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PREFACE

This study of the French economy, by Jean-dacques Rosa, is part of
aspeciul series of country studies that Arr old Harberger is editing
in the Center’s Country Studies series. This new series follows a
1983 conference in Mexico City and subsequent publication of
World Economic Growth: Case Studies of Developed and Develop-
ing Nations, which he edited for the Institute for Contemporary
Studies, with which ICEG continues to be affiliuted. The earlier
bock featured twelve country studies, of five developed and seven
developing countries. Other studies in this twelve-part sertes will
look at Argenting, Belivia, Burma, India, the Ivory Coast, Spain,
Turkey, and other countries; and they will provide the basis for a
second conference and ultimately a second volume of World
Ecenomic Growth.

In addition to this special series, the Center is this year publish-
mg & number of other country studies, including a revised edition
of Models of Development: A Comparative Study of Economic
Growth in South Korea and Ta.avan, edited by Lawrence Lau, and
a study of the economic liberalization in the Peoples’ Republic of
China,

Nicolas Ardito-Barletta
Genzral Director
International Center
for Economic Growth

Panama City
May 1987
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ARNOLD C. HARBERGER

Introduction

France’s economic history since the Second World War has been a
story of several decades of notable (if not spectacular) success,
followed by a period in which the forces of growth seemed to
weaken. As the country faced the second halfof the 1980s, signs of
rejuvenation were present, but elements of rigidity and resistance
to change also were evident. The big question was whether the
future would be dominated by forces working for a flexible struc-
ture capable of continued adaptation to a changing world economy,
o~ whether signs pointing to a growing economic “sclerosis” would
be ratified by future developments.

France has been a somewhat better-than-average performer
among the countries listed by the World Bank as industrial market
economies. Her growth vate of per capita GNP averaged 3 percent
per year over the period 1965-84, compared with 2.4 percent for
the overall group. Her average inflation rate of 8 percent was only
slightly higher than the average 6.5 percent per annum.

This relatively bright picture becomes somewhat muted when
one examines separate periods within that time frame. Thus, GNP
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percapita grew at 4.3 percent per year in 1950 ~65, 3.9 percent per
year in 1965--75, and only 1.8 pereent per year in 1975--85. Qver
the same three spans, the rate of price inflation grew from 4.9
pereent in the first period to 6.6 percent in the second and to 10
pereent per year in the third,

Jean-Jacques Rosa traces this history perceptively. He notes
that France shared with Japan and most ot her European countries
the institutional shock of the Second World War. The postwar boom
of these countries iz explained pirt ially by the fact that old institu-
tional rigidities and entrenched interest groups were dislodged,
Flexibility and adaptation to a changing ceonomic environment
became new watchwords. In France, the economic picture was
brightened further by a stable monetary policy, at least until the
mid-1970s.

Rosaattributes the deelining fortunes of the Freneh ceonomy to
“Eurosclerosis,” an accumulation of rigidities and resistances to
adaptation, an experience shared by several Western European
countries. Policies favoring already entrenched labor groups im-
posed the burden of added uncemployment on the young and the
unskilled. Most industries in France were connected with the
highly centralized banking system, which was conuwrolled by a
burcaucracy tied together by an “old boys” network of corporate
managers. Rigidities in the industrial structure were exacerbated
by widespread state ownership,

France passed through a watershed with the Mitterrand gov-
ernment’s shift in policy from an ideological socialist stance in
1981 and 1982 to a more moderate, pragmatic, even traditional
posture since 1983. This shift was, of course, enhanced by the
right-wing victory in the elections of March 1986, leading to prom-
ises of liberalization, deregulation, and privatization in many
segments of the Freneh economy. Rosa welcomes this change, but
he also expresses skepticism. He is certain that the entrenched
interest groups formed by the existing (and rigid) structure of the
economy will not yield their positions withingly or lightly. The
question is whether the forees favoring flexibility, modernization,
and change will prove strong enough to dislodge them.
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French Policy and Growth

The French economic syst:m ranks as one of the most centralized
among industrialized countries and is in many respects similar to
the Japanese systen, The French growth rate, mediocre between
the two world wars, has been high since 1945, despite (or perhaps
because of) pervasive government intervention in the economy.

In part, the deveiopments of the last fifteen years have discred-
ited traditional corporatist ceonomic polictes and induced wider
swings in policy design. Beginning in the mid-1970s with the first
oil shock, successive governments experimented, on the one hand,
with more market-oriented policies—for instance, those of
Raymond Barre between 1976 and 1981 and of Jacques Chirac
from spring 1986 until the present. On the other hand, there were
increasingly dirigiste and statist strategics--as in the case of the
Pierre Mauroy government between 1981 and 1983. The Laurent
Fabius government from 1983 to 1986 was a rather ambiguous mix
of dirigisme and partial liberalization of financial markets where,
nevertheless, the state still retained ownership of more than 95
percent of the financial sector.
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At the same time, such a specific political and economic system
did not seem to perform very differently from other, more market-
oriented, industriolized cconomies. French postwar economie per-
formance, although remarkable, was not significantly different
from that of Germany., Italy, or Jupan. And the troubled period
sinee 1973 still has not produced substantial distinction: the
French economic performance in times of erises hias been average
by European standurds The present problems of investment slug-
gishness, a historically high rate off unemployment, and stagnat-
ing overalt employment are shared by all Kuropean countries and
have been dubbed “Buroscelerosis” by some analysts!

