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PREFACE 

This study of the French economy, by Jean-Jacques Rosa, is part of 
a special series ofcountrv studies that.Arr aid Harberger is editing 
in the Center's Country Studies series. '. is new series follows a 
1983 conference in Mexico City (andsubsequent publication of 
W/rid Economic (r;n'th:C'use Studies ,/ l)cvuclo!d a(hlnIcuelop­
ing Nations, which he edited for the Institute for Contemporary 
Studies, with which ICE(, continues to be affiliated. The earlier 
bock featured twelve country studies, of five developed and seven 
developing count ries. Other st udies in this twelve-part series will 
lok at Argentina, Bolivia, Burma. India, the Ivory Coast, Spain, 
Turkey, and other countries; and they vwill provide the basis for a 
second conference and ultimately a second volume of' World 
Ecco'i)ic (rowh./ 

In addition to this special series, the Center i- this year publ ish­
ing a numlber of Ot her country studies, including a revised edition 
of Mo(hls of Dectlopnitnl: A (omparative Stu(dy of Economic 
Growth in South Kor'a ((I. nuwan, edited by Lawrence Lau, and 
a study of the economic liberalization in the Peoples' Republic of 
China. 

Nicolas Ardito-Barletta 
Genaral Director 
International Center 
for Economic Growth 

Pa-.ama 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 half'of the 1980s, signs of 
rejtlvenation were present, but elements of'rigidity and resistance 
to change also were evident. The big question was whether the 
future would be dominated by fbrces working for a flexible struc­
ture capable ofcontinued adaptation to a changing wo ld 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 rate 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 w'As only 
sliphtly 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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per capita grew at 4.3 percent per year in 1950 -65, 3.9 percent per
year in 1965 -- 75, and only 1.8 percent per year in 1975--85. Over 
the ,arne three spans, the rate of'price inflation grew from 4.9 
1,v'cent in the first period to 63.6 percent ilrthe second and to 10 
percent per year in, te lihird. 
Jean-Jacques Rosai 
traces this history perceptively. Ile notes 

that France shared NvithJapan and most other European countries 
the in, titutlonal shock oftlie Second World War. The postwar boom 
oflthese count ries isexplalined p.rt ially by the flict that old institu­
tional rigiditis ii( eiti'encleid interest gr1o,ls were dislodged. 
Flexibility anld adaptation to at
changing economic environment 
beCI lnew wat ciiwords. In riaicV, the econorlic picture was
 
bri'ghtened furt her hv a stable nionetai'y policy, at least until the 
in id- 1970s. 

Rosa att rihutes the declininri firtines of' the French economy to 
"LurosVierosis,'' inacCuinuli-it ion of' rigidities and resistances to
adaptaLion, Nn cx perieince shrfed !by,sevenii I etr'rl utri-o1pean
Coulntries. lPOlicies f'lavi' ng alreiady entrencheed labor groups im­
posed the 1)turdern of' added utnemiliyriient on tile y(ung and tiunskilled. Most industries iii wereFrance connected with the 
highly centralized hitaiking systell, which was controlled by a
 
bureaucracv tied together by an "old boys" network of'corporate 
manager's.Rigidities intile in(1ust r'ia] Str'uct ure were exacerbated 
by widespecad state ownership. 

France passed th'otugh a watk rsbed with the Mitterrand igov­
ernment's shift in policy 
 fron In ideological socialist stance in 
1981 and 1982 to ai more m(iderate, )ragmatic, even traditional 
posture since 1983. This shift was, of' course, enhanced by the 
right-wing victory in the elect iiins of Ma rch 1986, leading to pror­
;ses of' liberalization, deregulition, and privatization in many
segments of' tile French economy. Rosa welcomes this change, but 
he also expresses skepticism. lie is certain that the entrenched 
interest groups formed by the existing (and rigid Istructure of the 
economy will not yield their positions willingly or lightly. The 
question is whether the fbr'ces f'avori ng flex ibil ity, modernization, 
and change will prove strong enough to dislodge them. 



JEAN-JACQUES ROSA
 

French Policy and Growth
 

The French economic sysitm ranks as one of the most centralized 
aniong industrialized countries and is in many respects similar to 
the Japanese systen, The French growt h rate, mediocre between 
the two world wars, has been high since 1945, despite (or perhaps 
because of) pervasive government intervention in the econormy. 

In part, the develapments of the last fifteen years have discred­
ited traditional corporat;st economic policies 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 t)olicies-for instance, those of 
Raymond Barre between 1976 and 1981 !wd of Jacques Chirac 
from spring 1986 until the present. On the other hand, there were 
increasingly dirigisteand statist strategies- -as in the case of the 
Pierre Mauroy government between 1981 and 1983. The Laurent 
Fabius government fr-om 1983 to 1986 was a rather ambiguous mix 
ofdirigisineand partial liberalizat *on of financial markets where, 
nevertheless, the state still retained ownership of more than 95 
percent of the financial sector. 

1 
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At the same time, such a specific political and economn ic system
did not seem to pertbrni very diferernt ly fron ot her, more market­
oriented, in(lust r'l izted ec(Torini es. French postwar economic per­
f1rmance, although reniarkahle, significantl ewas i iferent 
from that of' (erniranv. Italy, or Jaipan. And Ilie Iroulhed period
since 197:3 still has not prouced substantial distinction: toleFrench eenr'lri~lic l)e('FilrlranceO inlt i1l(5 o (' rises has h~eeni average 

by starnards TuropearThe present jI)nhltins ol'investment slug­
gishness, a historicalily high rate of' uinewiphlyment, and stagnat­
ing ove.ralt ern lphoyvnt are shair1d hv All fluropean countries and 
have been (lu)lbed "liroscIrOsis hY 0111C analvst s.I 
Meanwhic,Ilhe policy delite took a rlew turn d'ring the 1970s 

and by tle e:arly 19P8Is. (l+la (lt'rulfd pdicy went out of'hishion 
as the lieces-it o0!slippl-side coole-ihratiris and neoclassical 
interproation s lfllt'l'o('Clll lic., "airied( prormlinernce. A strong 
resurgence of ecoroorlic ]il(ral isnl tillthe lnUr)pela:) s,''r) OthasiC 
f'aith illtheIllnarke, Illachuisinl ail ef cierw, ipavQd the way for 
new reflectiors ol the vir;u ' ((1 d(( 'r)'u'Illation anal privat izat ion. 
The intellectual 'linate arnd( hate wereit ical changed r'di­
caliy in only tlnlvar,'., 

But in t hilt r'Opq(ct tol(, F'rraii'c has no+t Ileer exceptional. That 
mutat i( can he un(lerstO(ld(as it stiSUltof't le ircreNsed o)enness of 
the French ecOlnoir and sciety. \:v ;N (.liPse(llenlce, an evaluation
 
of growth i)oli(ies sh(old! at 
 thin very lest try to (lisentangle the 
influence olohast ic p1l ic'i('5 frori I ho.l(,5 of irlternat onal econinlric
 
conditions Or basic national 
trends.
 

