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Economic and Social Planninp; ~ Aims and Methods ’

R. N, Vaughan

I. Introduction

The questions which I shall seek to answer here are the
following. 'What is economic planning and is there a need for such planning?
What are the essential components of a plan, and what are therefore the major
differences in the type of plans that may be proposed? May we learn anything
‘from the practical planning experience of. other countries? | In answering these
questidns I propose to split up the discussion on the followihg lines -

In Section II,a planning framework is set out

In Section I, the relationship between macro-plans and certaiﬁ investment
projects is considered.

Section IV examines the theory of indicative planning and the implementaticn of
such plans in France ar;d Japan, /

Finally, in Séction V we discuss the problem of why some plans are successful,

‘whilst others fail.

In the title of this paper one may find the word rgocial'; I
intend to salve my conscience at this stage by saying that I intend to interpret
social as referring to the social impact of econon.r;ic planning, and leavg expﬁcit
concern of problems of planning for the elderly, the sick and other such services

to the last speaker of this course.

I have aimed at an examination of what I believe to be the
essential .components of any plan and an analysis of why plans in the free-market
economy turn out to be failures or successes. Subsequent speakers will talk
on particular aspects of the planning process, and on the planning experiences

in certain countries.

I am indcbted to K. A. Kennedy for his comments on an earlier draft of this paper.
The views expressed here are, of course, not necessarily shared by Dr. Kennedy.
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The essence of "ecc.momic planning" is that a centrai planning
bodyfirst reviews the nation's resources to ascertain what they are, and what
they should be. This body then attempts to _iufluence the allocation of resources
both at macro- and micro-economic levels- so as to maximize the; welfare of the

nation. - -

The origin of the planning techniques applied today spring
from two main sources: Russian communist planning and Western macro-planning.
Soviet planning was designed to guide in detail the production procesées of a whole
country, taking advantage of a completely publicly owned proﬁuctive apparatus, '
and was based on a general back.ground of Mar:l{ian ideas. At the time the communists
took over there did nét exist any elaborate system of planning and it had to be built -
uﬁ on the basis of practical expervienc e, with some influence exerted by the experience

of military planning during the First World War.

Western macroeconomic planning had its basis in the desire to
- understand the fluctuating fortunes of the capitalist economies - given great impetus
by the Depr.ession of the 1930's. It.-was highly influenced by the statisfical concepts
relevant to national or social accounts, and by the ideas of Keynes. A basic

belief was held that many detailed decisions could and should be left to:the

decentralized system of single enterprises, and thét guidance by the government

should be confined to indirect intervention. .

Recently, influences have bé-en at work to bring the two
systems somewhat closer together. Soviet planners have gone through a number
of experiences which have led them tq think somewhat more in téfms of macro-
varié.bles and to accept some deocentralization. Westerners have been influenced
b;r the more detailed research methods involved iﬁ input-output énalysis and the

possibilities created by better statistics and better computing machines.
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One notable comection between the evolutibn of the two systems
~of planriing, is that development has been in reponse to crises of one sort or aﬁother.
In the case.of the Soviets, the trauma of the first world war and the subsequent A
struggles against the counter-revolutionaries made it necessary to build an economy
capable of withstanding external threats. ﬁence the subg;equ.ent qpncentration-on
heavy industries. In the Western case, modern planning, as noted, received its
theoretical raison d;'etr'e from the Keynesian arguments relating to the inability of
capitalism to be self-regulating; but perhaps of moré practical import was the
influence of thé Second World War, particularly the reconstruction phase of the

dévastated economies of Western Europe (and Japan).

Despite their different beginnings there are similarities between
Western and Soviet Planning, and in the following sections we attempt to outline

the basic components of any plan, whatever its inspiration.-

JI The Planning Framework

I'd

Any plan of action, we may argue, may be broken d.own into
three essential ccmponents: (i) the objectives of the plan; (ii) the instruments
to be used in attaining ‘those objectives; and (iii) the constraints on attaining the
objeétives. These components apply not only to economic planning, but indeed
" to any problem in which an object is desired and intelligence is used to attain those
desirés. ﬁefore considering the analysis of an ecc;nomic plan in this mairiner, we may
consider the example of driving a car fxlom point A to B. '1_‘he objective of the plan is,
in this case, simply to arrive at point B. There may be additional objectives, e.g.
must arrive at B within six hours, say, of departure; must stop at point C en route,
etec. The instrufnents to be used in this instance, are the controls of the car
accelerator, brake, clutch, steering wheel, etc. The constraints in this case are the
technical specifications of the car, miles per gallon, acceleration capacity; the
inputs petrol, oil, etc. In addition, the car may be constrained to move ‘.only'on

certain surfaces, i.e. restricted to roads, rather than moving across country; in
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addition we have external influences which likewise act as a cons_traint 6n the
dri§er obtaining obj‘ectives, these inélude the wgeéther, and the behaviour of

other vehicles, In this case, given cognizance of the objectives, the instruments,
the constraints,the driver controls the car via the instruments to enable the c.ar

to perform this particular feat., In the case of the management of the economy,
the objectives of the plan are measures subh as the level and growth of nati;onal
income, the level of e;nployment; the instruments utilised, f'iscalfand mon'etary
policies, éanctions of law, purchasing power of the government; whilst constraints
én policy are e.g. the available resources of land, labour, and capital and the
attitudes of the community in regard to such matters as livir.lg st_andards, life
style, etc. The objectives, instruments, and constraints of the_a ecdnomy will,

