equilibrium or a slight surplus in the balance of trade.

On sectoral targets M. Massé had not so long previcusly expressed
certain ideas about the criteria that might be used in distinguishing which
branch items in the global projection were in the nature of fargets and
which were simply forecasts.? These ideas were not, however, followed up
in the Report on the Options, where the only sectoral target clearly men-
tioned (apart from housing) was coal output which was described as a
‘special target’ of social and regional importance required to keep the rate
of decline of the industry within tolerable limits. In the General Report on
the Plan, the housing target was re-defined to refer solely to ‘social’ housing,
the figure for the total of housing units now being no more than a forecast.
Thus there were no sectoral targets for private industry.

5. Indicative planning also for the public sector

A third feature of the ‘new look” concerned the meaning of the Plan for the
public sector, which was not the least of the ‘misconceptions’ the new
definitions were intended to clear up. Exponents of French planning had
often contended that even if the Plan were only ‘indicative’ for the private
sector, it was ‘imperative’ for the public sector, It had always been difficult
for the outside observer to understand this distinction since it seems no
more reasonable to expect the state rigidly to follow a programme estab-
lished for five or six years ahead than to expect private industry to do so.4
Both the Commissariat au Plan and the Ministry of Equipment? found it

L The target rate was approximately § per cen{ per annum, or more exactly 27-28
per cent in five years. As in the usual French definition, the growth rate refers to ‘gross
domestic production’. The 5 per cent rate of growth in the latter is said to be equivalent
to 47 per cent in ‘gross national product’ which is the basis of the calculations used in
the international statistics.

2 In the final document (General Report on the Plan} a 1-5 per cent average annual
increase was inserted as the maximum envisaged.

% Picrre Massé, 1964 (1), pp. 133-4.

4 This is not of course to deny the notorious inadequacies of public enterprise in

meeting the demand for services such as telephones.
5 The Minister at this time was M. Edgard Pisani.
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necessary to emphasise this truth! in response to criticism brought by
another branch of the public administration, the Court of Accounts. The
Court had objected that the Plan’s investment programmes for that part
of the public sector over which the Court’s competence extends (i.c.
activities of a ‘non-commercial’ character?) had not been drawn up in
sufficient detail for it to be possible to determine whether or to what
extent the Plan had been carried out.

6. Revisions and warning signals

The ‘new look’ contained two features claimed to be a safeguard against
‘possible errors in the projection’. The first related to that part of the
projection which was purely prediction, and for which it introduced the
principle of annual revisions.® The second related to the part which con-
sisted of targets and for which it provided that there should be no regular
revision at time-intervals fixed @ priori, but that a system of ‘warning
signals’ should be set up to help the authorities decide if and when
revisions needed to be made. This second feature meant in effect construct-
ing mechanical rules for guiding the authorities in their short-run policy,
although it was hedged about with gualifications: the rules themselves
were to be flexible, that is, subject to revision in the light of experience, and
action by the authorities in response to ‘warnings’ was to be not automatic
but discretionary in character, The new feature was intended to serve the
further purpose of educating business men and the general public to accept
‘changes in strategy’ in economic policy, whenever the economy enters a
‘critical zone’, as part of a ‘permanent design’ and not as arbitrary shifts
in pelicy or a failure of the government to keep its promise. {The ‘stabilisa-
tion plan’ of September 1963 was cited as a case in point.)

The first version of the system listed five warning signals: two were
warnings of being on the ‘threshold of inflation’ and hence of the need for
putting on the brake; and the other three were warnings of being on the
‘threshold of recession’ and hence of the need to tread on the accelerator.4

1 Cours des Comptes, 1964, especially pp. 142-5.

? The nationalised and other public enterprises come under another public accounts
body (Commission de Vérification des Comptes des Entreprises Publigues).

3 The principle of the fixed terminal year was retained. The ‘rolling plan’, though
regarded as in theory the most satisfactory formula for revising national plans, was
rejected for the time being at least, partly on the ground of the increased burden of
work it would impose on the planning services.

4 Ve Plan, Rapport général, 1965, Chapter 1. The warning signals were defined as

follows:
a. Price level: an annual rate of increasc in consumers’ prices (measured from the latest

157



Possible Futures for French Planning

One way of viewing this system of warning signals and ‘thresholds’ is as
defining the limits within which the main target (gross domestic production)
has to be regarded as flexible. The definition is, however, iImprecise and
seems to imply that the limits may be quite wide. A growth rate of only
2 per cent per year, which was taken as the threshold of recession, had very
rarely been registered in France during the post-war period, and the
responsible section of the Economic and Social Council had suggested
taking instead a growth rate 1 per cent below the rate foreseen by the
Plan.! But the planning authorities evidently thought such a commitment
would be too heavy for the government to assume.

We are left doubting whether the government, by adopting a target
growth rate of 5 per cent and promising to defend this rate within limits of
which the lower may be 3 points below and the upper one is unspecified, is
really giving operators surer guidance on the average growth rate over the
next five years than they would have by working to a rough formula of
their own based on past and current experience. Only those most strongly
under the influence of the mystigue of the Plan can altogether escape such
doubts.

7. The role of the ‘projection’ redimensioned

In describing the ‘new kind’ of Plan the 5th was to be, the Report on the
Options declared that it was not a question of *changing the spirit of the
Plan, but only of making the previous tendencies more precise, and of
developing and systematising them’.2 Looking back at the original theory

available figure for a period of 12 months) more than 1 per cent above that ‘in the
countries which are France’s main commercial partners’ during three consecutive
months.

b. Balance af payments; a coverage of imports by exports {calculated from Customs
returns and on the basis of a 12-month moving average) of less than 90 per cent during
three consecutive months. (Equilibrium is at present obtained with about 92 per cent
coverage, given that the Customs register imports c.i.f. and exports f.o.b.)

c. Gross domestic production: an anmal rate of growth of 2 per cent or below; and
industrial owrpur; an annual rate of increase during three consecutive months of 2 per
cent (galculated on the basis of seasonally-corrected indices for the previous 12 months),
d. Productive investment: an annual rate of growth below 25 per cent.

e. Employment: a number of people in search of jobs equal to 2-5 per cent or more
of the labour force during three consecutive months.

In the autumn of 1966 the guthorities announced that two further warning signals
would be added: one would relate to movement in the domestic price level considered
independently of the movements in foreign price levels; and the other to the growth in
France's gross domestic production, or industrial ocutput, in comparison with the
growth in the same aggregates in other countries.

t Consell économigue et social, Septeraber 1965 (1). 2 Ve Pian (Options), . 8.
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of the Plan conceived primarily as collective forecasting, however, we may
ask how much was left intact. Did the new emphasis on the flexibility
aspect amount to admitting that the coherent system of forecasts under-
lying the Plan did not after all exercise the coordinating or guiding function
in the economy that had been attributed to it? Or could the theoretical
construction previously erected by M. Massé still be saved?

M. Massé himself seemed to think that it could, at least up to a point.
‘Coherence’ remained a key word in the language of the Plan. It was once
again emphasised that

<he plan, or more exactly the projection on which it rests’, since this distinction
now had to be made, ‘prefigures, if evervbody plays the game, a situation in
which the factors and the products of the various branches exchange against one
another on markets that are in equilibrium.”?

It is significant that a slightly later version of the sentence just quoted
omitted the phrase ‘if everybody plays the game’.2 Indeed, the idea that
everybody could do so now appeared to be excluded by the emphasis
the ‘new look’ placed on the impossibility of achieving anything like
predictive accuracy for every branch and sub-branch. The claim continued
te be made that ‘the mere existence of the projection . . . is a reducer of
uncertainty’,3 but what this claim meant in the new theory of the Plan was
evidently much less than it meant in the old. A fairly sharp distinction had
now been drawn by M. Massé¢ between two groups of products: for the
first (embracing electricity, steel and cement) the estimates made by the
Plan are relatively* sure, while for the other (individual manufactured
goods) the situation is much more fluid. But, he added, it is the first group
which involves particularly heavy investment programmes that are
difficult and costly to adjust, the implication evidently being that the Plan
exercises its coordinating function where it is most needed. He explained
also that the reason for the differing reliability of the Plan’s forecasts
between the two groups is that the products in the first enter into most of
those in the second, so that uncertainties affecting the individual products
in the second group partially cancel out in their effect on the first.> This
amournts to saying that in the area where the coordinating effect of the
Plan applies it is due not so much to ‘everybody playing the game’ as to the
working of the ‘unstrict’ law of large numbers. The area is admitted to be

1 pierre Massé, 1964 (1). 8 V¢ Plan (Options), D. 42. 3 Ibid, p. 7.