This paper begins N ithI a discussiOr of' tit secular grovth per­
fioranice of the French ec)norny 
since the iegrining of' tLh cen­
tury. it then cites the causes of' postwar growth and describes
 
traditional ecoll)nlic policies as well 
 as their reversal in early
1980s. Finally, it presenits the current pokicy dilermas of French 
government, iii macro ;ts well as rmricrol ter'ris.
 

In this paper, tlhe approach Io government policy will 
not be 
exclusively nornl ive--c(icer'e with what a government ough 
to do according to considlerut ns of economic efficiency. Rather, it 
also discuss the more posit ive, publ ic choice approach, which deals 
with what, a government can do when con fronted with both 
economic contingencies and the interplay of' political forces. 



3 FrenchPolicy and Growth 

I. French Growth in the Twentieth Century 

Overtaken by Englan(d and Germany in the nineteenth century 
race fbr econmnic power, France marniged to stay in the leading 
group of' colltries undergoing a raipid indoustrializ ation process, 
despite a prolonged slowdown (lii ng the Tears 1HI66 1896. The 
retardat |on of growt (11 ig this episo(le exl)lairis it) large part the 
image--perllaps the doi inant View bet weeri the wvars -off France 
as a stagmnt ecormioy of small Firms aidn shopkeepers.2 

This traditioial picttore does not fitt the twent iet Ii centuvy data 
particularly well, as shovl by secular' growtI figur'es in "l'able 1. 
But the aver'ge paerflmince (ift lie French econioniry, compared to 
that of other higih-glowth, devehip)ed countries, yields two excep­
tions. One, covering he (;r','at I)epressiori years and the Second 
World War 11929 wav t ire u(f r1950), a ecoromic urderachieve­
ment. In this period, F'ance ranlied last ariong the ]eirdin,, indust­
rial econ(omies. The ot her except ion ;I)eals (Iurilg the p(_'iod f'ro0m 
the early 1960s too the (;a rlv 1,97t)s, when IFralce' econorri ic growth 
ranked second only to 'Japan's. 

Overall, these data give Y0)lnie sulpport to) the interpretation of' 

postwar growt h as an exceptional phellornellnoll: gro\vt lrates siice 
the first oil shock have retuinmed more t o seculnar nor'ms or trenls. 
The economic 'riracle' (of tile i9m ts probably is due to tile in­
creased openness and intensificalion of internat io)nl t rade start­
ing in the early 195ts, in complete coot rast wit heOwagmentation 
and protectionism of'the 193(s According to Abr'aroovitz, the high 
g-owth of the 19i0s ;id early I970ts also is due to other industrial 

countries, which had accu il I aatt'' sigroificant technological lag 
dur ing the 1930s and 19-10s, "catching Up" to U.S. rates of grOowth. : 

(See Table 1.) 
Accordingly, an explan t ion o f' F"renct p)ostwar growth should 

make adistinction between t hr'ee cnnpott. its: (ta)ageneral inter­
national trend due to Px Am vrico'1 and free trade rf'ter the war, 

(a general and internat iona l trend fAot her countries catching up 
to the United States after falling behind between 1920 and 1945, 
and (c) a catching up from a specific French lag accumulateld in the 

1930s and 1940s. 

Some evidence of a the laggard position assumned by other in­
dustrial countries vis-a-vis the U.S. economy, after each of the two 



4 
JEAN-JACQUES ROSA 

Table I 

Secular Growth, 1900- 1986 
°Japan I"{( Italy F ince UK USA 

1900, 1925-29i l.f; 0.7.6 1.5 0,5 1.5 
5 .i

b1925.-29, 1950 .. 1.2 1.3 1.0 1.1 1.31950- 54, 196: 671 SA 5.0 4's 3.7 2.5
1963 67, 19 71i 10:15 .1.52 5.4I 5.7 

1.9 
3.0 2.58197-1, 198W, :172 2.28 1.G8 ].S6 1.3 1.79 

" Sources: For sc im oi 'ds,s KuNth ',omic ',0(,'mmt /o/,atioos ((W tltbrtidge:Harvard Uni veitv 'r'ss. 1972); for itts ".st. Ie.' Notes Bleut.-;, No. 251, "Les
comptes prvisioiiu ls de la Nat ion pour 1985 it priicipahis hypotheses
econorniqiues ou 198;," Tlle 1, 1985, mnod ( lIE, 1985. 

world wars, is apparent in Abrarnovitz's data, here reproduced as 
Table 2. 

That thesis implies that France's economic perlbrmar .e, as well 
as that of'other developed countries, should Converge i iie future 
to approximate that of the U.S. ecortiori(. since the ,A , In other 
words, the g(,ai:9 of growth policy probably should revised 
downward when two phenomena are present-when there is no
further )rospect of catch iiig up and when the liberal intei-national 
regime is less secure, due toa protectionist revival and the relative 
decline of America 11power as neasI red 1b, the share of U.S. GNP 
in world GNP. As Grtat, Britain had been a century earlier, after 
the war the United States was committed firmly to free trade,
indeed, to imposing a liberal evonoumic order on the world. In 
present circumstances where Ihey cannot-or will n.t-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 Frerich economic growth. Con­
trary to the view frequently held among bureaucrats 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 Productivity, 1870-1979 
Means and Relative Variance of the Relatives of
 

15 Countries Compared vith the USA
 
(US (]lP per Manhour - 1000
 

Mhan Relat ive 
\T.I'ialllct2 

1870 
1890 
191:3 

77 
68 
61 

166) 
(68) 

.51 

.48 
.33 

1.51) 
.,48) 

1929 57 .29 
19:38 61 .22 
1950 46 .36 
1960 52 .29 
197:1 69 .14, 
1979 75 .15 

1187,: Md 1 I890.Figoi-es in par-ent heses ae ha sed oil rel ati es ithiUK 100 
2Standard deviationl 11,11 

Softrce: Moses Abran ovitz, "('i lchinig 1 ) and FaIliing Iehind," paperIpresented to 
the Economic Ilistory Assiecation, New Yoirl, Stpteibii r 20, 1985. 

role in fostering economic performance. At the very best, its use­
fulness came fr'om avoiding major policy errors in managing the 
economy, but it could well be that, a similar result would have 
occurred without a planning authorit V.Thus, we find ourselves in 
agreement with the earlier skeptical views ofCarre, l)ubois, and 
Malinvaud. -I 

But this conclusion also should be true in the opposite direction: 
the French politico-burea ucratic system did not prove to be too 
serious a hindrance to the fbrces of economic growth. Indeed, 
France's perfbrmance has been equal to or better than that of freer 
market economies, such as those in Germany or even Italy, while it 
fell short of that of more "'corporatist," if not statist, countries such 
as Japan. This evidence suggests that economic perlbrmance 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 estinlating separately
the impact of variol w fctiors on econol wicglowth, including thle 

analysis of differen policy variables. Sucli resea rch is especially
relevant Aor an assessment of'growth policy hecnuse it provides for
the first tilne an over'toll coherent fraiework including theoreti-
Cally warranted casa Ifactors of economic grovth. An example of' 

a -tIYy 
ort v-sevell c(ttri,. (eveloped and underdeveloped located oi

various continets, duriong the period 1950) 19770 

this work is d Kor:mend(i and Meguire, which covers 

The )asic
niodel is derive(l froim netoclassical growth theory in which GNP 
growth is liiked to tile iccumulation o'cap ital, laor sLipply, and 
technical progress.