of course, differ as between countries; indeed the major difference between

Soviet and Western planning is -in relatidn to the instruments that aré used

to pursue particular objectives; and this leads to a major classification of plans
acéording to type. I_Jet us now turn to a listing of these elements in detail, and

the problems that occur in their formulaticn,

I1I.1 The Objectives of a Plan

It would be ideal if the choice of one ec;onomic polic;} over
another could be evaluated in terms of a éingle goai that is well-established,
.identl;ified, and agreed upon. In'fact, there are always many rele'vant planning
objéctives. These are often confli.cti_ng, and the importance of each one is rarely
made precise before decisions are made, Public policy is often f;>rmu1a.ted on
the basis of a mostly qualitative integration of numerous economic, political,
social, and technological objectives. Explicit trade-offs between partially
complementary and conflicting objectives are not always clear. This leads to
selection ahd'implementation of plaﬁs which fail to meet many of the objgctives

to the extent originally envisaged.



The following may be suggested as measures of objectives of

macro-economic planning:

(i) ~ National economic growth;
(ii) Aggrégate consumption;
(iii) Distribution of income;
(iv) Employment level;

(v) Regional Ac\levelopment;

(vi) Environmental quality;

(vii) Price stability. -

When specified in macro-economic terms, these aims may,

however, be seen in certain cases to be somewhat amorphous, e.g. nationai

cutput is an aggregate of many types of goods, how is the‘ distribution of income

to be measured? Are we content witfl improving the employment level, shouldn't
the government be concerned with types of employmént? How can a concept

Sl.lch as enviromnental quality be measured? A second step would, thus, be

to disaggregate these objectives. Thus, objectives in employment levels may

be broken down into totals related to the demographic composition of the population,
or to specific types of job; the aggregated consumption into particular categories
of goods; and environmental quality into particular measures of pollution in

named localities, Secondly, whilst the ultimate objective may be increases

in aggregate income and employment,an operational plain may be found in specifying
intermediate objectives. There is a saying that if you look after the pennies

the pounds will look after themselves. Thus, a:catalogue of sﬁeciﬁc investment
projects with consequent employment consequences, may be started which will,

in i;self, have consequences for employment. In this manner, governments

have also specified their objectives in terms of output of particular sectors,

believing that if such objectives are attained, then employment consequences

are beneficial,
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If the aims of the plan _are‘complemenfzax.'y then no great
problems arisc in formulating plan objectives, i.e. if the objectives of a plah
were to increase aggregate consump.tion, investment, and employment, and these.
varied directly with a rrlxeasure of output of the economy - by woxlking to increase
output the government is also working for the other objectives of the plan,

This may ﬁot L1Sua_1ly be the case however, e.g. increases in GNP may lead to a

decline in environmental quality or to a worsening of the economic status of

certain sectors of the community.

' In the face of such conflicts between policy objectives, what
is the answer of the economist. Two possible ways out are as follows. First,
the planner may suggest to the policy-maker that he attach'weights to particular
objectives, thus allowing the planner to trade-~off so much employnient against
so much output; output against pollution, This allows us to aggregate disparate
measures, e.g. employment in man-hours; output in value;” ‘into one overall
measure of benefit, However, such a measure implies agreement dn the
weights, agréement in fact on an overall view of social welfare;agreement
which may be hard to find even among members of the same government, An
aliernative method, is therefore to view certain objectives as constraints, e,g.
maximize output subject to unemployment n.ot exceeding x %, subject to some

limits on the degrée of inequality.

In discussing objectives, one thing is apparent that although
objectives are specified in quantitative terms we have not yet discussed their
actual quantitative levels. Should output growth be set at 3%, 6% per annum;
what Sllould the unemployment level be? And indeed how should these quantitative
levels be set? There is possibly a fallacy that the plan is 'jpst a particular set
of quantitative targets and that a plan falils if these are no_t met, However, the

quantitative targets cannot be set independently of the available instruments and



constraints on the economy, and such targets set are, of course, confingent
on the nﬁmerical values included ip the plan, . Let us return to our car
analogy. Suppose the aim is to expand the economy at its highest possible
growth rate, An analogous problem for the car would bé to drive the car as
~ far as possible in one day, Now to set a target of say 5% or 10% for the
economy without taking account of instruments or const%caints, is equivalent
to setting out to drix;é from Dublin to Galway with half a gallon of petrol in
- the tank, at 2.30 on Sunday morning, i.e. quantitative targets can only be
~set with quantitative inputs into the instruments and constraint sector.
.Secondly, we should not confuse the quantitative aspect of the plan, with the
plan itself; this is equivalent to confusing the art of driving a car, ‘with the
particular speed with which one drives élong a particular stretch of road;
that speed will vary depending on the weather, the time of day, and the utilisation
of the road by other motorists, Accordingly, the fallacy may have grown up
that because Ireland is a small open economy subject to variable extraneous

circumstances, planning is unsuited in sich circumstances.

So such stress should not be placed on quantitative targets,
the values chosen are almost accidental at any particular time; what is impoftanf

is the art of driving the economy or car.

II. 2 The Instruments of the Plan

-

Having certain objectives in mind, the problem then arises
éllS to what methods the planner may use in achieving these objectives. The |
list essentially catalogues the possible avenues of influence of the state on
_ individual persons and firms. All mattefs outside the inﬂuence.of the state,
e.g. certain technological r:elzitionships between inputs and outputs, demand

by foreigners for domestically produced goods, may then be viewed as constraints.

