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Despite the current coagulation of European economies into two — and possibly, in the course of time, 
into one — trading groups and the consequent tendency for there to be a single 'European economy'' instead 
of several sets of semi-independent economies, there exist in Europe widely diverse views about economic 
planning. Not only is the question of whether to plan or not to plan one on which there is fundamental 
disagreement but also there are wide, if less spirited differences on what forms an economic plan should 
take and the approaches of different countries have varied a great deal. * 

The split between the planners and the anti-planners is not matched by the division of Europe into 
the original Common Market Inner Six and its abortive rival, the Outer Seven. In the Inner Six we find 
both Western Germany with its philosophy of a free enterprise economy and France where Government 
planning of the economy is generally accepted. Similarly in the Outer Seven we find the Social Democratic 
Scandinavian countries, with a strong belief in Government guidance of the economy, the United Kingdom 
which is a little uncertain whether it believes in it or not, and Portugal which seems to have been included 
on the ground that, presumably through some oversight, it has not been at war with England for several 
centuries. 

Thus a search for a pattern on these lines seems to be frustrated. 

Pattern or no, the differences in attitudes to planning are marked. This has inevitably led to a great 
deal of controversy in Europe (and elsewhere) over the relative merits of the various approaches. In order 
to throw some light on the over-all question of growth and planning, we shall examine three countries, 
Western Germany, France, and the United Kingdom, to see how they have fared. Primary emphasis will 
be plated on West Germany using the others more for comparison than analysis. West Germany raises very 
many interesting questions and also the rather over-simplified picture of its economic policies often pre
sented gives the impression that it is more of a ''market economy'' than it actually is. 

THE period to which we shall for 
the most part confine. ourselves 

w i l l he 1953 to as close to the pre
sent as possible. The beginning; 
date is selected because by 1953 
the first b ig rush of postwar re
construction had been completed 
and things were re turning to "nor
mal ' ' as the Korean War trai led off 
to a finish. No dale, of course, is 
perfect, but some are considerably 
less perfect, than others. 

The number of countries selected 
is small but sufficient to keep the 
discussion manageable in a short 
article. West Germany must be in 
cluded in any selection because of 
the tremendous increase in output 
there has been in the past few years, 
because of the host i l i ty to Govern
ment planning expressed by those 
who, in a planned economy, would 
be the planners, and because of the 
controversies and myths that this 
si tuation has inevi tably provoked. 
France is included because of its very 
di f fer ing approach to economic 
p lanning coupled again w i t h the 
very r ap id rise in output du r ing 
most of the nineteen-fifties. The 
Uni t ed K i n g d o m differs sharply 
f rom the other two countries in its 
g rowth rate which has been very 
low d u r i n g most of the nineteen-
fif t ies. The a t t i tude to p lann ing of 

the economy has been uncertain 
d u r i n g the period to be considered. 
As Great B r i t a i n is the country in 
which , in defiance of logic, i t is 
possible for it to be both ra in ing and 
not ra in ing simultaneously and in 
the same place, it is not surpris ing 
that it is a country which also both 
plans and not plans simultaneously. 

Comparative Growth of G N P 
A b r i e f review of the salient 

characteristics of the economies be
fore a more detailed discussion w i l l 
be h e l p f u l Table 1 gives the G N P 
per head at constant prices and also 
an index of manufactur ing output 
(not per head). N N P would perhaps 
have been more appropriate than 
G N P but there are well-known pro
blems associated w i t h get t ing a 
meaningful estimate of N N P , 

There are substantial differences 
f rom country to country. As far as 
G N P per head is concerned West 
Germany comes out clearly ahead 
of the other two w i t h the Un i t ed 
Kingdom well behind. As far as 
manufactur ing output was concerned, 
however, the German lead over 
France is very much less marked 
though here again the Un i t ed K i n g 
d o m is very much behind. There 
was a relative setback in a l l three 
countries in 1958 f rom which West 
Germany appeared to recover more 
p rompt ly though the French upsur
ge in 1960 recovered the lost ground. 