4 This word needs emphasising in view of the poor estimates made by the 4th Plan for
both steel and cement.

§ Pierre Massé, 1964 (1), p. 122,
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a limited one; and it consists of branches where market research and
forward planning are well-developed anyway. But it is claimed, neverthe-
less, that the ‘global projection’ enables these branches to make more
reliable estimates of their prospects than they could do on their own.

For the remaining branches of the economy, that is the vast majority,
the new conception of the utility of the ‘global projection’ rests on the yet
more slender claim that it helps operators to have before them ‘an image of
a coherent future’? even if this is very different from #he future as it turns out
to be. Those who make this claim nsually base it on one or more of three
points. The first is merely that the projection helps operators to reject from
their field of vision the most unfikely combinations. The second is that, if
operators know the main hypotheses underlying the branch forecasts in
the projection, they will know how to adjust the forecasts when develop-
ments diverge from those hypothesised. The third is that the exercise of
drawing up any coherent set of branch forecasts, even though they are
mostly known to be fictitious, serves a pedagogic purpose of instructing
industrialists in the principles of long-range investment planning, and
especially in the role of inter-industry relationships, thereby conducing to
more rational industrial management, particularly in many small and
medium-sized firms which are said to be backward in this respect. All these
effects are of relatively modest importance.

Virtually abandoned is the notion that the detailed predictions by
branch, sub-branch, or product can be of use (in more than a few instances)
to producers as a direct guide to investment and output decisions. Indeed,
the tendency is rather to warn that the predictions at this level are not to
be taken too seriously, and to emphasise that predictive accuracy can be
approached only at fairly high levels of aggregation, the higher the better.
There is also a tendency to argue that the reason why detailed forecasts
by branch and sub-branch are made at all is that they are necessary for
arriving at (or checking) the figures for the larger aggregates.s

It is difficult to avoid the conclusion that, despite the tendency in official
circles to minimise the extent of the change, the new theory does represent
a marked toning-down of the influence attributed to the Plan gua collective
forecasting. The idea that such forecasting coordinates activities through-
out the economy, or that it makes the Plan ‘self-implementing’, is in effect

1 This term is evidently here used in the first of the two senses distinguished in
footnote 4, p. 114.

2 This expression {but without the a italicised) appears in V¢ Plan (Options), p. 9.

@ For this and some of the other points just mentioned on the ‘use’ of the Plan, cf,
Yves Ullmo, 1955,
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abandoned, even if vestiges of the earlier terminology are retained.! Quite
explicitly discarded is the idea which had previously been encouraged that
the detailed projection constituted the core of the Plan reduced to its basic
minimum,

Characteristic of this ‘redimensioning’ of the role of the coherent system
of forecasts is the way this system was presented in the 5th Plan, A dis-
tinction was drawn between the ‘projection’ (in volume) confined to the 29
large branches (corresponding to the division used in the national income
statistics) and the ‘forecasts’ for sub-branches or for individual products.
These ‘forecasts’ were in some instances set out in much less formal and
precise terms than were those contained in the ‘projection’ in the narrower
sense, or than had been those for the same items in the earlier Plans. In-
deed, in some instances no exact figures were given at all. The distinction
here drawn was presumably meant to underline that the forecasts were more
reliable at the higher levels of aggregation (the 29) than at the lower levels,
It is noteworthy, however, that the 29 large branches differ widely in
degree of product homogeneity, with, for example, chemicals and rubber
forming a single branch and glass forming another on its own.2

8. The recognition given to the ‘German’ view

Another sign of the changed attitude was that the Report on the Options
contained the first explicit recognition by official French guarters of the
alternative view of collective forecasting commonly referred to as the
‘German’ view. The relevant section recalled the French view that the real
option is not between the Plan and the market economy but between the
‘Plan’ (or rather the ‘projection’ underlying the Plan) and ‘the plans’, or,
in other words, between the ‘great market study on a national scale’ and the
separate and independent studies made by a mmltitude of branches or
firms. It observed that France had opted for ‘the Plan® and that other

1 Moreover, it continued to be said in at least some official circles that the projection
must be detailed “if it is to constifute a generalised market study’ of wide use, {INSEE,
1966.)

% The 29 are as follows: agriculture and forestry, produets of agricultural and food
industries, solid mineral fuels, gas, eleciricity and water, oil and natural gas and car-
burants, building materials, glass, iron ore and steel products, non-ferrous minerals
and metals, products of first processing and working of metals, non-electrical machinery
and equipment, electrical machinery and equipment, motor-vehicles and cycles, naval
and aeronautic construction and armaments, chemicals and rubber, fextiles, clothing,
leather, wood-working, pulp and paper, printing and publishing, plastics products and
miscellanecus industries, building and public works, transport, telecommunications,
housing service (i.e. rents}, other services, trade,
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countries were following her example because they shared the view that
medium-term projections of this kind played the role of a ‘reducer of
uncertainty’. And it then went on to say:

In Germany, on the other hand, the idea is often encountered that this uncer-
tainty is such that any centralised effort towards orienting business behaviour
presents serious risks of collective error. It is thought that better results will be
obtained from a large number of private decisions based on individual judge-
ment than from a deforming projection.

The section concluded by reasserting that the ‘reduction of uncertainty is
the consequence of the common view of economic development expressed
in the generalised market study’, that:

the existence of the global projection® constitutes 2 certain protection against
the creation of over-large surpluses of productive capacity and must, it would
therefore seem, permit the realisation of the same rate of growth more econo-

mically, or that is with a smaller total volume of investment . . . [and that]
certain studies tend to show that this has actually been the case.?

This wording is very cautious, however, and the rejection of the ‘German’
view hardly categorical. Moreover, we must again allow for an attachment

to some of the phrases that had become part of the special language of
French planning and which are difficult to throw off.

9. New areas of quantification

Deespite its warnings that the figures contained in the projection must not
be taken too seriously, the 5th Plan, as we have seen, put into exact
numerical terms some items which the previous Plans had not put in this
form. There were two important additions of this kind, The first was a
step in the direction of quantifying regional development aims. Thus the
Report on the Options declared it to be ‘desirable and possible’ to locate
3540 per cent of newly-created industrial jobs in the ‘underdeveloped’
western half of the country. M. Massé commented that this figure was the
most uncertain of all in the report.? It had, however, been proposed earlier
on by the Economic and Social Council that the Plan should give precise
indications of new jobs and private investment {(as well as public) region
by region.* This proposal had been rejected by M. Massé on grounds of
the extreme complexity of combining some 20 sectoral tranches with 21
regional franches.

1 Cf. footnote 1, p. 150. 2 Ve Plan (Options), pp. 7 and 42,

3 See his exposé before the National Assembly, Journa! officiel, 25 November, 1964,
p. 5,545,

4 Conseil économique et social, October 1963.
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The second new area of quantification was the ‘programming in value’.
This contained a projection of the movements between 1965 and 1970 of
relative prices in four broad sectors,! and projections of various ‘financial
balances’.2 One purpose of the projection in terms of value was to meet the
criticism that the previous Plans had failed to give any demonstration that
the economic system would be in ‘financial equilibrium’ under the assump-
tion made about the expansion of investment in terms of volume, and
that they had therefore lacked ‘coherence’ in this sense. A second purpose
was to provide the basis for an ‘incomes policy’.

10. Incomes policy

In France the case for an ‘incomes policy” is most frequently based on the
insufficiency of savings and the weakness of the capital market which
are the consequence of 30 years of inflation. Moderation of the rate of
increase in wages in favour of higher profits is said to be necessary to
augment the funds available to the firms for self-finance and to permit
the investment envisaged by the Plan to be financed without a continuation
of the inflationary process. The 5th Plan contalned five broad ‘guide-lines’
for incomes policy® in what was regarded as a first stage. It was intended
that in a second stage the ‘programming in value® and the establishment
of guide-lines for incomes and prices should be carried out on a more
detailed sectoral basis.4 The reason given for not proceeding to this more
advanced stage at once was that the French statistics concerning past
incomes, ete., were not yet good enough.,

The incomes policy was described as being purely ‘indicative’ for the

1 They were as follows (with the percentage relative price movement in brackets):
agriculture (+2-0), industry { - 6-0), rents ( +32-0), other services {+1-0).