Meanwhile, the poliey debite took o new turn daring the 1970s
and by the early 19805, Global demand poliey went out of fashion
as the necessity or supplv-side considerations and neoclassical
interpretations of macroeconomies gained prominence. A strong
resurgence of cconomic lberalism tin the Luropean sonse of basie
faith in the market mechanism and efficieneys prved the way for
new reflections on the viriues of deregulation and privatization.
The intellectual climate and political debate were changed radi-
caliy in only ten vears,

But in that respect too, France has not been exceptional. That
mutation can be understood as aoresult of the increased openness of
the French economy and society. As i consequence, an evaluation
of growth policies should at the very least try to disentangle the
influence of domestic policies from those of intern:tional econontic
conditions or basic national trends.

This paper begins with a discussion of the secular growth per-
formance of the French economy since the beginning of the een-
tury. !t then cites the causes of postwar growth and describes
traditional cconomic policies as well as their reversal in early
1980s. Finally, it presents the current policy dilemmas of French
governinent, in macro as well as micro terms,

In this paper, the approach to government policy will not be
exclusively normative—concerned with what a government ought
to do according to consideraticns of economic efficiency. Rather, it
also discuss the more positive, public choice approach, which deals
with what a government can do when confronted with both
economic contingencies and the interplay of political forces.
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I. French Growth in the Twentieth Century

Overtaken by England and Germany in the nineteenth century
race for economic power, France managed to stay in the leading
group of countries undergoing a rapid industrialization process,
despite a prolonged slowdown during the vears 1866 1896, The
retardation of growth during this episode explains in large part the
image—perhaps the dominant view between the wars —of France
as a stagnant economy of small firms and shopkeepers.?

This traditional picture does not fit the twentieth century data
particularly well, as shown by secular growth fizures in Table 1.
But the average performance of the French economy, compared to
that of other high-growth, developed countries, vields two excep-
tions. One, covering the Great Depression yvears and the Second
World War (1929 19500, was a time of economice underachieve-
ment. In this period, Fiance ranked List among the leadine indust-
rial economies. The other exception appears during the period from
the early 1960s to the early 19705, when France's economic growth
ranked sceond only to Japan's.

Overall, these data give some support to the interpretatior of
postwar growth as an exceptional phenomenon; growth rates since
the first oil shock have returned more to secular norms or trends.
The economic "miracle” of the 1960s probably is due to the in-
creased openness and intensification of international trade start-
ing in the early 19505, in complete contrast with the fragmentation
and protectionism of the 1930s. According to Abramovitz, the high
growth of the 1960s and early 1970s also is due to other industrial
countries, which had accumulat~d a significant technological lag
during the 1930s and 1940s, “catehing up” to U.S. rates of growth.?
(See Table 1.1

Accordingly, an explanation of Frencel postwar growth should
make a distinetion between three componets: () a general inter-
national trend due to Pax Americana and {ree trade after the war,
(bya general and international trend of other countries catching up
to the United States after falling behind between 1920 and 1945,
and (¢) a catehing up from a specific French lag accumulated in the
1930s and 1940s.

Some evidence of a the laggard position assumed by other in-
dustrial countries vis-a-vis the U.S. economy, after each of the two
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Table 1
Secular Growth, 1900 - 1986

Italy France UK USA

Japun FRG

1900, 192529« 1.6 0.7 1.6 1.5 0.5 1.5
1925--29, 1950 - 5.4b 1.1 1.2 1.3 1.0 1.1 1.3
1950 - 54, 1963 67 8.4 5.0 4R 0T 2 1.9
1963 - 67, 19744 10.35 1.52 544 n.7 3.0 2.58
1974, 1986 370 208 1.68 1.56 1.35 1.79

Sources: For # b ¢ gop Simon Kuznets, Eeonomic Growth of Nations tCambridge:
Harvard University Press, 1972): for notes * © see Les Notes Bleaes, No. 251, "Les
comptes previsionnels de la Nation pour 1985 et principales hyvpotheses
economiques pour 1986," Table 3, 1985, and OCDE, 1985,

world wars, is apparent in Abramovitz’s data, here reproduced as
Table 2.

That thesis implies that France's cconomic performar. 2, as well
as that of other developed countries, should converge i he future
to approximate that of the U.S. cconomy since the w . In other
words, the goais of growth policy probably should revised
downward when two phenomena are present—when there is no
further prospect of catching up and when the liberal international
regime is less sceure, due to a protectionist revival and the relative
deeline of Anierican power as measured by the share of U.S. GNP
in world GNP. As Great Britain had been o century earlier, after
the war the United States wias commitied firmly to free trade,
indeed, to imposing a liberal econontic order on the world. In
present circumstances where they cannot—or wil] not—impose a
free trade regime on their allies and partners, the international
open economy is in jeopardy.

II. The Role of Policy in Postwar Growth

The above stylized facts and analysis lead us to a striking conclu-
sion regarding the role of policy in French economic growth. Con-
trary to the view frequently held among bureauerats and politi-
cians, there is no convincing evidence that the original institution
of indicative planning created after the war played a significant
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Table 2

Comparative Levels of Produectivity, 1870—1979

Means and Relative Variance of the Relatives of
15 Countries Compared with the USA

{US GDP per Manhour = 100)!