From the point of view of the 
balance of payments the experience 
of the three countries has also been 
dissimilar. Germany has had a 
chronic surplus on balance of pay-
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merits throughout most of the period 
and has bu i l t up a considerable 
surplus of fo re ign exchange. This 
has tended to be an embarrassment 
to other European countries w i t h 
respect to the inter-European ba
lance of payments. Both B r i t a i n and 
France have had serious balance of 
payments difficulties, however, which 
were fur ther aggravated by the 
Suez episode in 1956, Thei r a t t i 
tudes to these troubles have been 
very different, however. The Br i t i sh 
po l icy has been to t r y and retain 
an in ternat ional balance by damp
ening internal demand. Monetary 
pol icy has been used extensively 
for this purpose. This has meant a 
f a i r ly deliberate sacrifice of g rowth 
in order to preserve as well as 
possible the balance of payments 
and an impor tan t explanat ion of 
the low growth rate can be found 
in these terms. This policy has 
'not escaped in ternal c r i t ic i sm and 
harsh words have been addressed to 
the Government which prefers to 
rely on ind i rec t monetary po l icy 
measures as against more direct and 
d iscr iminatory measures which , i t 
seems plausible to assume, could 
have secured a higher rate of 
growth and s t i l l done no worse as 
far as the internat ional balance was 
concerned. France has by and large 
adopted a more cavalier a t t i tude to 
its balance of payments problems. 
It has been much less w i l l i n g to let 
the balance of payments force a re
duc t ion of the g rowth rate and i t 
has financed its deficit by short-
te rm internat ional bo r rowing . There 
are l imitat ions to the extent that 
this can be pushed of course but it 
is rather easier for France to do 
than most countries, as the share of 
its GNP which goes in to inter
national trade is relatively small. 
Nevertheless, this is inevi tably a fa i r ly 
short-term pol icy and, of course, 
there was a, devaluation in 1959. 
This devaluation has proved very 
benefic ia l as the fore ign exchange 
posit ion is now very strong and the 
bo r rowing which was necessary in 
the earlier per iod was easily paid 
off. 

Mechanics of W German Growth 
F r o m the G N P f igures , Germany 

appears to emerge as by far the 
most successful of the three coun
tries. By considering these factors 
it has been possible to present Ger
many as the l ibera l economist's 

paradise — no p lanning , no con
trols, and plenty for a l l . However, 
we shall examine the case in greater 
detail and the examinat ion w i l l re
veal that, while the economic g rowth 
has undoubtedly been impressive, it 
has not been as uncontrolled as it 
appears to the casual onlooker, at 
least in the sense that there are 
numerous and impor t an t interfer
ences in the simple market alloca
tion of resources. Further , there 
have been several factors which 
have faci l i ta ted the German ad
vance considerably, reducing i t f rom 
the status of 'miraculous ' to that of 
merely 'creditable ' . 

To analyse the rap id rate of eco
nomic advance in Germany we must 
look both at the factors which en
abled the effective demand to stay 
at the high level which has s t imula
ted the high rates of product ion, 
and also at the supply factors which 
have made it possible for a h igh 
level of demand to be satisfied. 
There is the fur ther question to 
which some at tent ion must be devo
ted of the d i s t r ibu t ion of resources 
amongst different possible uses. 