If the world econoniv is conceiv",l in such a iiodel as a
honiogeiieoas 4pace w tactortechniues prevail, thle .-

fre Mobility and diffusion of;(orce~s nif'rnwt h di fferent il cain he fbund 
only in the initial levels ofiicoile per cipita and in different rates 
of populat ion growt h. 

Oin this firm and now stan(lir theit'etical baski the authors of
that study add some current theories of policy influences on
growth. First, tihey 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.,; Indeed, 10oney supply variability is suppose(] to distort 
)rice signals ai(d i ndce ernoineous al locations of re.,ources. Sec­onld, they incorporate "he theory of' Fischer 3lack, which derives 

directly from modern .-niicial economics and posits trade-offa 

between stability of growth 'iod the aerage 
rate of growth. 7 Ac­
cording to tis theory, increased variability should, On average,
increase the pace of econoniic growth, just as increased risk in 
investment yields on average a higher return. A third theory, that
of' public finance theorists and, recently, tile so-called "supply­
siders", :;uggests that higher taxes distort individual incentives 
and lead to reduced growth through misallocation of resources! A
number of"authors now emphasize the disincenti;ve effect of' infla­
tion on economic growth. And last but not least, many economists 
think of Ibreign tride as a 'hindiaiden 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 l'om an initially low GNP per capita. 



?rench Poliy and Growth 

Let us review briefly the rnin determinants ofeconomic growth 
as tested by Korniendi and Meguire. We shall then analyze the 
consequtie nces of those polici's on growth, especially inthe case of 
France. 

Initial (1950) per capit-a income. /one thinks of the world 
economy a- s ing, unit, witLhin which production possibilities are 
developed by t h(' "SI ta'Ofthe arts," an iit iail"' low income reveals 
either an under-accurnulat iot) ofcpital, or a sunopt inial supply of' 
labor, or a lag of1'techniqucs kehimt the fi'rnt ier of technology. 
Move.'melt toward the eqNitlihidirn'l combirilt ion of factors should 
entail higher than norimil g.nw i, the "world" income perint iil 

capita prevails.
 

Average demographic growt h.Accorid ig to Iie same theory, 
this aspect should incl'.,:ist, one fie(GN P grlowth, at least in the 
case o. a stable strct re o" lie at't i've oIllttion 

Growth variability. As meliSlimetd by the slantlard deviation of' 
growth rates i-tt>priodtindei' considerat ion, growth variability 
should contrilnute to anl +l< average rowth rate. 

Money growth variability. According to monetarists an] new 
classical economist,;, this deterrin:iMt should reduce the growth 
rate of' the economy thir ugh liise price signals and erroneous 
private decisions. 

The average rate of money creation. According to some, it 
could either increase the rate otfgrowt h oft he economy (as a factor 
f'acilitating 1wed uction) or exercise no influence whatsoever 
money being a simple "veil"). 

A higher' 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 ecOnonI ic growth. As a proxy of 
higher taxes, the authors use tile rate of growth of* the ratio of 
public spending to GNP. 

France's gro)wt h per' orobi- ce is strict ly average relative to the
other florty-six countries in tie Korirend i-MegUi re study. The 
study interprets this ls lI titoUtcOH of opposite i iuences: on the 
one liid, nolletary gr(owt i wals miore stable dan average (ex­
plaining 1.0 percent move gr owlt hthair average)and inflat ion was 
mole-rate (explaining a nother (.3 p(rCent excess growth1). On the 
ot her hand, fact)rs such as high '-.tial prT cal)ita income, slow 
population growth, 'In( a very uns ,ail, rtte of'(NP growth helped
to depress French gri'rwt h. 

Overall, the posi:ive efflects oi a conservative riornetary policy 
seem to have been s('fet by alrat tier irietficiert stibilization policy.
On the first point , lF'aceddid nelrly as well as tie United States,
while on tlie secod(, I i' .wroecoitromic policy aslras been ill­
conceived ls (arett iritin's. 

olwever interesting, thre tests Of' hrrmen(li aid Meguire did 
omlit an intl rri ial henry otecoroniic growl Ii (or more precisely a 
theory of non-g)rowt 1--that fIMOicu Olson, expounded in T7e 
Rise am/l)im,()/,IXtion. . Accordring to()Olson, economic growth
(implicitly supI)osed to be )OiMInetLIs in(Id Unbridle(1) is choked 
down prog'es.ively r'ouih tie by tihe development oflVarious 
interest griOl)s, which gene'at(e a coiditiorn of "institutional 
sclerosis." But tIe ((ve]orniient of' private interest groups takes 
time, and nmtioril t!mirmri Ssuch ais 'evolution, war, 01- civil str'ife 
operate to iiiped, pr)'ess.Iii'-giii I( iation ind developnent.

Thus, count 'ies such ;as
Fr-ance, (,errnacy, and Japan, whose social
 
structures we'e a1tlast 
 )art ialIvile(stiroyed by World War IIand its
 
afterinat h, should lie 
 less prone to this sclerosis.
 

It seems especially appropriate that 
a test of the CIson 
hypothesis sho U(Ibe incl uded in t his ',ssessnme nt IotFrench growth
policy. A convenient mneasure institutiniml sclerosis Las been-)t' 

constructed hy K''ang Chmi f61r eight een countlries, including thir­
teen European )lus ('countr-ies .,ali,, thle United States, Au­

'
stralia, and New Zealiid.. 
According to thIis index, the less sclerotic counit C .are Austria,

Finland, Fnrance, Germany, h'eland, Italy, and Japan (all having
been battlefields and occupied by fbreign armies during the war, 
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with the sole exception of reland). Oil the contrary, the United 
States appears to be especially sclerotic. It should be noted that the 
hypothesis of a "'European sclerosis" (foes not seem to he warranted 
by the data. 

This index was used in our own modified version of' the 
Kormendi-Megdire test for eighte ' developed couwtries ()ECI), 
along with initial income pIer capitai, the rate of growth of'polula­
tions, and a measure Of the variabilit v of' inonletarv policy, to 
explain the rate ofgrowth of'(GNP during 1950 77. Results are 
presented in Table 3. In that firamework, a U.S. growth rate that 
was 0.8 percent below average is explain(d hy a higher initial per 
capita income ("costing"a net eflect of 1.7 percent in growth)and 
by a higher level of inst itut ional scierosis ("cost ing" a net eftect of 
-0.61 percent in g,'nwthI). 