(hH (2)
Mean Relative
Variance?

1870 77 166) KT
1890 68 (68) A8 (48)
1913 61 .33
1929 57 29
1938 61 22
1950 46 36
1960 52 .29
1973 69 14
1979 75 15

s with UK - 100

*Standard deviation © mean
Source: Moses Abramovitz, "Catehing Up and Falling Behind,” paper presented to
the Economic History Association, New York, Scptember 20, 1985.

role in fostering economic performance. At the very best, its use-
fulness came from avoiding major policy errors in managing the
economy, but it could well be that a similar result would have
oceurred without a planning authority. Thus, we find ourselves in
agreement with the earlier skeptical views oi' Carre, Dubots, and
Malinvaud.?

But this conclusion also should be true in the opposite direction:
the Frenceh politico-bureaucratie system did not prove to be too
serious a hindrance to the forces of economic growth. Indeed,
France’s performance has been cqual to or better than that of freer
market economies, such as those in Germany oreven Italy, while it
fell short of that of more “corporatist,” if not statist, countries such
as Japan. This evidence suggests that economic performance can
be divorced from the structure of political systems or (as an alter-
native but weaker hypothesis) that fundamentally similar growth
policies can be implemented by dissimilar systems of governance.
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Some recent work has been directed at estimating separately
the impact of various factors on economic mowth, including the
analysis of different policy variables. Such rescarch is especially
relevant for an assessment of growth policy because it provides for
the first time an overall coherent framework including theoreti-
cally warranted causal factors of economic growth. An example of
this work is a study by Kormendi and Megruire, which eovers
fortyv-seven countrics developed and underdeveloped, located on
various continents, during the period 1950 19775 The basie
model is derived from neoclassicnl growth theory in which GNP
growth is linked to the accumulation of capital, fabor supply, and
technical progress.

If the world cconomy is conceived in such 2 model as a
homogencous =pace where factor mobility and diffusion of
techniques prevail, the sources of growthdifferentials can be found
only in the initial levels of income per capita and in different rates
of population growth.

On this firm and now standard theoretical basis the authors of
that study add some current theories of policy influences on
growth. First, they address monetarist theory, as developed by
Robert Barro and according to which increased variability in
money creation should reduce the average growth rate of the
economy.t Indeed, money supply variability is supposed to distort
price signals and induce erroncous atlocations of resources. Sec-
ond, they incorporate the theory of Fischer Black, which derives
directly from modern ..nuncial cconomies and posits a trade-off
between stability of growth and the average rate of growth.7 Ac-
cording to this theory, increased variability should, on average,
increase the pace of economic growth, just as inereased risk in
investment yvields on average a higher return. A third theory, that
of public finance theorists and, recently, the so-called “supply-
siders”, sugpests that higher taxes distort individual incentives
and lead to reduced growth through misallocation of resources.® A
number of authors now emphasize the disincentive effeet of infla-
tion on economic growth. And last but not least, many economists
think of foreign trade as a “handmaiden of growth.”

All these theories lend themselves to empirical testing on the
common ground of the two growth-theory “causes,” demographic
expansion and catching up from an mitially low GNP per capita.
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Let us review brieflv the mhin determinants of economic growth
as tested by Kormendi and Meguire. We shall then analyze the
consequences of those policies on growth, especially in the ease of
France.

Initial (1650) per capita income. 17 one thinks of the world
economy ax i single unit.within which production possibilities are
developed by the "state of the arts,” an initially low income reveals
cither an under-accumulation ot capital, or a suboptimal supply of
labor, or a lag of techniques behind the frontier of technology.
Movement toward the equilibrum combination of factors should
entail higher than normal gowth, until the “world” income per
cupita prevails.

Average demographic growth. According to the same theory,
this aspect should inerause one for one GNP growth, at least in the
case ol a stable structure of the active populiation.

Growth variability. Asmeasured by the standard deviation of
growth vates in the period under consideration, growth variability
should contribute to an ahove average growth rate.

Money growth variability. According to monetarists an< new
classical economists, this determinant should reduce the growth
rate of the cconomy through faise price signals and erroneous
private decisions.

The average rate of money creation. According o some, it
could either increase the rate of growth of the cconomy (as a factor
facilitating preduction) or cxercise no influence whatsoever
{(money being a simple “veil ™.

A highe: average inflation rate. It should reduce the growth
rate by blurring perceptions of relative prices and diverting
the energies of economic agents toward “inflation-defensive”
activities,

A higher ratio of exports in GNP. It should also contribute to
accelerated growth, mainly through increased productivity result-
ing from specialization.
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Higher taxes. They should slow economic growth. As a proxy of
higher taxes, the authors use the rate of growth of the ratio of
public spending to GNP,

France's growth performance is strictly average relative to the
other forty-six countrics in the Kormendi-Meguire study. The
study interprets this as the outeome of opposite irfluences: on the
one hand, monetary growth was more stable <han average (ex-
plaining 1.0 percent more growth than averaged and inflation was
moderate iexplaining another 0.3 pereent exceess growth). On the
other hand, factors such as high itial per capitia income, slow
population growth, and a very unstable rate of GNP growth helped
to depress French growth.