2 These are: the balance of payments on current account detailed by item; the savings
and investment balance analysed in terms of the net supply and demand for funds by
broad groups of economic agents; and the division of gross income (gross domestic
production) between broad income categories.

3 The guide-lines referred to the movements in the following items: average wages {in
real terms) of those remaining in the same job-category:; average wages inclusive of all
effects of shifts from lower to higher-paid grades or jobs; the gross income per head
of the selfemployed outside agriculture; individual farm incomes; and the profit
margins of non-agricultural firms. (These margins, it was said, should be reconstituted
after their recent decline 50 as to enable firms to restore the propertion of gross invest-
ment financed out of depreciation allowances plus undistributed profits to the estimated
1960 figure of 70 per cent.) A sixth item which ought to have been indicated was the rate
of progression in social security benefits and contributions, but this was left in suspense
pending the drawing up of a programme for reforming the social security system and
dealing with the problems posed by its rapidly growing deficit.

4 Pierre Massé, 1964 (2), p. 26.
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present. There was no suggestion that employers who raised wages by
more than proposed in the Plan should be subject to some form of penalty,
such as had been threatened in earlier attempts by the government to
regulate wage movements,! It was admitted that an ‘indicative’ incomes
policy did not mean much; and it was regretted that circamstances did
not yet seem to permit proceeding to the more ambitious stage of ‘a
contractual incomes policy entailing reciprocal agreements’2

11. The formalism of the ‘new look’

If we disregard this possibility along with that of ‘contractual” planning
more generally, it may seem paradoxical that the authorities were aiming
at increasing the detail of the projection in terms of value at the same time
as they were admitting that the projection in terms of volume should not
be taken very seriously, and warning that predictions were even more
difficult to make for the “financial circuits’. One may be inclined to con-
clude that the only purpose served would be to make sure that everything
was in order or ‘coherent” from a purely formal, intellectual point of view.

Some of the other features of the new look appear equally formalistic
if we recall the definition of ‘targets” and the notion of the conditionality
of their ‘defence’, the specification that even the target for the largest
aggregate (the overall growth rate) must be regarded as mobile between
wide limits, and the weak grounds given for claiming that the ‘projection’
is useful to business men despite the acknowledged unreliability of most
parts of it. These features serve to qualify the significance of the Plan’s
figures to such an extent that it will in no circumstances be possible to say
five years later that the Plan has not been carried out. The non-committal
and elusive character of the new definitions sprang from an attempt to
combine two incompatible aims. One was to remove the earlier miscon-
ceptions created by what was recognised to have been an over-estimation
of the potentialities of centralised forecasting, and the other was to stop
short of explicitly declaring that there was no Plan—in the sense of a
National Plan for the whole economy.

Nevertheless, it is undeniable that, according to the new theory, French
planning could not, even conceptually, lay claim to the title of central
planning of the whole economy. We may perhaps say that it had reverted
to that state of illegitimacy as regards this title in which it had been some
ten years earlier, and from which M. Massé’s original ‘logic of the Plan’

* As, for example, in the *government letter® addressed to employers in March 1561,
and referred to above, p. 32.

2 Ve Plan, Rapport général, Chapter L.
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seemed to have succeeded for a while in rescuing it. Its real title was
described for us in the Report on the Options of the 5th Plan.

12. Towards the conception of the plan as medium-term economic policy

The Report remarks that the Plan is in one respect less than the projection,
since the projection comprises, in addition te certain objectives with a
‘distinctly normative character’ (i.e. “targets”), many forecasts of a ‘purely
indicative character’, but that in another respect it is more than the projec-
tion because ‘it is the definition and illustration of a medium-term eco-
nomic policy’, not all of which can be reduced to targets drawn from the
projection.! In other words, there are objectives that can be, or are, put
only in qualitative terms, as well as those that can be, and are, put inquanti-
tative terms. The Report went on to say that the part of the Plan consisting
of such medium-term policy recommendations, though external to the
other part, that is, the targets contained in the projection, is no less
essential since it indicates the methods by which the government intends
to promote the realisation of those targets.

Now it is conceivable that in future the tendency might be for the
authorities increasingly to play down the importance of the one part of the
Plan (the projection) and te play up the other (the general economic
policy measures). The ‘global projection’ might continue to be made, but
perhaps only as a basis for framing the general economic policy measures
and for drawing up the ‘Plan of the State’ {for the public sector), thus
being relegated to the place which many believe to be its only place.2 The
definition of the Plan as ‘medium-term economy policy’ would not, of
course, carry any implication a priori of whether it should be more or less
interventionist than at various periods in the past. Indeed, as noted in
Chapter IV, after the idea of something like ‘non-interventionist’ planning
(or a self-implementing Plan) had been practically abandoned by the father
of this idea, there were signs in 1965-66 that French planning might be
moving towards more, and new forms of, government control over
business. Just as previcusly the idea of ‘non-interventionist’ planning had
risen with the gradual decline of interventionist planning, so now the
latter seemed to be returning to favour as belief in the former was given up.

1 As examples, the recommendations concerning the following matters were cited:
structural reforms among firms and farms (modernisation, concentration, conversion};
the development of technical and other higher education, and labour training and re-
training; the price policy necessary to restore ‘price verity’ in certain sectors (public
services, rents); the encouragement of research; credit, tax and incomes policies, and
measures for raising the level of savings and strengthening the long-term capital market,

2 Above, p. 147.
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1. The dissatisfaction with indicative planning

By the time the 4th Plan was launched it was clear that a sharp division of
opinion existed about what ‘French-style” planning meant, or ought to
mean. Opposed to the official view, or more exactly to that of M. Massé,
some favoured the re-introduction of a style of planning with more
rigorous methods of implementation, Over the next few years the
‘authentic planners’, as they sometimes called themselves, became increas-
ingly critical of the government’s policy which they saw as ‘dismantling
French planning by systematically destroying the means of intervention
by the state in the economy’ or as ‘reducing French planning to mere
forecasting”. This group also regarded the ‘new look’ announced by M.
Massé in 1964 as being far too non-comumittal.t

In what follows the expression ‘authentic planners’ will be used as a
convenient collective label for a number of groups holding a variety of
ideas on the proper purposes and methods of government intervention in
the economy. Only brief reference can be made here to some of these ideas
which come largely from people whe do not want to replace capitalism by
‘traditional’ socialism (based on collective ownership of the means of
production), but who advocate a form of *modern capitalism’ or ‘modern
socialism’ (the two terms being virtually interchangeable) which would,
they say, represent no more than a further evolution of the ‘mixed’
economic system which ‘western’ countries have long had. These people
specifically wish to retain in the new mixed system such features of the old
as the decentralisation of decisions, freedom of enterprise and market
mechanisms, They speak in this connection of the ‘dynamism’ of capital-
ism and of the ‘indispensable function of guiding’ performed by the
market.

2. Areas and methods of intervention

Many of the authentic planners contend that ‘real’ central planning
necessarily requires government intervention at the sectoral level which

! For example, Conseil économique et social, October 1964,
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M. Massé had, after some hegitation, finally rejected. There are various
theories about where and for what purposes such sectoral intervention
should take place. One sees the object as that of achieving a ‘better selection
of investments’ but acknowledges the as yet unresolved difficulty of defin-
Ing the investment criteria that should replace the present ones.! A second
theory looks to sectoral intervention to induce ‘more sensible’ consumer
behaviour leading to the satisfaction of ‘essential’ rather than ‘inessential’
wants, or as a way of ‘correcting’ the interference of producers with
consumers’ choice through aggressive advertising, the creation of fashions,
and so on, A third theory holds that certain branches of industry should
be given preferential treatment because of the ‘motive force’ they exert in
pulling the whole economy forward in a general expansion process. Under
the Monnet Plan this role had been attributed to the ‘basic’ industries.
Today it is attributed, following suggestions made by Professor Perroux,?
to the ‘modern’ and the ‘entirely new’ industries. A fourth theory of sectoral
intervention refers to the role of the Plan in coordinating the activities of
economic agents in the various sectors; it holds that adequate coordination
cannot come from the automatic, non-interventionist process assumed by
M. Massé’s original ‘logic of the Plan’, but requires deliberate action by
the planning authorities towards enforcing targets in some if not all
sectors. This idea is now chiefly advocated by those who expect the future
to bring increasingly good if not perfect forecasting.?