France, on the other hand, iI ext renelv well compared to other 
highly (feveo)pe(f cnuntries, with a rate of' growth of' some 0.6 
percent above average. ()nlv °Japan 13.7 percent excess growth), 
Germanv (0.9 percent ), nid Italy (.7 percent) ifid better. 

France's performance is explained by three factors: 
I )A below a,,verige initial per capita income, giving a net positive 
effect on growth of' 0.26 per'cent; 
2) A quite stable monet av pol icy, giving an additional 0.36 percent 
on growth; 
3) A below average index of institutional scierosis, boost ing growth 
by 0.23 percent. 

In conclusion, it appears that growth policy and tile political 
system are not really in(ispensarble to an explanation of the 
economic evolution of' F'rance (uring the last thirt v years. France 
matched the growth of' the average of developed and under­
developed count ries. It di, rnrevert heless, slightly better than other 
highly developed couontries. This relatiyely better' per-foriunce is 
explainedt prirnarily by an initially lagging econ.,mny and lower 
institutional sclerosis (foe to the circumstances of' the Second 
World War. 

Against this backgroufnd we shoul lnow exainine the perfbor­
mance of the economy (iuring the very (if'ferent period beginning 
with the oil crises of' the early 1970s. 



Table 3 

Causes of Growth 
18 Countries, 1950-19'77 

(Percent) 

Italy Japan 
New 

Netherlands Zealand Norway Sweden Switzerland UK USA 

Growth rate differentials to 
average 'to be explained) 
Effect of initial per capita income 
Effect of population growth 
Effect of money growth instability 
Effect of institutinal sclerosis 
Unexplained residual 

0.7 
0.91 

-0.38 
0.15 
0.23 

-0.2 

3.7 
1.39 
0.21 

-0.21 
0.86 
145 

0.4 
0.16 
0.35 
0.02 

-0.23 
0.1 

-0.9 
-0.49 

1.1 
-0.56 

0.03 
-0.82 

0 
0.07 

-0.24 
0.45 

-0.06 
-0.22 

- 0.9 
-0.67 
- 0.53 
-0.07 
-0.12 

0.49 

-0.9 
-0.58 

0.21 
0.06 

-0.21 
-0.38 

-1.7 
-0.11 
-0.82 

0.06 
-0.97 
-0.14 

-0.8 
-1.7 

0.65 
0.47 

-0.61 
0.39 

Australia Austria Belgium Canada Denmark Finland France FRG Ireland 

Growth rate differentials to 
average (to be explained 
Effect of initia! per capita income 
Effect of population growth 
Effect of money growth instability 
Effect of institutinal sclerosis 
Unexplained residual 

0.1 
-0.67 

1.7 
-0.43 
-0.2 
-0.31 

0.3 
0.7 

-1.0 
-0.2 

0.49 
0.31 

-0.4 
-0.11 
-0.68 

0.39 
-0.2 

0.2 

0.5 
-0.76 

1.47 
-0.13 
-0.27 

0.19 

-0.7 
-0.39 
-0.38 
- 13 
-0.08 

0.28 

0 
0.14. 

-0.53 
-0.50 

0.13 
0.16 

0.6 
0.26 

-0.09 
0.36 
0.23 

-0.16 

0.9 
0.54 

-0.24 
0.13 
0.17 
0.3 

-1.0 
1.0 

-1.0 
0.15 
0.51 

-1.66 

Source: Author'q calculations. 



11 FrenchPolicy andGrowth 

III. Recent Economic Policy 

French economic pol icy 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 republic, a socialist-comnmunist 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 3ides. Thus, this period has been one ofsharp 
reversals in economic policy, an unprecedented phenomenon in 
recent, French economiic history, except for the abortive attempt by 
Prime Minister Jacques Chirac in 197-1 1976 to set a course of' 
stimulative policies, to be fbllowed shortly by Raymond Barre's 
more sedate strategy.
 

Some economists think thtt party politics do make 
 t difforence 
with respect to policy choices. The recent French experience, how­
ever, points up the ambiguities of such a clear cut political demar­
cation. After briefly attempting a "radical bleak" 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 
1981- 1986 episode could be thought of'as a collective crash course 
in economics, producing a new level of understa rding ofthe forces 
constraining mtcroeconom ic policy in a medium-sized open 
economy. 

We shall first review the evidence of niacroeconornic outcomes 
during the period, makineg comparisons to the ma in 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 Lhe 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 suums ui) tile 
evolution of'the seven main i nd ustlia! ized ('otn tries, with special 
emphasis on (;ermtaiiv, th( principal p!int nie aiil co. q titor of 
France in Ear'pe. 

Overall growthIi, which wats toiive ;vcaverage )v the ilid-19I60s 
mid-197()s, fil below iveraige duritw he earl.y 1,98)s. The same 
was I:ue of' g. oss fixed investient.it :\t the .samlle time uiieilplov­
me 1ijumped iroil) bew iver'-veragto 'i''eig, 'whilelie r't(Is
of' 1;ise of cOH.uLIer l)rici's and (of tilit lalioi costs stoived above 

2. Demn l(I-sid e nanagement and policy reve'saI. The(data 
clearly show th( .our.Oise of, inacrocoHoiii pilicY. The second oil 
shock b'ouht a sharp increase i colisil'ier prices, a decre"ase in 
real (GNPgrowth, aid ajunip ill ulit labor costs. At the same tiile 
the governmeit t il"itt'iitd illillil'r v ;11l( fis'cal policies, producing 
a sharp dcehera tion ii calital fiIla;it ilo. These fIctors ptrobab~ilv 
contriliuted substa iti'lv to fie right-wing d(le:It ill tie May,
19El general pre id(ntl ;ii1d hegsti. VtVeelection, tlie first S.LI'} 
defeat SufferTed iv tilt iglir-wint cilition llider the Fifth 
repiib! ic.
 

Oince in t)iowvir, tOl 
 oc:Aisilstlid(il i d vgoVUt'inieiit eased 
llonletany mwhaIWtwhi) i spo vIiI, dot iiIst i ililIit ive fIscal 
stance. As ;I consl'qtielice, Fi'ance ('nio'ved a Spuit of' growth (in 
contrast to other ilusIriital couitriesi during 1982. 'l'his canie, 
howevel', alt the ciSt1o high Coiiiisui'r plricte iiflation at I time
 
wheln disinflit ion wat.s ga inifi llniiit 
 iiiinuot,er COuntlSries. 

Ultimately, such a ipolicy proved incoiipatibide with a fixed parity
of'the Frencfi franc within tlie UlOipeanil Miintar'v Ste.ii i EMS), 
and tile goverlillielt lad tio chinge con rse by 1983. (GNIPgrowth 
thlen stabilized at a liiw pace: iivestlnenlt plitiiieted: iiemplov­
nlent soaireld; and Libori cists decelerated iili(pllv fIlowed y coil­, 
surn iprices. Macroecorioiii ic lulicY, oiit iediiand side, wvas back 
to its pre-1981 "'arrist'" stalce. 