Overall, the positive effects of o conservative monetary policy
seemto have been offset by arather inefficient stabilization policy.
On the first point, France did nearly as well as the United States,
while on the seeond, her “acrocconomic policy has been as ill-
conceived ax Great Britain's.

However interesting, the tests of Kormendi and Meguire did
omit an influential theory of economic growth tor more preeisely a
theory of non-growth —that of Mancur Olson, expounded in The
Rise and Decline of Nations ? According to Olson, cconomic growth
(implicitly supposed to he spontancous and unbridled) is choked
down progressively through time by the development of various
interest groups, which generate a condition of "institutional
sclerosis.” But the development of private interest groups takes
time, and national traumas sueh as revolution, war, or civil strife
operate to impede pressure-group formation and development.
Thus, countries such as France, Germany, and Japan, whose social
structures were at least partially destroyed by World War H and its
aftermath, should be less prone to this selerosis,

[t seems especially appropriate that a test of the Glson
hypothesis should be included in this assessment of French growth
policy. A convenient measure of mstitutional sclerosis Las been
constructed by Kwang Choi for cighteen countries, including thir-
teen European countries plus Canada, the United States, Au-
stralia, and New Zealand 10

According to this index, the less selerot ic counteics are Austria,
Finland, France, Germany, Ireland, Italy, and Japan (all having
been battlefields and occupied by foreign armies during the war,
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with the sole exception of Ireland). On the contrary, the United
States appears to be espeeially selerotic. It should be noted that the
hypothesis of a "European selerosis™ does not seem to be warranted
by the data.

This index was used in our own modified version of the
Kormendi-Megaire test for cighte-n developed countries (OEC),
along with initial ineome per capita, the rate of growth of popula-
tions, and a measure of the variability of monetary policy, to
explain the rate of growth of GNP during 1950 77. Results are
presented in Table 3. In that framework, a U.S. growth rate that
was 0.8 pereent below average is explained by a higher initial per
capita income Cecosting” anet effect of 1.7 pereent in growth) and
by i higher level of institutional scierosis ("costing” a net effect of
=0.61 pereent i growth),

France, on the other hand, did extremely well compared to other
highly developed countries, with o vate of growth of some 0.6
percent above average. Only Japan 3.7 pereent excess growth),
Germany (0.9 pereenty, and Italy (0.7 percent) did better.

France's performance is explained by three factors:

1) A below average initial per capita income, giving a net positive
effect on growth of 0.26 percent;

2) A quite stable monetary policy, giving an additional 0.36 percent
on growth,;

3) A below average index of institutional scierosis, boosting growth
by 0.23 percent.

In conclusion, it appears that growth policy and the political
system are not really indispensable to an explanation of the
economic evolution of France during the last thirty years. France
matched the growth of the average of developed and under-
developed countries. [t did, nevertheless, slightly better than other
highly developed eountries. This relatively better performance is
explained primarily by an initially lagging economy and lower
institutional selerosis due to the circumstances of the Second
World War.

Against this background we should now examine the perfor-
mance of the ceonomy during the very different period beginning
with the oil erises of the early 1970s.



Table 3

Causes of Growth

18 Countries, 1850-1977

(Percent)
New

Italy Japan Netherlands Zealand Norway  Sweden Switzerland UK USA
Growrth rate differentials to
average (to be explained) 0.7 3.7 0.4 -0.9 0 ~0.9 -0.9 -1.7 -0.8
Effect of initial per capita income 0.91 1.39 0.16 -0.49 0.07 - 0.67 -0.58 -0.11 -1.7
Effect of population growth -0.38 0.21 0.35 1.1 -0.24 -0.53 0.21 -0.82 0.65
Effect of money growth instability 0.15 -0.21 0.02 -0.56 0.45 -0.07 0.06 0.06 0.47
Effect of institutinal sclerosis 0.23 0.86 -0.23 0.03 -0.06 -0.12 -0.21 -0.97 -0.61
Unexplained residual -0.2 1.45 0.1 -0.82 -0.22 0.49 -0.38 +0.14 0.39

Australia  Austria  Belgium Canada Denmark Finland France FRG Ireland

Growth rate differentials to
average (to be explained" 0.1 0.3 -0.4 0.5 -0.7 0 0.6 0.9 -1.0
Effect of initia! per capita income ~0.67 0.7 -0.11 -0.76 ~0.39 0.44 0.26 0.54 1.0
Effect of population growth 1.7 -1.0 -0.68 1.47 -0.38 -0.53 -0.09 ~0.24 -1.0
Effect of money growth instability ~0.45 -0.2 0.39 -0.13 -213 -0.50 0.36 0.13 0.15
Effect of institutinal sclerosis -0.2 0.49 -0.2 -0.27 ~-0.08 0.13 0.23 0.17 0.51
Unexplained residual -0.31 0.31 0.2 0.19 0.28 0.16 -0.16 U.5 -1.6€

Source: Author’s calculations.
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III. Recent Economic Policy

French economic policy of the early 1980s is especially interesting
because of contrasting sub-periods when right-wing and left-wing
majorities alternately held power. For the first time under the
Fifth republie, a socialist-communist coalition came to power with
the election of Francois Mitterrand to the presidency in 1981. For
the first time also, with the defeat of leftist parties in the legisla-
tive election of 1986, the president and the majority in the Assem-
bly belong to opposite sides. Thus, this period has been one of sharp
reversals in cconomic policy, an unpreeedented phenomenon in
recent French economic history, except for the abortive attempt by
Prime Minister Jacques Chirac in 1974 - 1976 to set a course of
stimulative policies, 1o be followed shortly by Raymond Barre's
more sedate strategy.