Although the majority of authentic planners wish to keep the instru-
mentation of the Plan ‘soft’, there are again various interpretations of
what is allowed under this head. One group holds that reliance should be
placed primarily on fiscal and financial incentives and disincentives, or
what they call for short the ‘tax-subsidy’ method, of which they would,
however, make much more vigorous use than was done in the past.
Another group favours, still under the name of *soft’ planning, more or less
complete control over the means of finance, and some of this group would
extend control to the use private firms make of undistributed profits. Yet
another suggestion is that the state-as-entrepreneur should ‘step into the
breach’ and operate alongside, or in the place of, private enterprise in any
sector or locality where it is ‘failing to do its job’ as conceived by the Plan.4
Indeed, one view is that there ought not to be any rigid demarcation
between the public and private sectors, that the state should always be

1 Julien Ensemble {collective pseudonym), 1965.

2 Frangois Perroux, 1962, pp. 76 and 82; and 1965, p. 220,

? For example, Maurice Duverger, 1964, pp. 363 fT.; and 1965.

4 Frangois Bloch-Lainé, 1963. {M. Bloch-Lainé was for many vears head of the Caisse
des Dépots mentioned on p. 26n.)
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free, using more flexible procedures than were often required in the past, to
extend public enterprise to (or within) any branch not already entirely
nationalised. It might do so by nationalising private firtns singly or in
groups, by entering into partnership with private firms (either temporarily
or permanently as minority or majority shareholder), or by creating new
public enterprises. M. Frangois Bloch-Lainé, one of the leading figures in
France’s post-war movement for economic and social reform, has proposed
yet another variant: that private firms should be classified according to
their ‘importance for the collectivity’ (i.e. for the achievement of the aims
of the Plan) and that firms high up in the hierarchy should be granted
favours by the public authorities to help them achieve those aims, but
should also be subject to close supervision by the authorities to see that
they keep to their part of the bargain.

3. The concerted economy

Some of the most novel proposals for improving the capitalist system are,
however, offshoots of the ‘concerted economy’, This term was first used by
M. Jean Monnet during the early preparatory stages of the 1st Plan to
describe the ‘spirit of the Plan® which lay in its ‘association of all the
economic and social forces of the country in a common effort’.! The term
came into more general use following the publication in 1959 of a pamph-
let by M. Bloch-Lainé which defined the concerted economy as follows:

It is a régime in which the representatives of the state . . . and of business . . ,
meet in organised fashion to exchange information, to compare forecasts of
the future, sometimes to take decisions in unison, and sometimes to formulate
recommendations to be passed on to the government. It is a régime in which
the principal options in matters of investment, production and exchange do not
entirely depend on the heads of business or on the public departments in their
respective spheres, but proceed from a permanent collaboration, so that there
are not two series of autonomous and separate acts with no link between them,
corresponding to the division between the public sector and the private sector.?

M. Bloch-Lainé went on to say that the notion of the concerted economy
was capable of tempering what he called the “vain quarrel” between the
liberals and dirigists.

In his definition, M. Bloch-Lainé referred to the ‘concert’ as existing

1 The Text of the Plan explicitly denied that the concerted economy had anything to
do with corporativism, which had then fallen into disrepute even among some of its
former French advocates because of its recent association with political totalitarianism
in other countries, and because France’s own Vichy government had been partial to it.

2 Op, cit., pp. 5-6.
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between two parties, the public authorities and business. Labour was not
vet included, but it is widely hoped that from the present beginnings will
develop a form of economic organisation in which incomes and other key
magnitudes are determined by discussion between the various group-
interests, or ‘live forces of the nation’ (to use anow-fashionable expression),
and between these and the state. Another name for this procedure is the
‘permanent social dialogue’, To the same context belongs the idea that one
of the dimensions of modern man’s conception of ‘democracy’ and ‘free-
dom’ is his ‘participation in economic decision-making’.l This idea was
being increasingly aired in the 1960s and was given an important place in a
recent declaration of the French Episcopate? which recommended that ‘all
who in various capacities take part in economic activity’ should participate
also in the decision-making, and that this should apply especially “at the
level of the firm, but also at other levels, branch, regional, national and
international’,

4. The reform of private enterprise

Two morespecific proposalsfor introducing democracy into the firm may be
mentioned, The firstis that advanced by M. Bloch-Lainé in a book published
in 1963, He contends that in an economic democracy the boards of directors
of the large firms at least should be accountable not only to their share-
holders but also to two other parties: the people they employ and the ‘collect-
ivity’ represented by the public authorities (or ‘the Plan’). Accordingly, he
proposes a ‘new constitution’ for the firm to give it a ‘real government’
deriving its authority from a consensus of all three parties and rendering
accounts to them. The features of this constitution would include a ‘com-
niuission of overseers’ representing all the three parties and replacing the old
shareholders® meeting; recognition of the right of employees (through re-
presentatives elected either by them directly or by their trade unions) to
‘participate in the firm’s acts’ while ‘remaining free to contest those acts’;
and an ‘ecenomic and social magistrature’ or council of “wise men’ to give
its views on such matters as disputes about the division of power in the
firm or claims for breach of the contracts or quasi-contracts which would
be concluded between the public authorities and the firms.3

1 Cf., for example, Pierre Mendés-France, 1962, p. 117, quoting a statement made at
a meeting of the Centre des Jeuncs Patrons {Young Employers® Centre).

2 Reflections on the Present Economic and Social Situation, published in March 1966
as a declaration of the French Episcopal Commission for Charitable and Social Action,

with the approval of the French Episcopate.
3 Below, p. 172.
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Possible objections to his scheme are anticipated and rebutted by
M. Bloch-Lainé. He acknowledges that an essential condition for the
efficiency of the firm is its ‘unity of direction’ but denies that this unity need
be lost by placing the firm under the plurality of controls he suggests.
He dismisses as equally unwarranted the fear that constant intervention
by the magistrature in the firm’s affairs might create a situation in
which it was perpetually on trial, to the detriment again of its efficiency.
It is simply a matter, he says, of seeing that the amount of ‘contestation’
is kept within the appropriate limits, and that the publicity given to each
case is kept just right. This publicity, or the ‘threat which it constitutes’,
would be relied on to make the magistrature’s judgements eflective,
and its volume would have to be neither so large as to do pointless
harm te firms or persens, nor so small as to render the magistrates’ inter-
vention vain.

The second specific proposal came from M. Marcel Loichot! and was
for some time the centre of attention as a possible means of implementing
the promise made by the government (in the so-called ‘Vallon amendment’2
of 1965) to pass legislation defining the ways in which the ‘rights of
employees over the increase in the assets of firms due to self-finance
[undistributed profits] should be recognised and guaranteed’. The question
of the ownership of these assets inevitably arose, as M. Massé had said,
once an ‘incomes policy’ was pursued.? M. Loichot’s scheme, which met
with an enthusiastic reception from a number of parliamentarians and
well-known academics, and even from some industrialists, would have
implied? that a firm’s employees would in the course of time (perhapsin a
generation, but the sooner the more ‘dynamic’ was the firm and the higher
therefore its profits) obtain the power of decision and control by virtue of
the acquisition of the majority of the shares.

M. Bloch-Lalné and other reformists propose (even without assuming
any shift in ownership such as envisaged by M. Loichot) that the rules of
management of private enterprise should be altered. The firm should not,
they say, be guided in the conduct of business by a mere concern for profit.
It has a ‘public destiny” of which the state should be continually reminding
it, and the head of the firm should be chosen partly with an eye to his

1 Marcel Loichot, 1966,

z Named after its proposer, M. Loujs Vallon, a member of the left wing of the Gaullist
Party. It was inserted in the Law of July 1965 reforming the taxation of companies and
income from securities.