3. Suppl'-side alnd indusLrial l)olicy. The f'lilIIure of tile 
socialist "dash fir growt h'"pol icy general l has been attributed to 
a mistaken fbrecast, of' international econornic developments in 

http:investient.it
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1982 and 1983.Y' 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 pol it icians and general pullic alike. It i: equally obvious 
that tile adj Lst menft of'the French economy in the early 1980s took 
place later and was more protracted than those in othur in(lustrial 
countries. This is especia ly t Iue regarlli ng factor use, as the sei ies 
on fixed investinent and employenet growth show. Unomnploy­
meet in FrAnce also1 rose, in contrast with the experience of the 
other countries, inl198 1and 1985. 

But the recogriit io( and imphlemenint ion lags in policy do not tell 
the whole stor. ('outrary to what happlened in the U.S. under the 
Reagan a(tministratit(, the stimulative fiscal package did not 
include a posit ix,. snpply-si(h, component. It was in fatct a disincen­
tive supply-sidle policy --anl anti-market, ant i-capitalist, anti­
savings policy -that was clhosen. 

After long years spent in oppositian with no need to confront 
reality, the socialists calie to power with strong ideological moti­
vation to "break awa' froi capitalism and the market economy. 
Apart f-om tle natianalization ipj-grarn, that mueant a policy of 
income redistrilbut ion and incrase of hi'inge benefits as well as of 
market wages. While tlie measures taken ill reaction to the first oil 
shock took the 1brn tax ireGuct ions and(1 incentives to investment,6if 
the 1981 82 measureo involved increasing faxes and liiniting the 
scope of investment incem ives that had been introduced )y, the 
preceding govern ment. IIighel taxes were (esigned to finance an 
extensive social pi-ogrami. 

In addition tohigher social charges, enterprises had to bear the 
burden Of elist riUt iVe measures taken outside the budget, in­
cluding,a25 percent increase in the tn in um wage, the addition of* 
a fifth week of paid vacation, the redLction of the working hours 
from forty to thirty-nine hours a week with full compensation, and 
provisions fbr early retirement. 

Moreover, new labor- legislat ion was designed to strengthen tile 
power of the wo-k force in business (ecisilns at both shop and 
enterprise levels. 

Another policy that :hould lie considered on tile SUpply side is 
the flar-reaching nationalizat ion program of 1982. For our present 
purpose let -,sjust mention that the intended policy effects-the 



Table 4
 
Macroeconomic Outcomes and Policy
 

(France and main industrial countries)
 

Average 
growth rate 
1968-1977 1978 1979 1980 1981 1982 1983 1984 1985 

Real GNPSeven indust. ctrys. 
Germany 
France 

3.5 
3.7 
4.5 

4.2 
3.3 
3.8 

3.3 
40 
3.3 

1.2 
1.5 
1.1 

1.4 
0.0 
0.5 

-0.4 
-1.0 

1.8 

2.6 
1.5 
0.7 

4.7 
3.0 
1.6 

2.8 
2.4 
1.1 

Grossfixed investment
Seven I.C. 
Germany 
France 

3.6 
2.3 
4.0 

5.6 
4.7 
1.5 

4.0 
7.2 
3.7 

-1.8 
2.8 
3.2 

-0.4 
-4.8 
- 1.1 

-4.4 
-5.3 

0.7 

2.9 
3.2 

-2.3 

9.0 
0.8 

-2.0 

5.2 
-0.3 
-0.5 

Employment growth
Seven I.C. 
Germany 
France 

1.4 
0.5 
1.0 

2.3 
1.1 
0.4 

1.9 
1.8 
0.0 

0.7 
1.5 
0.1 

0.2 
-0.6 
-0.6 

-0.8 
-1.9 

0.1 

0.4 
-1.7 
-0.5 

2.0 
0.0 

-1.0 

1.4 
0.8 

-0.3 

Unemployment ratesSeven I.C. 
Germany 
France 

3.7 
1.9 
3.3 

5.2 
3.8 
5.5 

5.1 
3.3 
6.2 

5.8 
3.4 
6.6 

6.7 
4.9 
7.7 

8.2 
6.8 
8.4 

8.7 
8.2 
8.6 

8.3 
8.1 

10.1 

8.2 
8.2 

10.8 



Rate ofrise of 
consumerprices 

Seven I.C. 
Germany 
Ftance 

7.2 
4.5 
8.0 

7.2 
2.7 
9.1 

9.0 
4.1 

10.8 

11.8 
5.4 

13.6 

9.9 
6.3 

13.4 

7.3 
5.3 

11.8 

4.9 
3.3 
9.6 

4.7 
2.4 
7.4 

4.1 
2.2 
5.8 

Rate of rise of 
unit labor cost 

Seven I.C. 
Germany 
France 

6.6 
5.6 
7.6 

5.7 
3.7 
7.2 

6.6 
2.0 
9.3 

10.0 
7.4 

12.3 

7.7 
4.7 

12.0 

7.2 
4.0 

11.0 

1.2 
-1.0 

7.6 

- 1.1 
-0.8 

1.9 

2.0 
-0.6 

1.5 
Fiscal impulses 
of centralgovernments 
Seven I.C. 
Germany 
France 

0.5 
0.1 
0.9 

-0.4 
0.0 
0.1 

-0.1 
-0.7 
-0.8 

-0.2 
-0.8 

1.1 

0.0 
-1.3 

0.0 

0.8 
-0.1 

0.1 

0.3 
0.5 

-0.1 

0.4 
-0-5 
-0., 

Monetary aggregates, 
broad money 

Seven I.C. 
Germany 
France 

11.2 
10.6 
13.2 

10.6 
8.9 

13.0 

9.5 
5.3 

10.8 

10.0 
6.4 

11.4 

9.4 
6.5 

11.5 

10.5 
6.6 
9.1 

7.7 
3.9 
8.0 

8.9 
4.9 
7.9 

(Source: IMF, World Economic Outlook, April 1986.) 
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stimulation of economic growth-did not result, not an unexpected 
outcome fbr profbsional economists but lather a surprise fbr the 
socialist government and it.; hureaucrats, 'ront al industrial pol­
icy viewpoint, defenders oftlh( pnrgnrva would argue that it 'acili­
tated the restruct uring of consideraf)le parts. of' Fr-erich industry, 
notably State-sulsiized lame ducks. That conclusion is debatable 
in general artO ii)vtotsly not true of t he finlicial sector, even 
tho.igh it is characterized )vitiore t haln 95 percent publ ic owner­
ship. This sector experienced [(o rest ruct turing what soever, even 
though it is widely r-ecoiz ied t hat htnk <aire grossly overstaffed. 
The most visible effict of nat iotlaliz:ttiron was to provide jobs to 
top-level bureatucrat,4 with l't-wing. synpatIies and socialist 
politicians. Moreover, it probably incretsed the d(ollinauce of' big
stitte-ownied buslin"-es gfroups with special links to tile major' state­
owzted t bnks aidt(l tc burettcraicy,. it l''t wtords, it increal'ed the 

imonopoly power of the buicatncr'lt , c;Ist(.
 