A government can influence the national economy in several distinct ways:



(i) Fiscal and monetary controls; e.g. taxation, government spending,
credit controls. . : ' .

(ii) Complete government control (not necessarily a direct one) over
certain sections of the economy, such as nationalisation of an
industry.

. (iii) Legislation and government regulations with legal sanctions;

(iv) System of administrative controls where certain actions are
penalised and others rewarded, or where some actions are
subject to administrative permits.

(v) Consultation with the business community and 'public celations™
with the consumers, i.e. attempts (o persuade the community to act
in a particular way, e,g. "Save It", or "Buy Home Produce',

Thus the instruments of control are extremely numerous,

but can be divided into two broad categories:

Direct Controls: Where specific categories of economic enterprise

are ordered, permitted, or forbidden to take particular steps; and

Indirect Controls: Where the controlling body does not give direct

orders fo the business community, but creates such a situation in the
economy, e.g. by fiscal and monetary controls that the community
will be induced to take a particular action because the altered market

conditions will render the old behaviour uneconomic.

This, in essence, is the distinction betwegn planning in
Eastern and Western countries. Western planners have attempted to induce
people to behave in a particular way, in essence by modifying the pricé system that
‘rules in the economy, whilst Eastern planner; rely on direcﬂ commands,
Instruments of Western planning are thus essentially: (i) fiscal and monetary
controls; whilst Eastern bloc countries rely on (ii)' wher.e ow'nership of means
of production is in govei‘nment hands.. Of course, this is not a rigid distinction
t.here are rather varying shades between countries; all rely to some extent on
each of the five methods, One point that may be noted here is that a plan can

also become an instrument of policy - as we shall consider below.



I1.3. .The Constraints on the Plan

The third element of the plan are the congtraints on the
gystem. This is something of a cdtch-all term. As we have noted, the
constraints are those aspects of the economy, variables and behavioural
relationships, which are not under the cén£r01 of the government. In addition,
certain objectives ;nay be written in as constraints on the system. Among

possible constraints the following may be delimited:

(i) Technological constraints - e.g. between required inputs and
output of a particular good.

(ii) Behavioural constraints - certain empirical regularities in the
way individuals spend their income has been noted e.g.
the proportion spent on food or housing. These are related to the
standard of living to which people have become accustomed.

(iii) Profitability constraints (in a capitalist system) - firms, over a
reasonable length of timec, must work at a profit, otherwise they
will not remain in business. In order for a plan to be successful,
it must therefore ensure that profits are made, -

(iv)  Stock constraints - account must be taken of the existing
stocks of human and capital resources.

(v) External balance constraints.
(vi)  Objective constraints - if certain objectives are transferred

to the constraint section.

II.4 The Costé of a Plan

We have outlined above a method for the analysis of an

, economic plan; it is equally, of course, z;tprocedure for developing a plan from
scratch. The development of such a plan however would require certé.in

inputs of information and skill, which cost money, A large literature exists
with regard to the method by which such a plan is constx.'ucted; the econometric
techniques which are used ir; the forecasting of the outputs of the various
sectors, the input—output methods used in trying tﬁe various sectors ‘together;
and the method of consultation between government, industry, and organised

labour to ensure cooperation in planning objectives.
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This leads us to the critical question of whether, firsﬁy, the
- constructi_on of 2 workable plan is feasible, given the necessary inputs of
" information and qualified manpower; and secondly, if feasible, do the
benefits outweigh the costs, Information is not free; there may be
difficulties in getting the firms to divulge information; there may eyen be

difficulty in getting the civil service to divulge information, There is also,

b

‘as you well know, a phenomenon in industry called increasing returns to scale
whereby the cost. of a product may fall as production expands, A similar
phenomenon occurs with the proéess of planning. The paperwork associated
with a plan may be nearly as great for a small as for a large country.
For émall countries therefore the cost of plans of equal qualiﬁy to those of
larger countries may constitute a real problem. In such circumstances
are there any ways in which the finéncial burden of planning may be eased,
The major costs of planning relate to the collection of information; and from
the above analysis of an archetypal plan, the major new informational
demands would appear to be the numervical estimates of the constraints.
Virtually no new information is required with regard to the monitoring
of obj'ectives, since such is already collected; neither with regard to
instruments, we may reasonably assume that those in use are measured by
the authorities. Howéver, a study of planning experience in other countries
may suggest that the actual raw data fed into the plan, and the numer.ical
projections that come out are the least“important aspect of the plan; such
certainly appears to be the case in Japé.n, fbf example. Far more important
would appear to be the causal connections between instruments, constraints,

- and objectives; i.e. knowledge of how a mixed economy works and the

. 'necessary stimuli, fiscal or otherwise, that need to be applied to ensure

" certain beliaviour on the part of firms and individuals. This analytic aspect of
the plan perhaps surpris ingly, is far cheaper to purchase than data; although

naturally, some data input is required. The benefits of a plan do not rest

only on the foward numerical projections made; but also on the appraisal

of p;‘lst performance and the implications for policy.
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III. Macro-planning and Project Analysis