Some economists think that party politics do make a difference
with respect to policy choices. The recent French experience, how-
ever, points up the ambiguities of such a clear cut political demar-
cation. After bricfly attempting a “radical break” with
“capitalism™ and conservative fiscal policy, the socialist govern-
ment went back to rather "Barrist™ macro policy and even pro-
market and liberalizing financial policy in 1983. Overall, the
19811986 episode could be thought of as a collective erash course
in economics, producing i new level of understanding of the forces
constraining macroeconomic policy in a medium-sized open
economy.

We shall first review the evidence of macrocconomie outcomes
during the period, making comparisons to the main industrialized
economies and the German economy. In a second section, we shall
asess the two reversals of global demand policies, occurring re-
spectively in 1981 and 1983. In a third section, some evidence on the
supply-side posture of the left-wing and right-wing governments
will be analyzed. This section will also deal with industrial policy
and ihe problems of nationalization and privatization. A concluding
section will summarize what has been learned during this changing
period.

1. Macroeconomic outcomes: Is there a French lag? The
late 1970s and early 1980s have not been that good for the French
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economy, compared to the performance of the preceding decade, as
well as that of other industrial countries. Table 4 sums up the
evolution of the seven main industrialized countries, with special
emphasis on Germany, the principal partner and co. .y atitor of
France in Earope.

Overall growth, which was ahove average by the mid-1960s to
mid-1970s, fell below average during the carly 1980s. The smine
was frue of gross fixed investment. At the same time unemploy-
ment jumped from below average to above ¢ vernge, while the rates
of rise of consumer prices and of uait labor costs stayed above

average as usuaal.

2. Demand-side management and policy reversal. The data
clearly show the course of macroscononie policy. The second oil
shock brought a sharp increase in consumer prices, a decrease in
real GNP growth, and ajump in unit labor costs. At the same tine
the government tightened monetary and fiscal policies, producing
asharp deceleration in capital formation. These frietors probably
contributed substantiv!lyv o the right-wing defeat in the May,
1987 general presidential and legislative election, the first such.
defeat suffered by the right-wing coalition under the Fifth
republic,

Once in power, the socalist president and government eased
monetary policy somewhat, while adopting a stimulative fiscal
stunee. As a consequence, France enjoved o spurt of growth (in
contrast to other industrial countries during 1982, This came,
however, at the cost of high consumer price inflation at a time
when disinflation was gaining momentum in other countries,

Ultimately, such a policy proved incompatible with a fixed parity
of the French franc within the European Monctary Svstem (EMS),
and the government nad to ehange course hy 1983, GNP growth
then stabilized at a low pace: investment plummeted:; unemploy-
ment soared; and labor costs decelerated rupidly, followed by con-
sumer prices. Macrocconomic policy, on the demand side, was back
to its pre-1981 “"Barrist” stance.

3. Supply-side and industrial policy. The failure of the
socialist “dash for growth™ policy generally has been attributed to
a mistaken forecast of international cconomic developments in
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1982 and 1983."! It could equally well be explained by a lag in
reaction to events. That was already the case with the first oil
shock in 1973 74, which was long considered of minor importance
by French politicians and general public alike. It i equally obvious
that the adjustment of the French economy in the carly 1980s took
place later and was more protracted than those in other industrial
countries. This is especially true regarding factor use, as the sei ies
on fixed investment and employment growth show. Unemploy-
mert in FFrance also rose, m contrast with the experience of the
other countries, in 1984 and 1985,

But the recognition and implementation lags in poliev do not tell
the whole story. Contrary to what happened in the U.S. under the
Reagan administration, the stimulative fiscal package did not
include a positive supply-side component. It was in fact a disincen-
tive supply-side policy —an anti-market, anti-capitalist, anti-
savings policv—that was chosen.

After long vears spent in opposition with no need to eonfront
reality, the socialists came to power with strong ideological moti-
vation to "break away” from capitalism and the market economy.,
Apart from the nationalization program, that meant a policy of
income redistribution and inerease of fringe benefits as well as of
market wages. While the measures taken in reaction to the first oil
shock took the form of tax reductions and incentives to in vestment,
the 1981 82 measures involved inereasing taxes and limiting the
scope of investment incentives that had been introdueed by the
preceding government.'* Higher taxes were designed to finance an
extensive social program.

In addition to higher social charges, enterprises had to bear the
durden of redistributive measures taken outside the budget, in-
cluding . 25 pereent increase in the minumum wage, the addition of
a fifth week of paid vacation, the reduction of the working hours
irom forty to thirty-nine hours a week with full compensation, and
provisions for early retirement.

Morcover, new labor legislation was designed to strengthen the
power of the work force in business decisions at both shop and
enterprise levels.