In many respects the first of these 
questions is easy to answer. Ger
many was completely ru ined at the 
end of the war w i t h l i t t l e capital 
equipment to speak of. The sine 
qua non of any sort of development 
was a rapid rate of capital g rowth . 
W i t h respect to the one charac
teristic of a small amount of work
able capital equipment the West 
German economy was s imilar to 
an underdeveloped economy, but in 
no other. Above a l l it had a highly 
trained labour force, a supply of 
entrepreneurs already skilled in 
management and the habits and 
skills involved for the creation and 
management of such necessary insti
tutions as a banking system. Fur
thermore, a par t of West Germany's 
capi ta l problem was not so much 
that it was nonexistent but that it 
was broken. There is a great deal 
of difference between repai r ing a 
damaged ra i lway l ine and making 
a completely new one. For these rea
sons alone we can see that the p ro
blem of reconstruction is a very 
different sort of problem f rom de
velopment, and the German economy 
had some very good social overhead 
capital in the f o r m of roads, r a i l 
ways et cetera to reconstruct. The 
problem was how to get the move 
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towards r ap id capi ta l g rowth started 
but not, once started, how to create 
a demand for more. The demand 
was already there and patent ly ob
vious. This is not to bel i t t le the 
achievement in get t ing the move
ment going but to assert that the 
problem was one of mak ing demand 
effective, not to find a social demand 
to keep the system going. Given 
that the economy was funct ioning at 
a l l , i t would have taken exceptional 
incompetence for effective demand 
to be any l i m i t a t i o n on economic 
g rowth for there was clearly a 
great amount of investment which 
could be done under the 'autono
mous' heading apart f rom any i n 
vestment induced by an i n i t i a l rise 
in consumption. The German Gov
ernment proved to be Neither i n 
competent nor as ready to trust to 
pure ly market forces as it claimed 
it was. A purely market economy 
would have left the problem of capi
tal development to be determined 
by a h igh rate of re turn on capital 
caused by its relative shortage. The 
Government gave this tendency a 
strong shot in the a rm by adjust ing 
its taxation laws to greatly encour
age the ploughing back of profi ts i n 
to business and a consequent growth 
of capital stock. Fur thermore i t 
d id a considerable amount of sav
ing on its own account which it 
channelled into investment. It was 
also g iv ing encouragement to hous
ing expenditure in the fo rm of sub
sidies. This was a deliberate at
tempt to alter the workings of the 
market economy for social ends 
and cannot be regarded just as an 
indicat ion of the w o r k i n g of a pure
ly free enterprise economy. The 
extensive policies of housing sub
sidisation have meant a very much 
higher rate of house bu i ld ing per 
head of populat ion than in any 
other country, which , of course, was 
necessary in a country as devastated 
as Germany. 

Rapid Increase in Working Force 

More w i l l be said about Govern
ment economic activit ies in the 
next paragraph, but first mention 
must be made of one impor tant 
characteristic of the West German 
economy which has substantially 
assisted in g iv ing it a h igh g rowth 
rate per head. This is s imply that 
whi le the populat ion d u r i n g this 
per iod has increased by approxi 
mately 1 per cent per year, the rate 
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of increase of the work ing force 
has been near 4 per cent, Table 2 
shows what has been happening 
w i t h Br i t a in and France for com
parison. Unfor tunately there ap
pears to be no index for France 
str ict ly comparable w i th the index 
of total labour force for West Ger
many and the Uni ted K ingdom, so 
the index of employment in manu
fac tur ing for al l three countries is 
also reproduced in Table 2 to give 
some idea of the over-all picture. 

The hours of work in West Ger
many fell du r ing the period to part
ly offset this. Hours of work in 
manufac tur ing fell by 6.4 per cent 
between 1058 and I960 , compared 
wi th the French increase in hours 
worked of 2.0 per cent and the 
Br i t i sh decline in hours worked of 
2,3 per cent. The fal l in w o r k i n g 
hours, however, d id not by any 
means compensate for more than a 
part of the increase in the labour 
force and it is clear that at least 
some of the credit for the German 
recovery can be granted to the per
missive element of a rapidly in
creasing labour force. When this is 
taken into account the French ex
perience compare? very favourably 
wi th the German. In manufactur
ing output it can be seen that bet
ween 1953 and I 9 6 0 even wi thou t 
any adjustment for the size of the 
labour force France was very l i t t l e 
behind Germany. Notice again that 
the allegation is not that the Ger
man increases in production have 
not been very impressive. The 
argument is merely that the claims 
are sometimes pitched too high 
wi thout regard to the equally im
pressive performances of other coun
tries operating wi th a rather differ
ent atti tude to economic planning. 

Control over Investment 
Ment ion has already been made 

of the fact that the Government 
does intervene to some extent in 
the workings of the economy not 
only in influencing the total capi
tal format ion ( fo r example through 
the tax laws) but also in influen
cing its d i rec t ion . Housing was the 
instance taken. Another instance is 
agr icul ture which owed a part at 
least of its rap id advance (more 
r ap id than that of the economy as 
a whole) to substantial subsidies 
directed, for instance, to encourag
ing the use of fertilisers. It is per
haps interesting to note that the 
subsidised agr icul tura l sector w i t h 
its p roduc t iv i ty r is ing above the 
average was actually one in which 
the number of workers was fa l l ing 
for a part of the period considered. 
These instances are not isolated, 
though the example of housing is 
perhaps especially important , (Quan
t i ta t ively the amount of capital 
which was influenced by the public 
authorities is large. It is estimated 
that between 1948 and 1957. 13.5 
per cent of domestic investment 
and increases in claims against for
eigners and West Ber l in came f rom 
public authorities. ( ' 'Compet i t ion 
and Growth — the Lesson of the 
West German Economy : Comment", 
K W Roskamp, American Economic 
Review, December I960.) 