In discussing aspects of plénning tﬁus far we have concerned

ourselveslwith economy wide aspects. The next question we p1.~opose to
| consider is the relation between such plans and partigular investment pro-

jects. How disaggregative should the plan be? Should fhe plan coricérn
itself only with the main ma cro—-economiq,indicators such as employmenﬁ
and output; should it deal with particu_lar sectoral outputs; or should it'
concern itself with particular inves;tmexlt plans or projects. On the one hand,
it may be argued that as long as the government sets the general pattérn of
economic development, the evaluation and choice of pa rticula,r p'rojects can
be left to the private firms and individualﬁ. However, inthe case where

“there is a public sector which undertakes investment, then naturally evaluation
and selection will ~devolve directly on the governménﬁ. It can also be argued
'that__g._l_l_, large projects, public and private, must be centrally scrutinized,

' decided upon,. and fitted into an iny estment progra.mme, if government pla.nniﬁg
is to have any meé.ning - :a souﬁd plan, it is maintained, requirles a great deél
of knowledge about existing and potential projects. Realistic assumptions about
the level of investment which can be effectively ca:rried out, and the connection
betweén this investment a.nd.output, presuppose a knowledge of the rate at which

good projects can be planned, designed, built, and brought to capacity operation.,

-~

III.1 Criteria for Project Selection

What then are the criteria by which pro;ects should be judged?
We sha 11 approach this problem by first considering how a prlvate profltablhty
analysis is conducted., The starting point of the analysis is to specify all the
_expected inputs and outputs of the project, and to put a price on each. In this
way one arrives at anticipated expenditures and receipts. These ﬁll be spaced ‘
over time from the inception of the plan to the economic demise of the projects.
It is now generally accepted that from the view of an enterprise, the best method

of thus combining the data is that known as "discounted cash flow" (DCT').
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The principle ubon which DCF evaluations are based is thét money has a

time vaylue; £100 received now is .\VOI;tll more than a £100 recei.ved ina
year's time, because .it can be used in the meantime to earn a return, If
mohey can be invested at 10% p.a. then £121 receivgd.in two years' time

can be said to have a 'present value' of £100; the future sum being discounted
at the rate of 10% p.a. The discounting process is thus s_imply compound

interest worked backwards.

The first step is carrying out a DCF eva.luatiop is then to
_record year by year throughout the expected life of the project all expected
expenditure payments for goods and services for the project (including capital
expenditures) and all expected receipts from the project. For each year,
the subtfaction of the former from the latter shows how much cash the firm
gains or loses as a result of the project. The second step(i‘s,v to discount
‘ future cash flows back to the present. For.this purpose the enterprise must
select a rate of discount. This is the rate of return which it deems prudent
to earn on its new investments, given the financial conditions for obtaining cash

and the investment opportunities likely to be open to the firm in future years.

Thus, by the process of discounting,expenditures and receipts
which occur at different times throughout the construction and gperation of the
project (and are to that extent incomparable) are all revalued to.make them
comparable to present expenditures and receipts. They can then all bé added up

to give a'single figure which is therefore naméd the present value (PV) of the
project., It comes to the same thing to subtract expenditures from receipts to
give a net cash flow for each year and then discount these cash flows back to

. *
- the present - hence the term 'discounted cash flow'.

* .
Further discussion of investment criteria may be found in Little and Mirrlees
(sce references).
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It can also be useful to calculate a second measure of
profitability, the internal rate of return (IRR) - that is the 'yield' of the
project. By definition this is the rate of discount which makes the present

value of a project zero. One reason fo.r calculating the yield is that investors
are more used to jgdging their investments by yield rather than DCF. Another
reason is that the PV gives no indication of whether a préject is close to the
margin of acceptability. Two projects may have the same PV, one beinga

" large project with an IRR just abo.ve the discount rate, while the other is a -
very small project with quite a high IRR. If the mana gement is unsure of

its target rate of discount, then it is useful to have this information.

In general, when comparing prcjects,those with the highest
PV or IRR should be chosen; but of course a modicum of common sense has
. to be applied in using any criteria, and a perusal of the structure of the time -

streams of costs and benefits is also a necessity.

III.2 Social Project Selection

Let us consider the case of a project which has been subjected
" to private investment evaluation in the above manner; how would a public

investment appraisal of the same project differ.

The first point to note is that in private investment analysis
the cosi;s and benefits of a project are evaluated at ruling market prices, or
rather at market prices as anticipated by the entrepreneur or ihvestor. The
government is not so constrained. Infact it may choose any set of prices to
evaluate a project. For instance, the government may take the view that
widespread unemploymenﬁ denotes that the free market wage would be lower

than the ruling market wage; If ruling prices are taken to evaluate projects,

then there is a danger that projects will be chosen which will not reflect the
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_true opportunity costs to the nation of the resources thereby utilised. The
government may thus choose to evaluate projects at what it bglieves to be

those prices which would lead to full utilization of the country's resources,

Secondly, the discount rate may also be viewed as a market
price, and of course the government's view of the correct social discount

-

rate for any project may differ from that of the market.’

Thirdly, differences may occur in the particular stream of
costs and 15enefits when viewed from a social rather than private point of view.
An example’is the firm which omits to count the cost to society of polluta,nté

which it emits in to the environment, which would be taken into account in a

social cost benefit analysis.