3 Pierre Massé, 1964 (2).

41In the summer of 1967, a much milder formula was chosen which was not destined
to Iead to the ‘reform of the firm',
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suitability for this ‘public dimension® of his office.! The nature and extent
of the “public duty’ is not, however, exactly defined (or perhaps definable)
and cannot therefore be compared with the traditional kind of ‘public
duty’ that is translatable into precise commercial terms, such as a particular
tax burden. On the other hand, firms might be denounced by ‘wise men’
for failing to fulfil this new kind of duty, and the penalty for those found
guilty might be bad publicity or even nationalisation. They would evi-
dently be exposed to an incalculable risk from this source, unless they got
their plans endorsed by the authorities in advance.

The problem posed by this notion of the ‘public duty’ of the private
firm may be seen from another viewpoint. It has long been acknowledged
that the free-enterprise system, based on decentralised decisions, works
satisfactorily only because each separate decision-maker (firm) follows
rules of management (based primarily on the pursuit of profit) which are
within fairly narrow limits common to all. The establishment of a ‘new
business morality’ that implied the relegation of profit to a secondary role
and its partial replacement by an ill-defined concept of ‘public duty” would
break the mainspring of the mechanism on which that system depends for
its successful functioning. It would mean that individual firms could no
longer form those ‘reasonably reliable estimates’ regarding the conduct of
competitors which are a condition for making rational investment
decisions.? Presumably some way would have to be found of filling the
void thus created, and the only way would seem to be the regulation of all
firms’ activities from the centre, or “‘corporative planning’.

5. The contractual economy

Many ‘authentic planners’ see the alternative to both ‘indicative’ and
‘imperative’ planning in procedures which are an extension of those of the
concerted economy. This alternative is the ‘contractual economy’ with
‘contractual planning’, implying the signing at the beginning of the Plan of
medium-term contracts or quasi-contracts, Here again we are offered
something *intermediate between the liberal economy and dirigism’, a way
out of a ‘false dilemma’, and a means of closing an “old ideological issue’.3

1 Frangois Bloch-Lainé, 1963, pp. 23 and 129; and Jeune Patron (review of the Young
Employers’ Centre}, Wovember 1964, article entjtled ‘Projet d*une réforme de ’entre-
prise’. See also paragraphs in the French Catholic Episcopal Declaration of 1966, and
in Pope Paul ¥I's Encyclical Populorum progressic of 1967, rejecting the notion of
profit as the primary motive force of economic progress.

2 Above, p. 131.

3 For example, Frangois Bloch-Lainé, 1963, p. 131; André Pieitre, 1963; Raymond
Boisdé, 1964 ; and Julien Ensemble, op, cft., pp. 113-14,
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Two aspects of the new contractual system which should be especially
noticed are the kind of contractual engagement involved and the matters
covered by that kind of contract.

Under the first head there would be four innovations. First, collective
contracts would in many instances be substituted for the present individual
contracts, and minerities thus be compelled to submit to the decision of the
majority whose approval would alone be the test of “voluntariness’ of the
obligations undertaken. Secondly, many of the collective contracts would
be solicited and endersed by the state, and to many of them it would be a
party. Contracts signed by it with firms or groups of firms, and sometimes
also with labour (particularly in connection with ‘incomes policy’), would
grant favours in return for their assumption of obligations prescribed by the
Plan, and would be the means of rendering submission to the disciplines
of the Plan ‘voluntary’. Thirdly, the contracts would run for a longer petiod
{usually that covered by the Plan) than has generally been covered by
contracts (whether individual or collective) in the past. In recognition of
the impossibility of achieving perfect forecasting, however, the contracts
might in many cases be regarded as only conditionally binding, or as
subject to revision in the light of re-assessments of the situation.® Fourthly,
many contracts wonld (again in the absence of perfect forecasting) not be
at all precise about either their terms or the conditions under which they
were enforceable. Their juridical nature would thus be vague. Some of the
protagonists of the contractual economy look for a solution to this
problem in the institution of an ‘economic and social magistrature’ that
would pass sentences which though not legally enforceable would exert an
effect through *persuasion’ or the threat of unfavourable publicity. Thus
obligations which were not strictly definable would be matched by
sanctions which were likewise not strictly definable.

Under the second head, it is envisaged that there would eventually
emerge a system in which practically all economic activities and relation-
ships would be covered by the new contractnal régime. In the words of
M. Raymond Boisdé, there would be a
network of contracts . . . frecly entered into . . . between producers and traders,
between economic units and government departments, between suppliers and

customers, between employers and workers, between mdividuals and groups,
between trade associations, trade unions, etc.?

A start towards extending the network was made with the contracts and

1 Julien Ensemble, op. cit., p. 114.
£ Raymond Beisdé, ep. cit., pp. 173—4. M. Boisdé is a well-known politician (member
of the Independent Republican Party).
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quasi-contracts between government and business mentioned in Chapter IV.
Especially noteworthy are the ‘programme contracts’ which were intro-
duced in 1966, and in which the ‘consideration’ given by the government
was ‘price freedom’, and the Steel Convention signed the same year,
‘Incomes policy’ was another sphere where it was hoped that the pro-
cedures of the ‘contractual economy’ would soon make progress,! Yet
another was agriculture. In 1962 the government undertook to define in a
subsequent law the principles of a ‘contractual system linking producers,
processors and purchasers of agricultural preducts’. Such a law ‘tending’,
as it cautiously said, to define such principles was passed in the summer of
1964.2 By 1967 little progress had been made towards the introduction of
such a contractual system. It had, however, been recognised by the law of
1962 that the adoption of the system would have to take place, if at all, in
agreement with France’s partners in the European Economic Community,

6. The extinction of private risk capital

We come now to a final aspect of the proposed reforms. One of their
consequences would be to transform the rights of sharcholders to an extent
that would seriously weaken, if not destroy, the equity market as a source
of capital. Professor Piettre, one of the advocates of the ‘contractual
econemy’, has explicitly proposed that in big companies shareholders
should be eliminated altogether and the status of the present ones be
converted into debenture holders,® Given the non-contractual character
of income from equity shares, it seems indisputable that they would have
no place in the ‘contractual economy’. Moreover, some of the reformists
aim, as we have scen, at making the uses to which private property should
be put 2 matter for determination by a plurality of decision-makers, some
internal and some external to the firm, in accordance with a new principle
of “universal participation’ in economic decision-making. This principle
seems to imply a form of ownership of the means of production that is
neither strictly private nor strictly collective, but something vaguely in
between.

1t appears likely that, if these proposals were put into effect, the savings-
investment mechanism which is typical of the market economy, and which

1 Above, p. 164.

2 The two laws are entitled the Loi d°orientation agricole and the Loi complémeniaire
d'orientation agricole.

2 André Pictire, letter to the review Jeune Patron, December 1962 {cited by Auguste
Herriau, 1964),

173



Possible Futures for French Planning

has already been sorely tried by inflation and taxation, would be dealt its
final blow. Its function of allocating savings between activities associated
with different degrees of risk and between firms with dissimilar manage-
ment records, etc., would then have to be performed by some other
mechanism, presumably the direction of investment by the central planning
authority. As we have seen, many of the ‘authentic planners’ believe that
investment decisions ought in any case to be subject to such central
control, and they are here again joined by the highest officers of the
French Catholic Church.! What might ultimately emerge is a system in
which at least for the big industries the ‘collectivity’, or ‘state shareholder’,
assumed all the investment risks and took the profits and losses, private
risk-capital having been abolished.

Another aspect of the problem is the effect which the new arrangements
on the capital and credit markets would most probably have in diminishing
the supply of voluntary savings by narrowing the choice of types of finan-
cial investment available to the saver. In the end the choice might be
reduced to government bonds or bank deposits. This side of the problem
would presumably have to be solved by some form of compulsory saving,
though it might be called *voluntary® in the special meaning given to this
term in the ‘contractual economy’. As was once proposed by M. Chalan-
don, it might be made a ‘naticnal duty to save’, just as in earlier days it
became a national duty to pay taxes.?