Quite obviously, this set 
of)pol icy itves (Iid rot lting to reinflbrce 

incentives int the shrinking privaitk sec(t or of thn ecotonry; on the 
contrary, it left privalte ntil llr g'ers of*s a nd rneditim-sized en­
tel)r'ises rarher dispirited. 

Overall, the p)licies oft he sttcirlist goverrnmetnt, att least in the 
early phase, proved to be't hlend of I'Keytesiatl deficits and supply­
side disinccnti(s. This comfbiatttirt, is well as bad timing in 
relat ion tt tie couIse, o' ilternat ioral eco!nmnic activity, was ulti­
rmately r'esponsible tor' the failure. 

I. What 1:i been learne(l. The post-1983 policy is quite
another storvy. A U-t urrn in nmcroeconomtiic policy was engineered 
first through t chnlge of' the Minister of' Econony and Finance, 
and then with thetrnioiation ofl't new prime minister'. The gov­
ernment went back to ain "austerity'" program filhtwing coriserva­
tive deflatitna)r'y lines. A lid Was put On budget deficits at a 
riiaxinnirm of 3Ipercent ()f' (;NI'. At t lie same t ine, state-owned 
firlIs were t'deretd to cut spending and try toi ret tali tt tile block by 
election tilie l9 (. And art itr; giliative prograiri tf' financial 
liberalization and reftrin wts laumched, even though in a 
piecemneal way. More incerntives were grianted to financial savings, 
a new "second" capital market vas created, new financial instru­
ments were introduced, and some easing of international financial 
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transactions was aut hor'ized. [lowever tentative, these measures 
constituted a significant first step in the direction of introducing 
more competition and flexibility in the state-owned and state­
controlled financial systeml. 

The right-wing g()vernleit of .Jacques Chirac did ni)t bring 
mallny changes to tlat Ilacrrccilnout ic aid liniiacial p()lic., except 
by increasing firnacial openniess, repealing souie fiscal disincen­
tives itle tax on private wealth, anil puinitivie income tax rates), 
Suppressing the archaic price cont rn! system, and elim inat ing ex­
change cointrol f(or curreit transarll- iois. 

The limain d iverim'e 'rii 'previouspol icy involved the promise 
to privat ize st ate-owned enterprises, inclu ting those nat ional ized 
befne 1981 inotdd. !'ewa iult ;ind b ig puldic banksi. A pulic law 
passed during the -umzrier of 19S6 explicit]v fornmulted the main 
lines and timing ()f tI( privatizati l process. 

As of late I98h, ei(can )meti'e a kind (1' ciiivei'geilCe and 
consensus On rIllr;i '(l. iit i1(anIiinancial policy. ('oitrarvy to 
cominiii l)eli l pri. I 1981 it is now w iel underst(ood that 
unempliyraent cahnt lie cu're(d bY increasing real wages, 
natio)nalizing liliig r.1s, aind f1' t h.r (lislortiilg all already inel" 
ficient an uncoiipei it iye llalCNinc;i systelll. It is n1ow c(Celiteid t hat 
firms should eara profIts, lihat savings shoiuld be encouraged on" at 
least not0 1re li'crifiriratNd argainsit :aid that nMinagers shruld lie 
flee to adapt tlheir" work 1irce to tlie needs of pr(duction and 
Collnpet it ion. 

Indeedl, t re Crti'r'r CMitCni l is Ihat.Ithe present policy (as well as 
earlier socialist policy Iis iiicircerr trateo(l o)n ialancing the bu(lget 
at a time wheit lIhe ec(rinriry is still slack. In spite )f' growing 
unemlyrent and declining price inft1otion, the government ap­
parently is unwilling to cut taxes Withliotut an equivalent cut in 
spending. This r'!LcI anice Illay h iilargerlis ill whaUit aptlycruld he 
desc'il.,'d ais a Mih btut real eclniniic drhir'Cssiiin. True, ihe o)en­
ness ofI'the "i'enclh 'cilin lv Il iii'(, liln 3.5 peicelit of' (GNP is 
exported and imporrted) cre;ites a )rillerr fi) any st inulative 
fiscal policy. But a nllix of supl)ly-side incentives plus ELHu'Iean
cooni'd irrait iron uifexpanrsiirnar~y hr l~i't po(l it'ies cont ]I well irr'live tri }he 

tle aiiswer. 
[Lut. such al crmor'(dtllitiona involves gr'eal difhcul ies, dificulties of' 

the same ordei" as effective pivatizit ion i' the econoly. Chief' 
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among these differences is the need flOr agreement from the 
bureaucracy to renounce a part of its present overwhelming power. 

IV. Present Prob.ens of the French Political Economy 

As evidenced above, finicr)econ, iiic p)olicy (lid not ply a (Ihcisive 
role in French pos!twar growth. I anything, that role was slightly 
negative. An average performer until t (e 1970s the French 
economy is still so in the I980s. 

Nevertheless, many lhitogs did change, bot in the national and 
the interatitioral ecoMorny. World miarkets began to bear more 
heavily oi tle course of najlohnal growth with the progressive 
increase in intrntiotl tMrade t hat this trlend, which, as Lindbeck 
perceptively noted, makes national policvnaking more like re­
gional policy, with states coml)etilng, for exa niple, to attract geo­
graphicall*y inobile irigm invest mnent. ': Moreover, the inclusion of
 
the French franc in the EMS fort her constrains doestic monetary
 
policy. It is(lhtltful ilit still has iy significant leeway, relative to
 
German iton(ln t y policy.
 

IIf lacroecoloi lic policv is constrained more severely, 
as well as
 
being relativelv ineftlctive, what of linicroeconom ic policy, the
 
preferred and moe reliable 
 instrument of economists, as Har­
berger reininds us.' I Lrndoubtedly, France can inprove the effi­
ciencv of resource illocat ion. Since the economics )roflession is of' 
rather recent origin here, starting really in the early 19((s with 
un iversit\ progri ns spec i ized fir the first titie in economics, the 
voice of econotiists criticizing wasteful interventions and regula­
tions is only now beginning to be heard. 

But it could be orgued that the role of economic advising is 
smaller in a highly developed country than in underdeveloped 
ones. After all, as Barro poiits out, with reasonablly efficient mar­
kets we should exl)ect that the general marginal product of 
economists should be ioughly eqV to In thiseaIl their eiarn ings. 15 

light, even if'we analyzed t he eftints of, the en t i re economics profes­
sion, it would be surprising to find policcy advice that would im­
prove the country's growth tate by its tiuch as one percentage point 
per year. And even if such improvement could be made, it surely 
would entail the social cost of* persuading political leaders and 
pressure groups tot 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 ill this section that rent-seeking (or mercantilist) 
behavior ha1s Lo ndered in France flr at least tie past thirty years, 
with the resull that Olson ian redistributive coalitions abound. 
Empirical evidence does not authorize us to attribute a lar'e part 
of the reduced growth of the I 970s and I980s to increasing institu­
tional sclerosis. But it could b( hypothesized that at present in­
terest groups stand filly in t he way of* growth rates above the 
average "American" rate of'2 percent. Some engines of' accelerated 
growth have run full COurlse during these thirty years and now are 
ex ha uted. 