Given the possible disjunction between social and private
evaluations of particular projects, what courses of action are open to the
govefnment if it sées what in its opinion are misuses of resources in the
selection of projects. Firstly, it can itself initiate p.rojects or directly
inhibit certain investments through'the use of licences and other such measures.
Secondly, it can attempt to influence project selection through varying the price
variables that enter into .private investment appraisal, - either by fiscal

or monetary means,

IV. Types of Planning

Evidently, from the man& pos;sible permutat.ions of objectives,
instrﬁments and constraints, a wide variety of plans may issue. However, it
is usual to attempt to categorise plans according to the instfuments used ih
their implementation. The major distinction is between what have come to
be termed "indicative" plans, and those that have.been termed '.'imperative".
This distinction can be exemplified by the position that governments of different

persuasion would take with regard to the disjunction of social and private
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evaluations of particula.f investment proj'ect;,s noted above. Imperative
planning would entail direct action, ihitia.tion of projects, licences etc,
Indicative blanning wbuid attempt to influence the environmenLr in which
fnvestment decisions are made. We propose to co'ncenti'ate hére on this
latter type of planning; we bricfly outline the theorsr behind indicative
planning; and then go on to consider two particular examples, planning in

in France and Japan.

IV.1. Indicative Planning

An interesting asl.oect of indicative planning, or so the story
ruhs, is that by the mere act of planning, the plan’itself becomes an instru-
ment for its own fulfillment, what has been termed the "announcement"
effect. The theory of indicative planning thus rests on the assumption
' that a published forecast is different from an unpublished -one; the plan
itself influences expectations and p.ublicati.on thus changes the forecast that
would othefwise be made. There is thus an aspect of the economy attempting
to lift itself by its bootstraps. The government has a plan for
faster growth - the main instrument of government policy to ensure this growtly
is the plan itself, via its influence on expectations and uncertainty. Ina
decentralised market economy, expectations axle generated and held by
jndividual economic agents énd there is no way in which differing expectations
can be reconciled ex énte. Firm's investment plans, for example, must be
based on forecasts of future demand a.nd cost conditions. In the absence of a
mchanism for securing ex ante consistency, one of two things will happen.
Firms which over—esth}aate future demand at the going price and invest
accordingly will find tha.t_suﬁply exceéds demand and the price will fall, if
price; are flexible; or, if prices are not flexible, Asom'e of the new capacity
will remain unused; in either case, profits will be lower than expected. Firms

which under-estimate future demand will find either that prices rise or that
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fueueing develops; Profits' will be abnormally high in the first case and

" lower than they could have been in the second. On the conventiona} -analysis,
if demand remains at its new level, these mistakes will tend to be eliminated,
either by a change in the rate of investment or by the entry and exit of firms
from the industry. Bl.lt in the interim, the system‘will clearly be less

efficient if these mistakes could have been avoided ex ante rather than

repaired ex post.

The information which the firm needs if ex anfe consistency
is to be achieved is of two kinds, relating on -the one hand to demand for the
prqduct of the industry, and on the other to the volume of competitive supply
from the other firms in the industry. . An indicative plan attempts to provide
both kinds of informaﬁon: tile first by essentially an exploration of the

industrial input-output implications of the global output target, the second

by an industrial survey which attémpts to add up the supply plans of the firms
in each industry. The confrontation of the two, and the consequential revisions

of plans, is it is claimed the crucial step in avoiding inefficiency.

' *
So much for the theory of indicative planning; however, there

is rarely a case where the government of a country has relied solely on the
"announcement'" effect of a pl.an. - France and Japan ére usually referred to as
the coﬁntries with'findicative' planning, __however in these countries the
"announcement' effects of.the pfan are aléo supplemente'd by various instru-
ments of direct and indirect government intervention. I now propose to

discuss briefly plans which have been implemented in these countries.

*

A discussion of the theory of indicative planning may be found in Meade,
(see references).



=17 -

iV. 9 Planning in France

Fra née has now had thirty years of continuous economic
planning. So great was the devastation of France by the time of liberation
in 1544 that detailed government control of the programme of reconstruction
was clearly needed: Thirty years later Plan 6 (1971-75) has drawn to a close
and Plan';Y (1976-80) has now begun, The concept of economic planning has
changed enormously over the intervening years. Originally, there was a
simple programme giving. priority to the economy's 'basic sectors’ - coal,
steel, farm machinery, electricity, transport and cement ~ but now the
planning exercise has mushroomed into a complex integration of all major
expenditure, whether social or economic, in both the bublic and the private
sectors. Early plans were rather .narrowly economic and industrial in
chafa cter, but successive plans have widened théir approach to embrace
more social, demégra phic. and regional aspects and to make long-term pro-
visions for future years. Once the government has indicated ils general
order of priorities, most of the detailed prépa ratory work is done by a series
~of 'vertical commissions' - one for each ma jor sector, such as agriculture,
housing, transport - and thorizontal commissions' - one for employment, -
one for finance. The preparation of a Plan from inception to final completion
now takes over four years, so that.work on Plan 8, fwhich will take effect in

1981, begins this year.

The first plan (1947-53) focussed on the reconstruction of a
few key sectors. Very little data were available and the plan was little more
than the aggregation of the investment plans of the nationalised industries.

In addition to a concerted investment component (as in the first plan), it
atte'mpted to cover the rest of industry too. The third plan (1958-61)
contained few innovations, merely a technically better version of the second
plan, The fourth plan (1962-65) was'the one that attracted major international

attention. It contained very detailed physical output projections and made a
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;_first attempt (as far as the plan was concerned) at social investment
programmes. The key features wex"e the establishment of demand
expecta‘tions, the role of plan targets in the application of these, and the
apparent self—fulfilling.nature of the plan which came about through the

fnvolvement of industry in its preparation,

F;llowing the fourth plan, the French replaced the
emphasis on the demand expectation approach, by placing greater attention
on'the promotion of industrial corﬁpetition, particularl’y international
competition, and the removal of factors which impede it. The growing
importance of prices and exports focussed attention on increasing productivity

and lowering costs.