Another policy that should be considered on the supply side is
the far-reaching nationalization program of 1982. For our present
purpose let “.s just mention that the intended policy effects—the
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Macroeconomic Outcomes and Policy

Table 4

(France and main industrial countries)

Average

growth rate

1968-1977 1978 1979 1980 1981 1982 1983 1984 1985
Real GNP
Seven indust. ctrys. 3.5 4.2 3.3 1.2 1.4 ~0.4 2.6 4.7 2.8
Germany 3.7 3.3 40 1.5 0.0 -1.0 1.5 3.0 2.4
France 4.5 3.8 3.3 1.1 0.5 1.8 0.7 1.6 1.1
Gross fixed investment
Seven 1.C. 3.6 5.6 4.0 -1.8 -0.4 ~4.4 2.9 9.0 5.2
Germany 2.3 4.7 7.2 2.8 -4.8 -5.3 3.2 0.8 -0.3
France 4.0 1.5 3.7 3.2 -1.1 0.7 -23 -2.0 -0.5
Employment growth
Seven I.C. 1.4 2.3 19 0.7 0.2 -0.8 0.4 2.0 1.4
Germany 0.5 1.1 1.8 1.5 -0.6 -1.9 -1.7 6.0 0.8
France 1.0 0.4 0.0 0.1 -0.6 0.1 -0.5 -1.0 -0.3
Unemployment rates
Seven 1.C. 3.7 5.2 5.1 5.8 6.7 8.2 8.7 8.3 8.2
Germany 1.9 3.8 3.3 3.4 4.9 6.8 8.2 8.1 8.2
France 3.3 5.5 6.2 6.6 7.7 8.4 8.6 10.1 10.8



Rate of rise of

consumer prices
Seven I.C. 7.2 7.2
Germany 4.5 2.7
France 8.0 9.1

Rate of rise of
unit labor cost

Seven I.C. 6.6 5.7
Germany 5.6 3.7
France 7.6 7.2

Fiscal impulses
of central governments

Seven I.C. 0.5
Germany 0.1
France 0.9
Monetary aggregates,
broad money

Seven I.C. 11.2
Germany 10.6
France 13.2

9.0
4.1
10.8

6.6
2.0
9.3

-0.4
0.0
0.1

10.6
8.9
13.0

11.8
5.4
13.6

10.0
7.4
12.3

-0.1
-0.7
-0.8

9.5
5.3
10.8

9.9
6.3
13.4

7.7
4.7
12.0

-0.2
-0.8
1.1

10.0
6.4
11.4

7.3
5.3
11.8

7.2
4.0
11.0

0.0
-1.3
0.0

94
6.5
11.5

4.9
3.3
9.6

1.2
-1.0
7.6

0.8
-0.1
0.1

10.5
6.6
9.1

4.7
2.4
7.4

-1.1
-0.8
1.9

0.3
0.5
~0.1

7.7
3.9
8.0

4.1
2.2
5.8

2.0
-0.6

1.5

0.4
-0.5
-0.v

89
4.9
7.9

(Source: IMF, World Economic Qutlook, April 1986.)
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stimulation of economic growth-—did not result, not an unexpected
outcome for professional economists but rather a surprise for the
socialist government and it bureaucrats. From an industrial pol-
icy viewpoint, defenders of the program would argue that it facili-
tated the restructurimg of considerable parts of French industry,
notably state-subsidized lame dueks. That conclusion is debatable
n general and viously not true of the {inancial sector, even
thoagh it is characterized by more than 95 percent public owner-
ship. This sector experienced no restructuring whatsoever, even
though it is widely recognized that banks ave grossly overstaffed.
The most visible effect of nationalization was to provide jobs to
top-level burcauerats with left-wing svmpathies and socialist
politicians. Morcover, it probably increased the dominance of hig
state-owned business groups with special links to the major state-
owned banks and the bureauceracy. In other words, it inereased the
monopoly power of the burcaucratic caste.

Quite obviously, this set of policy moves did nothing to reinforee
incentives in the shrinking private sector of the cconomy; on the
contrary, it left private managers of simall and medium-sized en-
terprises rather dispirited.

Overall, the policies of the socialist government., at least in the
carly phase, proved to be i blend off Kevnesian defieits and supply-
side disincentives. This combination. as well as bad timing in
relation to the course of international cconomic activity, was ulti-
mately responsible for the tailure.

4. What has been learned. The post-1983 policy is quite
another story. A U-turn in macroeconomic policy was engineered
first through a change of the Minister of Economy and Finance,
and then with the nomination of 1 new prime minister. The gov-
ernment went back to an "austerity” program following conserva-
tive deflationary lines. A lid was put on budget deficits at a
maximum of 3 percent of GNI. At the same time, state-owned
firms were ordered to cut spending and try toreturn to the black by
election time 1986, And an imaginative program of financial
liberalization and referm wos launched, even though in a
piccemeal way. More incentives were granted to financial savings,
anew “second” capital market was created, new finaneial instru-
ments were introduced, and some easing of international financial
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transactions was authorized. However tentative, these measures
constituted a significant first step in the direction of introducing
more competition and flexibility in the state-owned and state-
controlled finaneial svstem.

The right-wing government of Jacques Chirae did not bring
many changes to that macrocconomic and financial policy except
by increasing financial openness, repealing some fiscal disincen-
tives ithe tax on private wealth, and punitive income tax rates),
suppressing the archaic price control system, and eliminating ex-
change controls for current transactions,

The main divergenee from previous poliey involved the promise
to privatize state-owned enterprises, including those nationalized
before 1981 inotably Renault and hig public bankst. A public law
passed during the sumamer of 1986 explicitly formulated the main
lines and timing of the privatization process.