It fb lhows ilhal a resUtirpt ion of higher growth requires a serious 
improvemnent in the inicroeconom ic efficiency of'sonic markets­
most notably labor markets, both fbi unskilled and highly skilled
Individuls. The lalll'ket fil unskilled labor in France is tra­

meled by on ions- ---whilCh excI (tidyoung workers fhom productive 
emp)loyment, y inininion wages and (t her regulations, and b:, 
welfare state institution.s in general. The market fbi managers is 
marked by the coalition in which higher level bureaucrats 
graduated from some schools join unionmonopoly politicians to 
kee ) 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 privat ization. 

Ekel und and Tol Iison recently demons',rated t hat France's (and 
more generally, ofther countries') mercantilist trade policies were 
and still are founded on the pOl itical equilibrilurnmot domestic pres­
sure grou)s.'" I would argue inversely that the opening of'foreign 
trade and the slowing down of growth bring increased pressure on 
the corporatist -rflercalnt ifisteq uilibrium established during thirty 
years of'high growth andl)r(is)erity. Integration in international 
markets and in the European Economic Community increases the 
competition hicing F'rench firms and tends to destroy previous 
rents. This makes it plausible that tie advice of econornists might 
be fbll 'ved--af an already reduced cost. 

According to Ekelund and Tollison, the mercantilist 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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Mercantilistn Ircant regulation (ff ilofnestic activities. These 
rent-grnting re'lations could not have heeI enlrced without 
somtie control of intrelMtiol(i lttadc. Since l(ntl-ilnt iiglpolicies 
redluce the l peiicietiY m il Jco it ivt, lies: (i't lt ((lliest ic sector, 
export stibsidie.'s 8tr(l ilmport pirotect ih at' ineded )oth to gtard 
againlst extein 11 ptvilitlits (I , ili []III and to 01ilaiilithe 
rents agi i.St tIh('t('l'li icihm l t tt'fio.ii'oimpe't 1Ior'S III olliestic 
18llket s. 

InI this friii'wm irk,wlnIt'ic;It ilist p icy is explaiiiei )vthe pol iti-
Cal (1011 lice itt, i ilit (lest I whent' i i' \l i t.If . l(( tll rents lce 
eroded1 Ity tore Ii-i tlliet it ion ils shldtl hefthei case it] ;Ill ill 

wert to deftill theiriiolloipol r'ighuts ite Also, technical(tCivlt 

cluillig, willila;I' 
Still t If)issI tot efiil. Sate!­

and(I '4(roice i-s. 
()t hier fiois 50r'tsh 1itt lecvci)itll('lt itt sitiliat itotlml law and 

.jlrisdictiill. will tinlt ,ri wetkei polit t('atl rit;. This i tntttable
 
cornse+tlie(ct' finid'rieiscel t'ililptt i ilol) lilidei' the luropean
 
Economlnit' (C'oniinttit ',a itof ' it, ltii-t'n. laws. Recentlyv, the 
European latw hat.s i n.ed Iw,bete 
 v (lit )lt e Itet Irs Irvingl to introiuce
 
more co(t l it illI it le rettlil ltsiit,ss. Itaiso liim it,+i
tle Spolia­
tiol of' st tckv,'lit''. liv tie St:tt illt tlie li;t iilim l izilt process of'
i(;II 


1982. 
There is ilicl'eail# t'vitft'de thiat disequiflliunl lrices prevaill 

inl the Et ri pealli laloi) I;Irkelt ,withit ' ;ig g ;ip"p ietell i i l t 
excess supply tf, labhor1aitl itte taking' the firtn it' a queue of' 
unemployed wait lg for th, relit S provided lv "'official'"
wage­
tn+plo vrillenl. 'l'rade 11ilitils di litlit.l'it t?'tilli polititcal rents, which 

tInAk tI'lelil l at-esh ivi' ite li'ltiliel' iliteI't'sts itr Ilielliel'Ship 
nutoh1ers. I M.ttvlo 'r,li;it iilll lv seguntdll larioi llaikets re(luce 

li amtol i iyc'itt lilipt ition, while St rictc i ii il';l t igiln p'ilici's pro­
teit the tit 'nrth'lihed inte'ests (it'high-sialaried elliloye, workers. 
There is illsisignl l 1it1evidelic', ;it leist il 'l'Fillice, of dis­
eintplo ilientl t t c ie t fl'(, lt i'd ieilliiliii w:lges.\ while lalbir 
rents Cointinued to accrue , ed wortkers.i '"tt tplo 


The )resent, ctul'5, of' policy is towail'd a very shIw and gradual 
recognition of these ficts. Ti increiSitig1nunher of'young unen­
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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 cxliticians and the general public. For 
the moiient several roundabout dispositiorns seek to promote tax 
exemptions fbr the employment of'the young and unskilled, while a 
part of the adjustment burden is transbrred to immigrant work;:.rs 
pressured to leave the country. Some politicians and union leadcrs 
now also urge the young unein'loyed to accept "small jobs" (i.e., 
employment outside the corporate sector). But a final solution will 
have to ht fbund in the rela-nation of 'egulated wages and in the 
reform ot the welthre state explenditures and taxes. Since this will 
spell the end of many hureaucratic-plitical rents, the fight will be 
long and protlacted. 2" 

At the other end of the labor market another important debate is 
going on. The French political, social, and financial system *sstill 
basically that desc ibed by Ekel Ind and Tollison for seventeenth 
century France. The l,'rench 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 finanicial system (tile 
more so since the 1982 nationalization of' the remaining private 
financial ii'm s) is f"or ever'y practical pu'pose in the hands of' the 
government.' This s3 stei gives the Minister of Finance and the 
State-controlied Inking system a decisive say in the nomination 
of corporate managers. Access to credit and recourse to the "old­
boys network" (which gives rise to fvor'able firm-specific regula­
tions) are crucial to a firm's success in the mai'ket place. Through 
this mechanism, higher-level bureaucrats from the Ministry of 
Finance (all of' them fbrmer gi'aduates of the same monopoly 
school, the Ecole Nationale d'Admi .stration (ENA), maintain a 
real controlling interest in nearly all the large fiims of the coun­
try.2 2 They collectively ace, in a way, the sole governing board for 
both 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 to 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 fAhigher level hureaucrats of the Finan,'e 
Ministry, that of'present managers of pu hl ic and private firms, and 
that of hankers and pl it icians. tUaderstai,i:ily, this is a policy
choice strongly revjcied an(] resisted by these people. The 
nationalizations ( 1,982, as well as the "silent nationalization 
process" presided o)ver lby' coniservat ive gove.irnienlts (luring the 
1960s and 1970ts, ptrlaly iie explahined in part Iy it deliberate 
doniest ic resistance to intermtioinlizat ion oft he French corporate 
capital. 
The tu,,- riitl tvard ptrivat izat ion is (lie jxtrtly to a growing 