.Industrial policy was a kéy component, developed and
strengthened in the fifth and sixth plans. In the fifth, the emphasis was
placed on allowing firms sufficient profit margins to finance investment
énd on changing the size of firms to promote more efficient production
units. The plan contained a number of sector programmes and to aid
their irriplementation 'programme contracts' were introduced in July 1966,
These were agreements between firms and the é:overnment that, for the period
?f the plan, firfns wouid be allowed to raise their prices .(in order to.finance
investment) provided they combiled with the plan's objectives on output,
investment and exports. Agreefnents v;ere signed in a number of sectors:
steel, electronic computers, merchant ve_ssél construction, cars and
electrical appliances. These were not all with single firms; in some cases,

the industry's trade association was party to the agreement.
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The sixth plan;s industrial policy can be diécussed under
threeA headings: first, there are measures‘to remove legal and other
bafriers to competition. Secondly, there are improvements in the
environment of industry - a doubling of the capacity for training and
retraining lasbour; more flexible arrangements for obtaining medium and
long-term funds; ~guaranteed government expenditure on roads, ports and
- telecommunications, specifically to assist industry, as well as more public

expenditure on research and development, Thirdly, there are the criteria
to guide government action, characterized by 'help the strong, not the '
weak'. These criteria are to consolidate firms in which France has a
strong position in the market; to accelerate the de;line of marginal firms;
to provide financial .assistg nce to dynamic firms; tb encourage the creation
| of new fi'rms likely to diffuse technological innovations rapidly; to encourage
French firms to invest abroad; and to provide special assistance to primary

secfors.

The new plans are, therefore, on a particularly sele.ctive
basis. The full range of instruments of French industrial policy are not
particularly novel. Looking first at general instruments, there are direét
and indirect measures. The direct instruments including building permits
’in Paris, annual price agreements negotiated between the go;fernment and
trade associations or sometimes single firms, énd the distribution of
goverhment economic forecasts, partic’ularl'y to firms involve-d in government

contracts,

Indirect measures include policies aimed at influencing

the environment in which industry operates, rather than industry itself -
budget policy, government contracts, savings policy, monetary policy,

general taxation,
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Moving on to specific policy instruments, We may
note three which have attracted particular attention. First, ‘there are
programme _contracts negotiated between the government and 'nationalised
industries. Secondly, financial support to medium~sized firms for a
liinited period. Thirdly, a whole battery of financial and fiscalvincentives.
They include gra;xts proportional to investment and émployment. They also~.
include "contracts' as noted above, i.e. agreements relating to prices |

. ) *
conditional on certain courses of action of the firm.

Although guidelines for wage rises have been laid down
in the plans, these have not always beén adhered to.. If wages and eonsequently
costs thus get out of line with France's major competitors, the government
has used devaluation as an appropriate policy response. We may note that
the largest union in France, the Confederation Generale du Travail, is
communist dominated and will not participate in negotiations leading to

control on incomes.

IV.3 Planning in Japan

The role of the government in Japan's growth process has
“been a matter of some disﬁute. The image of a centrally dix:ected "Japan Inc."
in which the government in close consultation with business virtually determines .
the allocation of resources among productive activities is certainly overdrawn.
At the same time, the government does place the highest priority on rapid
economic growth and on the expansion of exports, acting aé a lubricator and
stimulator of this process. Its five-year projections };ave served as targéts
in guiding business decision making and in addition to macroeconomic policies

aimed at full employment and price stability, it has adopted a coordinated set

*
Elaboration of the points noted above may be found in Liggins, (see references).
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of microeconomic policies designed to accelegate structural change in favour of
promising high growth sectors, Historicaily, the Japanese government has- taken
aI: active interest in economic planning'. At the end of the nincteenth century
Japan was a'péor weak'co.uxlltry With little in the way of industry, technology,
or natural resources. To maintain her independence, her leaders felt compelled

| to catch up with the West; for both military and econc”)mic reasons, industrialisation
was a necessity. This step resulted in early government involvement in promoting
industry and early development of close rélations ‘between 'governmeAnt ahd business;

e.g. the government imported and set up modern textile mills which were later

sold fo private enterprise.

‘The official planning period in Japan has varied. Some plans have
been officially announced for a period of ten years -~ the "Doubling the National
Income Plan 1961-1970'" - or for five years e, g. the "Economic and Social
Development Plan", 1967-71", The planners frankly admit'that any plan is
e;ssentially an extension of past trends and relationships and will accordingly'
have predictive power for only a very brief time after the period on which the

' ca.lcul.ations are based. Because of this fact as soon as a plan is constructed
work starts on adjusting the data and even the conceptual basis of the predictions.
If the private sector's performance deviates from the plan it is the plan which
will be given the push; a new plan will then be pxlepa red; thus we havé a system

of "rolling plans", the planners accepting'the latest trends as starting points.