7. Summary

One way of characterising the proposed new ‘mixed system’ is as a system
in which the public authorities would be omnipresent in the world of
business. We have noted four forms in which the state might be present
in ‘private’ business: first, by acting, in the name of ‘the Plan’, as virtual
controller of the activities of at least the big companies in the main
sectors; secondly, by being represented on the ‘commissions of gverseers’
set up in the larger firms as part of their ‘democratic government’; thirdly,
by becoming a party to numerous contracts signed with management and
sometimes labour at the level of the branch and/or the firm; and fourthly,
by playing the role of an ‘economic magistrature’ which would pronocunce -
on whether individual firms were doing their public duty, keeping to
their contractual or quasi-contractual arrangements with the authorities,

1 Cf. para. 29 of the French Episcopal Declaration mentioned in footnote 2, p. 165.
2 Albert Chalandon (former General Secretary of the Gaullist Party), Le Monde,
4 July, 1964,
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etc., and act as moderator where the ‘unity of direction’ of the firm was
threatened by its *democratic government'.

Another way of summing up the proposed reforms is to say that they
aim to introduce into private enterprise three features which many people
in France, as elsewhere, regard as undesirable but probably unavoidable
characteristics of public enterprise, namely its frequent departure from
strictly commercial rules of management, interference in its management
by parliament, ministers and the bureaucratic machinery of the state, and
its heavy reliance on loan capital. Whilst some are searching for ways of
making public enterprise more similar to private in these respects, others
seek to create parity between the two in the opposite direction,

It may be that many heads of firms faced with such new arrangements
would deliberately solicit nationalisation as an escape from an ambiguous
situation, preferring to be fully under state control rather than semi-
nationalised. In that event, private enterprise might beaccused of ‘resigning’
from its functions and making inevitable its replacement by public enter-
prise.

Leaving aside this eventuality, we have also concluded that the proposed
‘modern capitalism’ could be tolerably efficient as a form of economic
organisation only if it were based on corporative planning, a condition
more or less explicitly stated by some of the reformists, This means that the
new ‘mixed’ economy would after all be one which was strictly directed
from the centre, and in which ‘private’ firms would play the role essentially
of units to which the central authorities delegated the task of carrying out
the National Plan, though there might be a limited degree of ‘functional’
decentralisation of the decision-making power and a correspondingly
limited scope for the exercise of individual initiative and the play of market
mechanisms,

In France the aspiration towards voluntary corporativism has a long
tradition,! and numerous observers of the contemperary French scene
have pointed to the strong neo-corporative tendencies.? Corporativism,
however, was long regarded as a form of capitalism devoid of that dynam-
ism which the ‘modernisers’ expressly want to preserve. And it is still so
regarded by its present-day opponents.

1 The Saint-Simonians’ scheme for central planning of the economy had presupposed
a corporative set-up and what would to-day be called a *veluntary incomes policy’. In
the last two decades of the nineteenth century there was a strong neo-corporativist
movement, backed by two Papal Encyclicals, among the group calling themselves
Social Catholics. Another neo-corporativist movement, not explicitly bound up with
a religious creed, flourished in the 1930s.

2 For example, Maurice Allais, 1964,
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8. Sources of support for the new ideas

A few words must be added about the sources of support in France for the
ideas examined in sections 3 to 6 of this Chapter. As M. Bloch-Lainé said,
many of these ideas were “in the air” when he wrote his now famous book.
They have since attracted advocates in many quarters, some of whom have
been very active propagandists for them, The groups and individuals
concerned include the Catholic Church, part of the influential Jean-Moulin
Club,? the militants of the Young Employers’ Centre {Centre des Jeunes
Patrons), and a number of well-known politicians, public officials,
academics, journalists and trade unionists (the last nsually expressing some
reservations).

Nevertheless, we must treat with scepticism the claim by the propa-
gandists that some thousands of the ‘more progressive’ heads of firms are
with them in believing that it is perfectly feasible for private enterprise to
be run in the way proposed without being deprived of its essential charac-
teristics, or in effect placing it in the hands of the state.2 Even so, it is a
matter for serious reflection that that part of the French business world—
and it is doubtless the major part—which holds ‘conservative’ views on
how far it is possible to go in ‘reforming’ the private enterprise system
without virtually destroying i, has been shy of publicly defending those
views. There are probably several reasons for this reticence. One is what
Professor Daniel Villey has called the ‘corrupting influence’ on industrial-
ists of the ‘favours’ accorded them by the state under French planning,?
Another is the ‘paralysing suspicion’, to use the words of M. Chalandon,
with which the conception of profit as the motive force of enterprise is still
widely regarded in France. Still another reason may be that some indus-
trialists have already reconciled themselves to the kind of forced resignation
mentioned earlier. Finally, there are doubtless some industrialists who
believe, rightly or wrongly, that the proposed ‘reforms’ herald a welcome
return to the easier ways—free from strong competitive pressures and made
safe by state paternalism-—which had characterised much of French
industry in earlier days and from which since the war there had been a
departure. In other words, these ‘reforms’ may be seen not as something
radically new but as a return to something old, to which 1 shall refer again
in the next Chapter.

1This is a political ¢club which is reported to have several hundred members drawn
from the upper ranks of the Civil Service, the managerial staffs of firmas, trade unions,
the universities, journalism, etc. Publications writicn by groups of the membcrs are
generally signed with collective pseudonyms.

% Auguste Herriau, 1964, 3 Daniel Villey, 1964,

4 Albert Chalandon, Le Monde, 5 March, 1965,
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It is noteworthy that when, in January 1965, the senior French Em-
ployers” Association the (CNPF) at last reacted to these new ideas with a
declaration setting forth the classical view about the way the free enterprise
system works, it encountered some dissension within its ranks as well as a
cold reception almost everywhere else.
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1. The quality of management as a factor in industrial development

Today in France many people in business and other circles believe that if
the term “French planning’ continues to be used it should not mean any-
thing more than the rational planning by the state of the public sector and
the formulation of general economic policy measures of a forward-looking
but essentially neo-liberal kind, and that official forecasting should play
only a very limited role similar to that envisaged in Chapter XII1.1 These
people also hold views that are sharply opposed to those presented in
Chapter X VI about the direction in which French capitalism should now be
moving.2 Such views bring us to a factor that is often cited in France to
explain her highly creditable economic performance during the last two
decades.

In France, perhaps more than elsewhere in recent years, attention has
been drawn to the importance for econemic development of attitudes to
business—on the part of the public, the government, and not least of
business itself. Many French observers maintain that the attitudes once
prevalent in their country and deeply rooted in its cultural heritaged had
long been a source of low efficiency and a lack of dynamism compared with
standards in other advanced industrial countries. They point out that
before the Second World War relatively few French firms had adopted the
forms of business management typical in those other countries, and reach-
ing their fullest development in the United States; or, in other words, that
the major part of French industry had not, until recently at least, reached

1 8ee, for example, the position taken by the French Employers' Association {(CNPF)
in its monthly review Patronal frangais, December 1967,

2 Even within the Jean Moulin Club there appears to be a cleavage of opinion. One
group, again calling themselves ‘modern socialists’, has very moderate ideas about the
kind of ‘reform of the firm’ that is desirable. They look forward to the imitation in
France of the chummier relationship between employer and employee which exists in
the United States. See Claude Bruclain (collective pseudonym), 1965, pp. 91-3. The
economic programme of these ‘modern socialists’ is, however, very similar to that of
many ‘neo-liberals’,

3 They mention Colbertism and social catholicism, but also Cartesianism. Tt has now
become fairly common to blame the ‘Cartesian method’, long a revered feature of French
education, for producing attitudes of mind that favoured order rather than change.
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the stage of ‘classical’ capitalism which the advocates of the ‘modern’
capitalism described in the previous Chapter now seek to go beyond.

A well-known management consultant, M. Octave Gélinier, has depicted
some of the traits, slightly caricatured as he admits, which distinguished
the business methods of the ‘traditional’ French firm before the Second
World War from those of American-style ‘modern management’ in the
following terms.! Profit was an important criterion for business decisions
but not the sovereign one,? the emphasis being placed on stability rather
than on efficiency and profitability. The staff structure was hierarchical,
each level constituting a social caste difficult te enter from the one below,
with the result that appointments and promotions took toc little account
of efficiency and performance. Decisions were over-centralised and
management gave small encouragement te initiative on the part of sub-
ordinates. Security of employment was assured to ‘loyal’ subordinates,
especially among the ‘white-collared’ staff, but often also among the skilled
grades of the ‘blue-collared’. Branch agreements and state protection were
sought in preference to competition, which was often regarded as ‘un-
healthy’. Adaptability to change was slow and in many cases took place
only under very strong pressure such as continual losses or the threat of
bankruptey, The situation might be summed up by saying that the primary
aim was a quiet life, especially for the management and the upper super-
visory staff.