recognition offthe cwst:; of'such tpolicy cm-r's., as well as to increas­
ing externa(l OppOrtunities. The miangerial tents Curently are 
being eroded. Signifjte:atly, Ih newirightist govetment electedl 
in 1,98( i resisted I he intti'sii)o'( eigii ,)it~tiliti corl)oitions 
to be privat izetd. \n tipper fll loit to the share of ftoreign ownership
first set at 15 perent (oIa fir's total capital, was receitlv (and 
vei'y inmodestly) revisel to 2) percett. In t sii'ilar veil, the libei-ali­
zat ion of exclhttni(, coutil wasi rat her tentative, not going a, far 
as grantiuig total lteedoi) to tiIltici:tl capital iaovet;eits. 

(ivei these problletms a(d trends, a crucial test ofthle possibility
of improved efhciettcy fo" tIe Freitch econoity will be the way in 
which the piresent governtent hanudles the deregulation of labor 
markets indti le privatization process. A nationalistic­met'cant )list 5t,tie will evit!leitre thle )'esist atnte l)'vei oifthose who 
enijty pt)litical rits. A motreit opec attitide wottld reveal it real 
change in t he French 1)0t it ic:al-e(col(i)iiic system. It would changein+
iiaiiv ways< the pr'o(l uct ivity and getertl,' efficien)cy ofth e corpo­

rate sector, obviotsly' t key tt Fratce's ftu(tre growth Ierformance 
in I r ore conipetitive world. 

Thus, it is useful to recall that growth ptlicy is now, as in the 
past, as much a political as 01 econoitlic p)robletn. But increased 
economic comipetition linked less fivorableto ecoiomic growth 
prospects d irects considerable pressure toward the reduction of 
political rents. 



NOTES
 

1. See for instance, Assar Lindbeck, "Emerging arteriosclerosis of the Western 
econonts---consequences for the less developei& countries," Lecture at the International 
Cer.Ler, New i)ehli, January 1982, as well as llerbert Giersch's various papers.

2. Maurice IAevv-lA-lx)yer and Francois Bourguignon, l..'fcuin' fru ncu ie au XXhlme 
siecte: Aallyse mucru-ecuno Iquie, Econonica, 1985. 

3. Moses Abramovitz, "'atcimng lipand Falling Behind," piper prepared ir the Economic 
1listory Association, New York, S-eptvenier 20, 1985. 

4. Jean-Jacques (irre. Paul Iatjiis, Edmond Malinvaud, La ('itu.uince fruncuise: tin 
essai d'onllys, i'onmmiq ui el c'uusuI ti I'iptaris-gibarre, Seuil, 1972. 

5. R ger C. Koriendil and Philip G. Meguire, "Macroeconomic I)eterminamts of Growth:
 
Cross-coilntry Evideiice, Jorntl 1*.Vmftuarv Ecwwc, September
. 19851. 

6. Robert J. Barro, "Rational Expectations ant the Role of Monetary Policy,"Jourrtl ,,f
 
Monetary Economics, no. 2, (1976). 

7. Fischer itlack, "Bisiners Cycles int General Equilibrium," unlmblished MIT working
 
paper, 1979.
 

8. Arnold C. Itarbergcr, "Economic 'olicy Economicuid Growth," in liarberger (ed.),

World Economic (;rt,'th'San 
 Franrisco: In.stitute forContemporary Studies, 1984).

9. Mancur (lson, "The Rise ntdI)eclitu/'Nation; INew Ilaven: Yal University Prey,,
 
1982).
 

10. Kwimg Choi, Theories ofCmiuilrtti Economic Growth (Ames: Iowa State University 
Press, 1983. 

11. Alain Fonteneau and 'Pierri-Alaii Muet, La gauche fiwiea t crise, Presss de laFonda­
tion Nationale des Sciences Politiques, 1985. 

12. Bela Balassa, "Apres cinq atis. Bilan de lapi)litique economique socialiste," CooInen. 
loire, Printemps, 1986. 

13. Assar Lind heck, "The Changing Hole of the National State," Kyktos, vol. 28 (1975). 
14. Arnold C. Itarberger, op. cit. 
15. Robert Barro, "Recent levelopments in the Theory of Rules Versus Discretion," 

Economic Journal (1986). 
16. Robert Ekelund, Jr. and Robert Tullison, Mercintilism (is ia Rent-seeking Society:

EconomicReguhttion iu HlistoricltlPerswetlu ILuhlx)ck: Texas A&M University Press, 1981).
17. Jean-JaIcques IR)sa, "Toward a Theory ofthe Uniou Firm," in Rosa ed.i),
The Economics 

of Trade Unions: New Directions, Kluwer Nijhoff Publishing, 198-1. 
18. Jeffrey Sachs, "Higher Unemployment in Europe: Diagnosis and Policy Inplications,"

NBER working paper no. 183u, February 1986;Jacques R. Artus, "AnEmpirical Evaluationof 
th! Disequilibrium Real Wage Rite Hyt-athiesis," N1ER working paper No. 1404, July 1984; 

23 



24 Notes 

Paul Krug .'n, "The Real Wage (all and Emplovnent," Anna/es deilsee, July-December 
1982, 

19. Jean-J cque: li)sa, "The Eflfcts of M,NitijUt Wage Regulation in France," in Simon 
Rottenberg (ed.), The Ecnomic,s ./ lg al Mt ioinimum 'W.4,e, %W hington, 1).C: American 
Enterprise Institute, 1981 

20. Jean-Jicques lIosa Mitnro Vote l'tfict 'I Youth Empovimont Viindicited," FNEP 
working paixr ro. 21, April I911;

21, Jvanr-,Jacqtu, ,<oLatrid Michel IDwt:.ch, 1.a irepr,'.zolm m-'tir Plarh,: Rlonne]. 1981 ); 
Jacques Mtlitz. "The Funch l luinclaI Sw, t,,Iii Mt't'tarIlirItS lill Qtit'stti., of' Ilk'orrm," An­

thah',s d, !"bIn,' JilkI )o t'r l9S,2: olitn ;,'trilkh, (l'.'otmollit, .lfrket,. antd Growt 
Fnuzfu'l S'.st'm,s t110 th' I "I ll,.trlui ('hmn'e 0cacot ('ornell Uli, er.it'v Press, 
1983) 

22 c'e, for inst'v, E. a Suleiman. El'it'e II 'hsoc uir: Thel' Aitftic o' Survivl 
iIlrin~ceton: P~rinct-ton Univi-r,it., Prt, ., 19t7h). 

http:IDwt:.ch