Although it has been stated that the execution of the Japanese
plans rests solely on its announcement effects, it would be a mistake not to note
that the government has made extensive use of policy instruments as noted above.
At the end of World War I Japén was confronted with the nc‘aed for rapid industrialisatior
and sub.stantial economic development. Economic gfowtﬁ required high rates
of investment and export promotion if capacity was to be expanded rapidly and

imports were to be financed., But Japan's capital stock was small and only the
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banks had the neceésary funds. Therefore the government, through fhe Bank

of Japan encouraged the debt financing required for high investment rates. In
addition, tax reforms continually altered the progressive nature of Japan's
income tax to favour capital accumulation and high savings rates, Interest income
. was taxed at lower rates than was salary income, and capital gains were often
not taxed at all. Companies also received favourable tax and interest rate
benefits for exports\. The programme was particularly successful because it

~ favoured those firms that grew fastest_and were effective exporters, The fastést
grﬁwing firms used the most debt and received the most tax benefits; they

could thus price lower relative tc.) competitors and achieve the same return on
equity, even if costs were the same. They could then undersell competitors
both domestically and overseas. As their volume increased, their unit costs
become lower and they coﬁld- further iower prices, g1~§w faster, énd benefit
from government tax policies. Conversely, slow growing firms had to repay
loans and deferred taxes. The government itself favoured private investment
over public investment, The government consistently underestimated grcwth
rates and thus fiscal revenues. Budget surpluses were then returned to the
private sector via tax cuts. The cost of this growth was underinvestmenﬁ in
public facilitics and high rates of industrial investment instead of per.sona.l

*
consumption,

High debt levels.thus fostered competition., Japanese managers
became ac.customed to rapid growth and to rea‘lize the adverse (;onsequences
of failing to grow with the market; they invested heavily in anticipation of demand.
As investments were uneven, temporary excess ca pacity developed; but since
fixed costs were high (all labour costs viewed as fixed in Japan since the firm.
offers employment for life; also high interest charges), little can be gained by
not working at capacity. Prices ére very'flexible downward, leading to extreme

" price competitiveness and rapid industry shakeouts of the luckless firms. The

*
Analysis of planning in Japan may be found in Bieda and Frank, (sce refercnces).
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government's policies in effect accelerated the impact of internal forces on
Japan's developmént. Economic growth increases incomes,‘ labour skills,
ca\pital stock, and technical sophistication; and further raises consumer
expécta tions. Japan's high growth policies accelerated these demand

and supply shifts.

V. Why Plans Succeed or Fail

From experience of planning in other countries, what
are the major points to be noted as to the reasons for the success or failure

of plans.

1. : TFirstly, we believe planning has succeeded where it has
ensured that it is in the interests of the private citizens to follow the plan,
Successful plannix;g prescribes a course of action that is in their longwterni
interest to follow. The carrot which ensures that private entrepreneurs stick
to the path laid out for them by-the government is, of course, profit. Deviation
froin the path will lead to lower profits. Thus, the planners do not pusl_l againct
the pressures that are inherent in a capitalist system, but manipulate these
pressures to the advantage of wl_lat the pla,nneré believe to be the benefit of the

society as a whole,

2. Secondly, we have the reéiisa.tion that planning cannot be only
considered in physical terms; i.e. a plan which delineates physical targets,

for the whole economy or particular sectors will not be a.tta..ined unless account
'is also taken of the prices of inputs and the price at which the output can be
sold, Thus, in a capitalist economy, if planned outputs are to be ac{:ualised

then certainly it must be profitable to operate at these levels.,

}

3. Early planning in France emphasised demand conditions,

however, there has recently been a greater emphasis on supply conditions.



-24 - .

This alwa.yé appears to have been true with regard to Japanese planning. The
primary force generating growth is not domestic demand expansion, but price
cutting relative to major competitors - the aim is to expand yo(xr share of the

market for particular products irrespective of the growth in the total market,

4, . The émphasis on a particular list of projects to be under-
taken. Particular ;;rojects add concretengss to any development plan. Such
a strategy is more evident in Japan, and the projects deline.a.;;edA were simply
those that had previously béen undertaken in more developed countries, Thus,
major industries were targeted as growth obportunities based on previous

~European or U.S, experience,

5. Discouragement pf foreign direct control of industrial enter-
* prise. This should not be seen as an example of national cha.uvinism but

as an acute awareness of the dangers inherent in what may be termed
ngubsidiarisation'. When a firm sets up as subsidiary in a particular country,
then that subsidiary will not compete with the parent company. Thus, in

the case of Japan e.g. one would not expect to find such penetration of the

. American or European markets by Japanese cars if the Japanese auto industry
were controlled by Americans or Europeans. If the latter were true, the
subsidiaries would be content with supplying the -Japanese domestic market

and the countries on the periphery of Japan. "Subsidiarisation" costs jobs.

As an aside, the Irish government xﬁay take note, for example, of developments
in the Irish food and confectionery ind.ustries, and certain restrictive trade

agreements that act as barriers to the expansion of these industries.

6. We have the widespread use of monetary and financial
instruments to engender a favourable climate for growth. Only by such
influence over the banking sector could, e.g. the policy of debt financing

required for high investment rates be pursued.
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7. . f We may note that the pl‘ans.ha,ve been pu;‘sued in Japan and
France without an effective incomes or wage policy. In France, as noted,
although guidelines for wage rises have been laid down these h‘a.ve not always
been adhered to. In Ja.pa.n'é private éector, unionisation has been on an
enterprise basis, although there has been recent movement towards centralisation.
Wage-bargaining has therefore been on a firm-by-firm basis. The success of
the firm has usually been identified with the success of the employee, Ifa
firm goes out of business, the worker may lose his priveleged "permanent"
sta.tué and become.a. “temporary' worker in another enterpris_é. Wage~rates
are thus set in line with productivity gains and to ensure that the firms costs
do not appreciate in excess of its competitors which would leadl to a decline

in the firm's market share,

8. ' ‘ Although preferring to leave the development of enterprise in
private hands, in the absence of entrepreneurial drive ina particular direction,

the state has been prepared to initiate its own projects. Such policies were

particularly evident in the ea rly development of Japan.