Not all this is under the control 
of the federal authorities, however, 
and this should not be regarded as 
all nationally planned investment. 
It appears in fact that there are 
significant worries in West Germany 
over the conflicts, and possible con
flicts, between State and federal 
policy w i t h regard to over-all in
vestment. Nevertheless, the influ
ence of Government bodies in 
investment is far f rom insignificant. 
Something of the order of 43 per 
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cent of public investment ( though 
this is a rough estimate) went to 
the private sector in one f o r m or 
another. This indicates a consider-
able modif icat ion of a .simple 'mar
ket ' approach to the problem of 
development. There was deliberate 
Government intervention in direct
i n g the flow of investment, to sectors 
where it would not have gone w i t h 
out in tervent ion and Government 
policies also almost certainly i n 
creased the amount of net invest
ment carried out. An even more 
expl ic i t act of investment direct ion 
was the special taxation of business 
to provide funds for a few hottle-
neck sectors — notably the heavy 
indust ry sectors of i ron and steel 
and min ing . Aga in this was not 
simply a matter of leaving the 
d i rec t ion of investment |o market 
forces. It was an explici t attempt 
to direct investment in defiance of 
the wishes of the unaided market. 

No unfeltered Free Market 

A l l this, of course, is not quite 
the same thing; as having a develop-
ment plan. A development plan 
usually implies some setting of tar
gets and some attempt to make 
these various, targets mutually con
sistent w i th each other. This has 
not been the approach of the Ger
man Government which seems to 
have operated on a more ad hue 
basis. A few tentative efforts at 
an economic plan were made in the 
immediate postwar years but the 
hopes embodied in these plans were 
greatly exceeded in reality and the 
planners were unduly pessimistic 
about what the future could hold 
in store. This leads to a possible 
fear that if there had been a deve
lopment plan it m i g h t have gone 
seriously astray, in that unexpected
ly large increases in output in some 
sectors would have th rown the rest 
of the plan out of balance, w i t h 
the possibili ty of re tarding the 
whole operation. However, for this 
to have happened there would have 
to be very great r i g i d i t y i " the plan
ners' approach. Under the existing 
system the heavy industries fell out 
of line, the market system was in 
adequate and so the Government 
stepped i n . There seems no reason 
to assume that had there been a 
greater deal of centrally directed 
investment a similar operation could 
not have been carried out success-
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Enough has been said to indicate 
the two points mentioned earlier. 
West German development has been 

"impressive though it does not out-
shine the rest of Europe to qui te 
the extent that some enthusiasts 
c la im. Furthermore, while i t has 
"not a development p lan in any nor
mal sense there is considerable 
manipula t ion of the market in order 
to relieve any specific market pro-
blems which crop up, to stimulate 
investment which is one of the 
pr inc ipa l elements in the growth 
( though not, of course, the only 
one) and finally to pursue par t icular 
social ends for which the market 
system appears inadequate. The Ger
man experience may provide argu
ments for g iv ing the businessman 
his head f rom t ime to t ime while 
keeping a watchful eye on the direc
t ion he chooses. It provides l i t t l e 
just i f icat ion for completely le t t ing 
h i m loose. 

Planning in France 
A description of those features of 

the French economy which are of 
immediate interest has already been 
given in the discussion of Germany. 
The g rowth in output has been im
pressive and in view of the absence 
of the various advantages enjoyed 
by the German economy — France, 
notably, has had re la t ively small 
increases in the labour force — the 
record compares reasonably well 
w i t h Germany. France has also had 
the problem of using a great deal 
of its resources on i ts armed forces 
which would presumably otherwise 
have gone in par t at least to raising 
the level of investment and national 
income. 