As of Tate 1986, one can observe a kind of convergence and
consensus on macrocconomic and financial policy. Contrary to
common belief prior to 1981, it is now widely understood that
unemployment cannot he cured by inereasing real wipes,
nationahizing ailing firms, and further distorting an already inef-
ficient an uncompetitive financial svstem. 1t is now aceepted that
firms should carn profits, that savings should he encouraged or at
feast not be diseriminated against, and that managers should be
free to adapt their work foree to the needs of production and
competition.

Indeed. the curvent concern is that the present policy tas well as
carlier socialist policy1is too concentrated on balaneing the budget
at o time when the cconomy is still slack. In spite of growing
unemployment and declining price inflation, the government ap-
parently is unwilling 10 cut taxes without an equivalent cut in
spending. This reluctance may be dangerous in what aptly could be
deseribed as aomild but real cconomie depression. True, the open-
ness of the French cconomy tmore than 35 percent of GNP is
exported and imported) creates @ problem for any stimulative
fiscal policy. But o mix of supply-side incentives plus Kuropean
coordination of expansionary budget policies could well prove to he
the answer.

But such a coordination involves great difficulties, difficulties of
the same order as effective privatization of the economy. Chief
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among these differences is the need for agreement from the
bureaucracy to renounce a part of its present overwhelming power.

IV. Present Problems of the French Political Economy

As evidenced above, macroecone nie policy did not play a decisive
role in French postwar growth. h anything, that role was slightly
negative. An average performer until the 1970s the French
economy is still so in the 1980s.

Nevertheless, many things did change, both in the national and
the international cconomy. World markets began to bear more
heavily on the course of national growth with the progressive
inerease ininternational trade that this trend, which, as Lindbeck
pereeptively noted, makes national policymaking more like re-
gional policy, with states competing, for example, to attract geo-
graphically mobile foreign investment.™ Morcover, the inelusion of
the French franc in the KMS further constrains domestic monetary
policy. It isdoubtful if it still hasany significant leeway, relative to
German monetary policey.

If macroccononiic poliey is constrained more severely, as well as
being relatively ineffective, what of microeconomic policy, the
preferred and more reliable instrument of economists, as Har-
berger reminds us.'* Undoubtedly, France can improve the effi-
ciencey of resouree allocation. Since the economies profession is of
rather recent origin here, starting really in the carly 1960s with
university progrims speeiatized for the first tine in economices, the
voiee of economists criticizing wasteful interventions and regula-
tions is only now beginning to he heard.

But it could be argued that the role of economic advising is
smaller in a highly developed country than in underdeveloped
ones. After all, as Barro points out, with reasonably efficient mar-
kets we should expeet that the general marginal produet of
economists should be roughly equal to their earnings.'® In this
light, even if we analyzed the efforts of the entire economies profes-
sion, it would be surprising to find policy adwvice that would im-
prove the country’s growth rate by as much as one percentage point
per year. And even if such improvement eould be inade, it surely
would entail the social cost of persuading political leaders and
pressure groups to renounce policies that are socially anti-
productive but (to them) privately profitable.
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These considerations inevitably lead us to turn to the political
market and its special hallmark: rent-seeking behavior. I would
like to argue in this section that rent-seeking (or mercantilist)
behavior hasiloundered 1n France for at least the past thirty years,
with the result that Olsonian redistributive coalitions abound.
Empirical evidence does not authorize us to attribute a large part
of the reduced growth of the 1970s and 19805 to increasing institu-
tional sclerosis. But it could be hypothesized that at present in-
terest groups stand fully in the wav of growth rates above the
average "American” rate of' 2 pereent. Some engines of accelerated
growth have run full course during these thirty vears and now ave
exhausted.

It follows that a resumption of higher growth requires a serious

improventent. in the mierocconomic efficieney of some markets
most notably labor markets, both for unskilled and highly skilled
individuals. The market for unskilled labor in France is tram-
meled by unions—which exclude younyg workers from productive
employment, by minimum wages and ciher regulations, and by
welfare state institutions in general, The market for managers is
marked by the coalition in which higher level bureauerats
graduated from some monopoly schools join union politicians to
keep an ownership right over a major share of French firms. This
last problem is, of course, linked to the question of state ownership,
nationalization, and privatization,

Ekelund and Tollison recently demonsirated that France's tand
more generally, other countries’ mercantilist trade policies were
and still are founded on the political equilibrium of domestie pres-
sure groups.'t Iwould argue inversely that the opening of foreign
trade and the slowing down of growth bring increased pressure on
the corporatist-mercantitist equilibrium established during thirty
years of high growth and prosperity. Integration in mternational
markets and in the European Economic Community increases the
competition faeing French firms and tends to destroy previous
rents. This makes it plausible that the advice of economists might
be follo'ved—at an already reduced cost.