9. There is an advantage in preparing the groundwork for plans
well in advance, andfor a continual planning and monitoring process. The initial
French and Japanese plans were modest affairs, and thus relatively cheap;

they were later expanded as expertiée in planning accumulated.

10. With respect to the instruments that the Japanese and French
have utilised, there are none that are not already in the hands of the Irish
government. Emphasis may, however, be drawn to the particular planning
agreements made between firms and the government, e. g.. such may make
-price .increases conditional on investment plans being uhdertaken. The possible

stabilisation of output through an Industrial Marketing Board may also be noted.
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11, ' The use of policy instrumeﬁts to directly stimula.te growth
cannot be overemphasised. TFirms which do not grow are simply penalised
through the use of fiscal instruments. Such mechanisms speed u.p the capitalist
process; in studying the Japanese economy one derives the impression that the
planners and government economic ministers have digested their Marx very
thbroughly; in much the same way as a police manual can be put to good effecﬁ

by criminal elements.

Now, I have stressed the role of profit in the planning process,
and have stated the belief that French and Japanese plans have succeeded fér
the major reason that they have ensured that it is profitable for firms to accede
to the plan; indeed that only by acceding to the government guidelines can they
eventually stay in business. Planning by this method appears to be particularly
brutal, no "'lame ducks" (at least where '"lame ducks' have a strong domestic
brother). Perhaps, in studying the more genteel planning of the Scandinavian
countries a di'fferent.answer may have emerged., However, unless foreign
businessmen have a great sense of social responsibility and run their businesses as
philanthropic enterprises, using the carrof of profits would appear to be the only
way of ensuring voluntary compliance with the plan. I would be interested to hear

of any counter-examples from a capitalist country.

Now such implica.t.ions may appear disturbing to trade unionists
or socialists. May not this view of planning simply be seen as a method of
appeasing the ca pitalist class. The argument may continue that we require
socialist pla nning, planning that will ensure a greater equity in the distribution
of goods produced by society, that will ensure continuity of employment and
better employment prospects for our children. There does appear to be a

dilemma hefe. One could, of cours.e, argue that increased profits, pro.vided
they are invested, lead to greater employment and a better future life. Increased

profits also may lead to greater inequalities in the distribution of income and
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wealth. As long as we are constrained to work within a community in which

production is not socially held, then the only answer would appear ﬁo be'wider
distribution of shareholdings. The trz;de unions themsel\;es could initiate
such a process. One should aiso remember that as long as »the only method of
transpdrt is a donkey and cart, to feed the donkey a carrot néw and again need

not denote any particular love for the beast.

I have, thus far, avoided discussion of the specific problems
facing the Irish economy; however, to conclude I will make a few points which

may initiate future discussion, and which relate to points noted above.

First, two -well-known analyses of the' Irish economy. The
Irish economy h_as traditionally been 611e with a surplus of labour and shortage
of capital., This problem has beeﬁ accentuated by thé relative success of the
Irish economy in the past decade, in that people who would have left did not,
and their children, and children's children are now coming along. Ireland is,
therefore, faced with the prospect of a rapidly expanding labour force. To
provide jobs for thése people, the government must, therefore, raise the rate
of investment to provide more capital and thus more jobs. Parallel to this
argument that capital-scarcity is the major cause of long-~ run unemployment,
we have the shorter-run Keynesian demand-deficiency argument allied to the balance-
of-payments constra.ir}t. Unemployment arises’ because there is igsufficient
demand for the country's products. The gbverm;lent cannot incfease demand,
because such expansion would suck in extra impofts, and such imports. cannot be
financed by further borrowing from abroad. However, it can be argued that,
though these theories have élements of truth, they have deeper roots related
to the price and cost structure of thedIrish economy. Firstly, the argument
concerning the shortage of capital. It seems rather inappropriate to blame

capital deficiency for unemployment at a time when firms are not at present
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working at capacity; even before the current depression there wouid appear
to have been great under-utilisation of the existing capital stock. With regard
to demand-deficiency, there are arguments that assert that Ir.ela.nd's share
of overseas markets are éo srhall, ‘there would be no difficulty in expanding
this sha_re. Turther, there appears to be great imp,orf penetration of the Irish
market by foreign firms; if there is a demand deficiency why can foreign firms
sell similar produ;ts so successfully? Inboth cases, the reason may be
found in the cost structure; capital is ‘not used intensively because manufacturers
find it not profitable to do so; Irish firms do not expand theif sales in
domestic and foreign markets not because there is no demand for products,
but again because of profitability. Tackle supply and not the demand problem
is, fherefore, the call to Irish planners; if policies are advanced to expand
domestic dema:nd, the results will be that the market for foreign competitors
will be increased whilst domestic oﬁtput and employment wﬂl show no marked
change.

We are again back at the problems which have attracted so

much attention in both Japanese and I'rench plans; the question of supply price.
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