2. The spread of ‘modern management’

Since the war a number of factors have helped to bring about a change in
attitudes. One was the shock of the military catastrophe in 1940 which
brought home to the French public the penalities of economic weakness and
technical backwardness, Immediately after the Liberation, the watchword
in French industry became ‘modernisation’. One of the purposes of the
“Modernisation Commissions’ of the Plan was to persuade heads of firms

i Octave Gélinicr, 1966, The account given in the text above is a very much abbre~
viated version of M. Gélinier’s description.

2 Students of business behaviour in the United States have pointed to the many
American firms that follow (quite properly as some would contend) criteria other
than those which are generally assumed by the cconomic theorist and which are taken
by Octave Gélinier to be typical of American-style ‘modern management’. For example,
they have referred to firms that aim primarily at maximising not profit but gross sales
wvenue. The view of M. Gélinier is that good management implies that the profit
criterion #s ‘*sovereignm’, and that firms should be encouraged to make it such in the
interests of general economic efficiency and expansion.
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to use more rigorous criteria in making their business decisions, to under-
take the structural reforms necessary to eliminate excessive smallness of
producing units, and so on. And in the early 1950s numerous ‘productivity
missions’ went to the United States to study business organisation. A
later factor driving more firms towards “‘modern management’ was France’s
new trade policy (comnected especially, but not exclusively, with her
membership of the European Common Market), which gradually removed
much of the protection her industry had enjoyed from foreign competition.
And, at least after 1963, French industry was repeatedly warned that it
must learn to live without a second source of assistance, namely inflation,
which had previously lightened its debt burden. Another important
influence was the contact with American entrepreneurship that had
‘immigrated’ into France and other parts of Europe. Surprise and some-
times disapproval have been expressed at the ‘ruthlessness’ and profit-
consciousness of American business behaviour compared with French; but
there has also been a growing recognition that American business methods
are a pre-condition of American income Jlevels.

Many people in close contact with French industry have remarked that
during the last 15 years or so a growing proportion of French firms,
especially in the medium-size category and not always newly-established,
could be counted among the ranks of the well-managed. They regard this
progress as one of the most important causes of the continual increase in
the average productivity of capital and labourto which the statistics testify.?
They add, however, that despite this progress plenty of room remains in
many French firms both for organisational improvements and for the fuller
development of the ‘entrepreneurial, or capitalist, spirit’.?

3. Forwards or backwards?

These people believe that the process of spreading the kind of ‘modern
management’ which goes with ‘classical’ capitalism ought to continue in
French industry and needs to be accompanied by a rehabilitation in the
public mind of the notion of profit (instead of its denigration) and by better
guarantees of the rights of the shareholder (rather than their dilution).
They are aware, however, of a number of tendencies in current economic
policy and thought in France which could arrest further progress in this

1Tt is not intended to imply that there can exist any ‘model’ which allows us to deter-
mine how much of the increase in average productivity per head in industry was due
to better management rather than other factors such as capital accumulation, technical
progress, the Plan, or, as Professor Alfred Sauvy would add, the larger proportion of

young people in the population,
2 Cf. the remarks to this effect in the business review Entreprise, 12 September, 1964.
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direction and even cause part of French industry to sink back into the
‘immobilism’ from which it had but recently been stirred.

As it seemed to be shaping up in the mid-1960s, French economic policy
presented three partly inter-dependent dangers from this point of view. The
first was that of an over-emphasis on ‘gigantism’. A declared aim of the
5th Plan is to reduce most major sectors of French industry to a very few
large firms or groups (often only one or two) with the intention of putting
them in a better position to confront their foreign competitors, This aim
has many critics! who, whilst not denying that many of the units in French
industry are still excessively small, insist that the decisive element in
business efficiency and competitiveness is not mere size but the quality and
commercial-mindedness of the management, and whe point out that among
the French firms which are today among the most efficient and competitive
internationally are many of small or medium size. The second danger was
that a new form of protectionism based on the principle of ‘concertation’
between government and business might take the place of the old based on
tariffs, and that, for example, the Steel Convention of 1966 might become a
model for extension to other sectors. The third danger was that in this and
other contexts firms might be increasingly subjected to external bureau-
cratic controls which would deprive them of the freedom of action neces-
sary for dynamism,

Some of these critics of present trends draw attention to a growing
tendency for the large firms to appoint to senior executive positions
technocrats drawn from the upper ranks of the Civil Service, in preference
to career business men, essentially because these ‘defrocked’ civil servants
(to use M. Bloch-Lainé’s expression) ‘know their way about’ the ministries.
This qualification appears to be more and more regarded as indispensable
because of the importance for some branches of government departments
and nationalised enterprises as customers, and because of the new case-by-
case (or so-called ‘Hexible’) methods of government intervention in the
economy. Critics see this development as highly undesirable both because
of the tendency for the former civil servants to infect the firms they join
with over-bureaucratisation and a lack of concern with profit,? and because

! For example, Henri Taboulet, 1965, Octave Gélinier, op. eit., and Conseil écono-
mique et social, January 1967. See also the two remarkable articles by Henri Denamur
(an expert on business organisation), 1967, discussing the average ‘quality’ of French
industrial management and the deleterious effects upon it of the expansion of the public
sector and of other post-war forms of state intervention in the economy.

2 Cf. Octave Gélinier, op. ¢it., pp. 105-6; and Henri Denamur, foc. ¢it. The latter
temarks also that ‘whereas the career business man concentrates his efforts on the
“product™, so as to offer it with all the attributes likely to win favour on the market,
the technocrat remains a “public relations” man . . .
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it jeopardises the vitally important ‘separation of functions between the
industrial and political worlds’,*

The extension, which the critics fear, of this semi-fusion between govern-
ment and business to the larger part of French industry would clearly be
facilitated by the reduction at which the government aims of each major
sector to a very few large firms. The result might be the gradual introduc-
tion, through the back door so to speak, of some of the most important of
the ‘new’ ideas that go under the name of ‘modern capitalism®, or the new
‘mixed system’ (such as the ‘presence’ of the public authorities in most
‘private’ firms, their management by people who are neither strictly public
servants nor strictly business men but something in between, and the
rejection of profitability as the dominant criterion of business decisions).
The triumph by this or other means of such ideas would wipe out the pro-
gress recently made towards ‘modern management’, or even reduce the
average quality of management to a lower leve! than that which formerly
prevailed in French industry and which, in the view of the people referred
to in this Chapter, had been responsible for much of France’s earlier com-
parative economic weakness.

1 Cf, Henri Denamur, loe. cif.
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This book has pointed to the many different conceptions of what is meant
by ‘French-style’ planning. It has been primarily concerned, however,
with the rise and fall, within a period of some ten years, of one such con-
ception and with the rise, in the latter part of that period, of another.

The first conception was ‘indicative’ planning, of which the ‘instrument’
was a detailed projection of economic development over the period of the
Plan obtained by ‘market research on a national scale’. M. Massé’s
theory, on which this conception was based, and according to which
centralised forecasting ‘coordinated’ all economic activities, thus consti-
tuting a form of (integral) central planning of the economy, was not
verified by experience under three successive Plans (the 2nd to the 4th). In
the middle of the 1960s, the theory was so reformulated by its author as to
be deprived of most of its substance, By the time the 5th Plan was launched
the notion of ‘indicative’ planning, in the sense in which it had come to be
understood not only in France but also abroad, had te all intents and
purposes been officially dropped in its native country, even if a certain
amount of verbal homage continued to be paid to it.

A large part of this book has been devoted to M. Massé’s theory, or
what he described as the ‘logic of the Plan’, in its original form, and has
advanced reasons for thinking this theory not logically valid as a demon-
stration of the need for ‘indicative’ planning or centralised forecasting in a
competitive free-enterprise system or market economy. These reasons are
rooted in the dependence of this kind of economic system on uncertainty,
and more particularly on uncertainty’s natural concomitant of non-
uniformity of expectations, implying the lack of that ‘common view of the
future’ at which centralised forecasting aims. M. Massé’s efforts to recon-
cile central planning with the market economy, even if they were bound
(as I have argued) to fail in this purpose, had the merit of drawing atten-
tion to the importance of making this dependence more explicit than had
been done by many advocates of the market economy in the past.