According to Ekelund and Tollison, the mereantilist strategy was
not a simple policy mistake. Neither was it simply a foreign ex-
change policy. It basically came as a necessary complement to pro-
tectionist policies whose true function was the granting of rents to
domestic interest groups.
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Mercantilism meant regulation of domestic activities. These
rent-granting regulations could not have been enforeed without
some control of international trade. Since rent-pranting policies
reduce the efficiency and competitiveness of the domestic sector,
export subsidies and import protection are needed both to guard
against external pavments disequilibrium and to maintain the
rents against the encroachment of foreign competitors indomestic
muarkets,

In thisframework, mercantilist poliey is explained by the politi-
cal dominance of s<ome interest groups. I and when the rents are
eroded by foreign competition  as should be the case in an apen
economy-—these wroups lose both motivation and the political
power to defend their monopoly rights effectively. Also, technical
change will make <ome rent-seeking impossible to defend. Satel-
lite tran=mission of television signals, for example, will reducee
drastically the monopoly power of domestic television networks
and producers.

Other factors such s the development of supernational law and
Jurisdictions will turther weaken political rents. This is 1 notable
consequence of increased competition under the European
Economic Community, and of its anti-trus, Liws. Recently, the
Suropean law has been used by entreprencurs tryving to introduce
more competition in the retail business, It also limited the spolia-
tion of stochowners by the State in the nationalizaticn process of
1982,

There is inereasing evidence that disequilibrium prices prevail
in the Kuropean labor market, with o “wige gap” determining an
excess supply of labor and often taking the form of a queue of
unemploved waiting for the rents provided by “official” wage-
employment. Trade unions do henefit from political rents, which
maeke them less attentive to members' interests or membership
numbers.'* Moreover, nationaltly segmented labor markets reduce
mobility and competition, while stricter immigration policies pro-
tect the entrenched interests of high-salaried emplovea workers.
There is also significant evidence, at least in France, of dis-
employment effects of regulited minimum wipes, while fabor
rents continued to acerue to emploved workers, 1= 1

The present course of poliev is toward a very slow and gradual
recognition of these facts. The increasing number of young unems-
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ployed people and the increasing burden that unemployment com-
pensation places upon public finances and taxpayers will explain
this change in the attitude of peliticians and the general public. For
the moment several roundabout dispositions seek to promote tax
exemptions for the employraent ef the young and unskilled, while a
part of the adjustment burden is transferred to immigrant workers
pressured to leave the ccuntry. Some politicians and union leaders
now also urge the young unemnuloyed to accept “small jobs™ (i.e.,
employment outside the corporate sector). But a final solution will
have to be found in the relaxation of regulated wages and in the
reform of the welfare state expenditures and taxes. Since this will
spell the end of many bureaucratic-political rents, the fight will be
long and protracted 2"

At the other end of the Iabor market another important debate is
going on. The French political, social, and financial system (s still
basically that desciibed by Ekelund and Tollison for seventeenth
century France. The Freneh equivalent of Wall Street is not the
Paris Bourse, but “rue de Rivoli,” the seat of Finance Ministry,
aptly and symbolically situated in the Louvre Palace. An ex-
tremely centralized and state-controlled financial system (the
more so0 since the 1982 nationalization of the remaining private
financial firms) is for every practical purpose in the hands of the
government.*! This system gives the Minister of Finance and the
State-controlied banking system a decisive say in the nomination
of corporate managers. Access to credit and recourse to the "old-
boys network™ twhich gives rise to favorable firm-specific regula-
tions) are crucial to a firm’s suceess in the market place. Through
this mechanism, higher-level bureaucrats from the Ministry of
Finance (all of them former graduates of the same monopoly
school, the Ecole Nationale d’Admiii . stration (ENA), maintain a
real controlling interest in nearly all the large firms of the coun-
try.2? They collectively aire, in a way, the sole governing board for
voth public and private corporations.

This system, of course, would be ruined by an international
takeover of a significant part of the French corporate capital. The
choice of managers would then rest with some shareholders in
Tokyo, Los Angeles, Dusseldorf, or London. And the market for
managers would have t¢ open up to foreign competition. That
would spell the end of many interdependent rents: that of former
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students of ENA, that of higher level bureauerats of the Finanre
Ministry, that of present managers of public and private firms, and
that of bankers and paliticians. Understardably, this is a policy
choice strongly rejected and resisted by these people. The
nationalizations of 1982, as well as the “silent nationalization
process” presided over by conservative governments during the
19605 and 19705, probably are explained in part by o deliberate
domestic resistince o internationalization of the French corporate
apital.

The new trend toward privatization is dne partly to a growing
recognition of the costsof such o policy course, as well asto increas-
ing external opportunities. The managerial rents currently are
being croded. Stgnificantly, the new rightist government eleeted
in 1986 has resisted the intrusion of foreign capital in corporations
to be privatized. An upper mit to the share of foreign ownership
first set at 15 percent of a firm's total capital, was recently (and
very modestlyo revised to 20 pereent. In asinilar vein, the liberali-
zation of exchange controls was rather tentative, not going as far
as granting total freedom to financial capital movements,

Given these problems and trends, a erucial test of the possibility
of improved efficieney for the French economy will be the way in
which the present government handles the deregulation of labor
markets and the privatization process. A nationalistic-
mercantilist stance will evidence the resistance power of those who
enjoy political rents, A more oper attitude would reveal a real
change in the French political-economie system. [t would change
in many ways the product ivity and general efficiency of the corpo-
rate sector, obviously a key to France's future growth performance
in ar ore competitive world.

Thus, it is useful o reeall that growth policy is now, as in the
past, as much a political as wn economic problem. But increased
economic competition linked to less favorable cconomie growth
prospects direets considerable pressure toward the reduction of
political rents.
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