Whi le it migh t be an exaggeration 
to call France a planned economy 
there is quite a wide acceptance 
of Government in tervent ion to as
sure a d is t r ibut ion of resources 
other than that which a free market 
wou ld have obtained. The aim of 
this has been in general to promote 
a higher level of savings and in
vestment than would have otherwise 
been the case. This too has been 
the case in Germany but the French 
have been rather more explici t in 
specifying the directions in which 
investment should go. There have 
been a series of three four- year 
plans which are ( to guote the rele
vant l aw) "Designed to provide an 
ins t rument of o r i e n t a t i o n . . . . . . . . a n d 
the framework f o r investment pro-
grammes'' the investment plan?, 

are f a i r l y flexible and are more of 
frameworks fo r long per iod plan-
n ing than collections of specific 
short period policy decisions. They 
do, however, represent on a very 
significant scale the view backed by 
policy decisions that the direct ion 
of the economy is not to be deter
mined by purely market decisions 
but by conscious non-market consi
derations which, unless the plan is 
to be superfluous, w i l l presumably 
conflict on occasion w i t h what the 
free market alone would have de
cided. It may be that the French 
economy would have done better 
w i thou t these investment plans but, 
on the whole, it seems unl ikely , 
jus t as it seems unl ikely that the 
German economy would have done 
any better wi thout a deliberate 
Government policy to direct re
sources into investment. 

Lesson for U K 
As has been made clear earlier in 

this article, the outstanding charac 
teristic of the Uni ted K i n g d o m dur
i n g the period considered has been 
the relative absence of economic 
growth. Undoubtedly, the balance 
of payments position has always 
been a severe problem for Great 
B r i t a i n though one could s t i l l have 
hoped that, despite this, rather 
better progress could have been 
made. Government long-term plan
n ing has not been in favour in 
Government circles and the direc
t ion of the economy that has existed 
has been un t i l recently on a short 
term, ad hoc basis and heavily in-
fluenced by short term phenomena. 
The ant i -planning attitudes have 
not been universally popular. The 
P E P study. "Growth in the Br i t i sh 
Economy", mi ld ly suggests that 
something on the lines of the French 
four-year plans might prove help
fu l , an idea which in one form or 
another can be found in Labour 
Par ty th ink ing . This at t i tude has 
recently percolated into Govern
ment quarters and there now exists 
the National Economic Development 
Council which has been set the task 
of explor ing the implications of a 
g rowth rate of 4 per cent per year 
for a group of industries represent-
ing the product ion of about half the 
GNP. Quite what the significance 
of this new turn of events and a t t i 
tudes w i l l t u r n out to be can at 
this po in t only be a' matter for con
jecture. Cer ta in ly there is a feeling 
amongst numerous : observers that 
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"something must be done" and this 

something" seems rather more 
likly to take the f o r m of looking 
further ahead, that, has so far been 
done by the rather vague " f ree ing" 
of the economy. 

Western Europe's Trade 
W E S T E R N EUROPE'S total trade 

in 1961 continued to grow 
faster than industrial product ion, 
according to the "Economic Survey 
of Europe in 1961". But in con
trast w i t h 1960 the growth of trade 
was almost whol ly due to the steady 
increase in exchanges w i t h i n the 
area, as trade barriers in the region 
continued to be removed. Impor t s 
f rom other regions (which in 1960 
rose pari passu w i t h intra-western 
European traded changed l i t t l e , 
and exports to them fel l . By and 
large, exports rose most in countries 
where industr ial output rose most, 
and vice versa. The behaviour of 
imports was more i r regular , and 
affected by such factors as stock 
movements and harvests,. as wel l as 
by the growth of total domestic de
mand. The balance of trade i m 
proved signif icant ly in only three 
countries and in over ha l f the coun
tries the change in the trade balance 
was negligible. 

The Economic Survey concludes 
that continued expansion of output 
in western Europe and fur ther ta r i f f 
reductions in the EEC and in E F T A 
should contribute to a further rise 
in intra-western European trade. 
Increased impor t demand f rom the 
United States is l ikely to ensure: 
both directly and indirect ly — via 
purchases f rom p r i m a r y producers 
— an expansion of wor ld trade 
from which western Europe itself 
w i l l undoubtedly gain. However, 
it is less certain that western Europe 
w i l l substantially increase its own 
imports f rom the overseas p r imary-
producing countries in 1962 and 
thus provide purchasing power for 
higher exports to them. 

The Survey brings out the con
trast between the balance of pay-
ments position of United Kingdom 
on the one hand — the only country 
which had to restrain the growth 
of output so as to prevent a further 
decline in reserves — and the rest 
of western Europe, especially the 
EEC countries, on the other. A l l 
the EEC countries except the Nether
lands earned a surplus on current 
account larger even than in 1960 
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