The need which the authorities saw on the eve of the 5th Plan for a radical
reformulation of the significance of ‘indicative’ planning seemed to imply
an admission that such planning had not exerted the ‘coordinating’ role,
making for high efficiency of investments and a high overall growth rate,
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with which it had been credited earlier, and the supposed existence of
which had in 1960-62 helped persuade econcmists and politicians in a
number of countries of the desirability of following France’s example.

I have concluded, on both empirical and logical grounds, that French
planning never had worked in France—nor could have worked there or
anywhere else—as a largely ‘non-interventionist’ form of integral central
planning. It had always worked only as partial and interventionist
planning. As such it had been not dissimilar, if we disregard a special
attachment to price controls and certain specially French fechniques of inter-
vention, from that engaged in by other ‘western’ countries. And doubtless
its effects on economic growth were not all positive in the French case any
more than in others. France's high average rate of economic growth over
the past 15 years or more must have been the product of many factors; but
if we are trying to distinguish those that were not common, or not in like
degree, to other countries, we may perhaps give first place to the steady
improvement (from a relatively low level) in the average quality of manage-
ment in French industry. Although this may have owed something,
especially in the early years, to ‘the Plan’ in a ‘secondary aspect’ (the
pedagogical one), it was mainly due to other independent causes, such as
the spread of American ideas about management and the increased ex-
posure of French industry to foreign competition.

The second conception of French planning discussed in this book ex-
plicitly rejects ‘indicative’ planning {even assuming it can exist) in favour
of a more interventionist kind which, however, preserves its ‘French style’
by virtue of using special techniques of intervention, called ‘soft’, and
commended for their avoidance of coercion and authoritarianism. In the
mid-1960s the ‘soft’ technique which seemed to be increasingly favoured
by the government was that of contractual, or quasi-contractual, arrange-
ments negotiated by the public authorities with firms or groups of firms.
Many French planners wish to see this technique used still more extensively
in the future as the instrument of a ‘modern’ planned capitalism based on
a ‘close association between the state and private enterprise’.! This is a
theme with numerous variants, almost all of which point, however, to
corporativism as the form of economic organisation that would ultimately
emerge,

France was only one of a number of ‘western’ countries where in the
first half of the 1960s there appeared to be a growing tendency to regard
corporativism (combined perhaps with an extension of the sphere of
public enterprise) as either the desirable or the inevitable economic system

L This is M. Albert Chalandon’s phrase. (Le Monde, 2-3 July, 1967.}
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of the future. This tendency sprang partly from sources of Catholic
inspiration, which are traditional in some of these countries, and which on
moral grounds reject profitability as the primary criterion for business
decisions and prefer association (now called ‘concertation’) to competition,
But it came partly (and in some countries wholly) from other sources of
motre recent origin, among which were the following.

First, there was the view that some method of planning incomes and
prices from the centre (‘incomes policy’) was necessary to fill the breach
left by a presumed partial or even total breakdown of market mechanisms:

{@) on product markets in those branches, said to be inevitably growing in
number, where production is concentrated in a few large firms (oligopoly);
and/for

(&) on factor markets, the emphasis here being placed sometimes on labour
and sometimes on capital.

Secondly, there was the ambition of some econometricians to run the
economy by reference to the solutions given by a computable model.

Thirdly, there was the belief in the possibility and desirability of a
‘convergence’ between the economic systems of “West’ and “East’.

Fourthly, there was the spread of a new conception of what is meant by
‘freedom’, ‘voluntariness’ and ‘democracy’, combined with the notion
that economic decision-making can and should be conducted by dis-
cussion between the public authorities and the representatives of group-
interests.

We have remarked upon the widely-made claim that ‘French-style’ plan-
ning solves a ‘false dilemma’ and closes an old ‘ideological issue’; or that it
is a form of central planning which even economicliberals should welcome.
This claim rests, in the case of so-called ‘indicative planning’ (or centralised
forecasting), on its ‘non-interventionist’ character; and in the case of the
interventionist variety of French planning on the ‘softness’ of the tech-
niques of intervention. In neither case, we have contended, is it a valid
claim. In the first, government forecasting for private business, assuming
that it is not totally ineffective and therefore useless, may be more destruc-
tive of the ‘complex mechanisms on which the market economy is based’
than many traditional forms of intervention. In the second case, some of
the new ‘soft’ techniques may be more, not less, objectionable than the
traditional forms, because they mean that the public authorities are not

1 Cf. the statement made in Britain’s National Plan (1965), which consisted essentially
of centralised forecasting, that care would be taken not to desiroy these mechanisms.
(Op. cit., p. 3.}
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bound by strictly prescribed rules but given large discretionary power in
determining the purposes, nature and extent of the intervention, and in
choosing the branches, or even firms, that should be favoured, in accord-
ance with a new principle of what has been called “flexible empiricism’.
Some French critics see this development as the very worst feature of
present-day economic interventionism in France. Objectionable alse in
their view is the secrecy surrounding the terms of ‘contracts’ setting out the
cbligations assumed by private firms in return for the favours or ‘free-
doms’ granted by the public authorities.

The view of the exponents of French planning that it is possible to graft
certain features of the centrally-planned economy on to the market
economy so as to form the perfect hybrid (containing the most desirable
features of both and the undesirable features of neither) must, we conclude,
be dismissed in favour of the traditional view that this aim is unattainable.

Thus the ‘dilemma’ persists and the ‘ideological issue” remains open.
There is nothing in French-style planning, or in the related conception of
‘moderncapitalism’, which dispenses with the need for us, as citizens of our
respective ‘western’ countries, to decide which of two opposite directions
we prefer to take. We must still decide whether to encourage the competi-
tive market economy and to try to strengthen its foundations after the
weakening that has already been caused by inflation, administrative con-
trols, excessive taxation, restrictive practices, the denigration of the profit
motive and other incitements to poor management; or whether to ‘ad-
vance’ further beyond ‘classical’ capitalism, infusing it with still more
elements of socialism and/or corporativism. Our cheice must depend on a
weighing-up of what we believe to be the relative merits and risks of the
alternative courses from three familiar points of view. The first is that of
efficiency, and capacity for calling forth human effort, encouraging in-
ventiveness and innovation, and satisfying consumers’ ‘wants’ (by which
we do not all understand the same thing) at high and rising income Jevels.
The second is that of the preservation of other values, to which we do not
all attach the same importance, and some of which (‘freedom’, ‘voluntari-
ness’, ‘democracy’, ‘ethics”) we do not all interpret in the same sense. The
third is whether we believe that corporativism, however undesirable from
the two preceding peints of view, is nevertheless unavoidable because the
imperfections in market mechanisms (for products, or factors, or both}
are as serious as is contended by the advocates of an ‘incomes policy’ and
not remediable by less objectionable methods.

The choice between these two directions remains one of the ‘fundamental
options’, even if we do not believe that all the elements underlying it can be
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put, like the options of the French plans, in precise numerical terms; and
even if we suppose that our assessment of them must turn on intuitive
judgement rather than on the ‘groping empiricism’™ recommended by some
French planners,

We have seen that in France, even during the long period of stable
government under the 5th Republic, the régime has so far hesitated to make
a clear choice between liberalism and dirigism, or between ‘classical’
capitalism and some more ‘modern’ form of capitalism. Instead, it has
sometimes appeared to be moving in one direction, sometimes in the other,
and sometimes in both at once. By the spring of 1967, more voices were
beginning to urge that this option should be clearly put. And more voices
also were warning of the dangers—of low efficiency of industry on the one
side, and of arbitrariness in the use of public power and public funds on
the other—that lurked in the kind of economic system which the authori-
ties seemed now to be favouring, namely, a system based on collusion
between government and ‘big business’, with business perhaps being
deliberately made “big’ for the purpose. This was a form of French planning
and ‘modern capitalism’ of which Frenchmen of diverse ‘ideological’
persuasions were expressing their common disapproval.

1 The expression {s M. Bloch-Lainé's.
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