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Business and Financial 

Conditions 

DOUBTS about the lasting power of the re
covery, fairly intense as recently as two 

months ago, seem to have lessened significantly. 
This is largely the consequence of the demon
strated willingness of consumers to spend rela
tively freely from incomes. Statistics confirm that 
retailers generally enjoyed a strong Christmas 
period, with the volume of sales in pretty much 
all lines equal to or better than expectations. 
Moreover, early indications are that, with al
lowance for seasonal differences, the good tone 
of the Christmas period has carried over into 
the beginning weeks of the new year. 

This strength at retail means, of course, that 
orders ought to be going out in good volume to 
wholesalers and manufacturers, thereby sustain
ing the advance of production, employment, 
and incomes. Increasingly, thus, the expansion 
has become self-propelling. A brisk ordering 
pattern seems particularly likely because of the 
generally cautious inventory practices that have 
prevailed. Significantly, the inventories of re
tailers and wholesalers slipped in November just 
as the Christmas sales period was approaching. 

Improvement in consumer buying clearly re
flects a revival in consumer confidence. With 
the rise in the number of jobholders (by 1.7 
million more than seasonal influences would ex
plain since the bottom of the recession last 
March) and with an easing in inflation from the 
double-digit nightmare of 1974, consumers' 
spirits-and those of investors, too, as evidenced 
by the spectacular rise in stock prices-have 
perked up. Unless shattered by a new eruption 
of bad news on the inflation front, the positive 
shift in consumer attitudes and expectations 
should continue. That, in turn, should go a long 



way toward reassuring businessmen that sales 
gains-and profits gains-will continue in 1976. 

While recent statistics-including the official 
estimate of a continuing advance in "real" GNP 
in 1975's fourth quarter-have been mostly fa
vorable, there have been a few exceptions. In 
particular, housing data (weak in December) 
and data on capital-spending intentions (show
ing that as of late autumn businessmen were be
ing very cautious in planning 1976 investment 
activity) have provided reminders that some 
pockets of the economy are still relaHvely lack
luster. There is nothing really very surprising 
about these readings, however. Housing's spe
cial disabilities are widely understood, and few 
analysts expect an early reemergence of ro
bustness in home building. To be sure, a rise of 
only 51/:z% in business capital outlays in cur
rent-dollar terms in 1976 (which is what the 
November-December government survey re
vealed to be planned) would in fact be very dis
appointing. But progressive upward revision 
of investment plans is typical of the expansion 
phases of business cycles. With the recent im
provement in retail sales, there is a decided 
likelihood that businessmen will raise their 
sights on capital spending. Indeed, some stir
rings in the capital-goods area already are in 
evidence. The business-equipment component 
of the industrial production index rose during 
four of the last five months of 1975, reversing 
an earlier pattern of weakness. 

N osediving rates 

Meanwhile, the trend of interest rates has 
taken a surprising turn. The cost of borrowed 
money has declined in a dramatic way, contrary 
to the widely held expectation that the combina
tion of vigorous growth in GNP and slow growth 
in the monetary aggregates-both of which have 
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occurred-inevitably would produce a substan
tial escalation in rates. Yields on 90-day Treas
ury bills have dropped below 5% -lower than 
their bottommost recession reading of this past 
June. Banks have trimmed their "prime" rates 
by almost two percentage points since last Sep
tember. Bond markets have displayed a general
ly buoyant tone and bond prices, while volatile, 
have shown sizable net gains as compared with 
those of mid-December. Taking advantage of 
materially lower borrowing costs and strong in
vestor appetites, a number of companies have 
stepped up the size of their bond-market bor
rowings. Money-market experts expect that 
such additions may raise January's corporate 
bond volume by $500 million. This increase in 
volume produced some backup in rates, but they 
remain far below month-ago levels. 

The downtrend in interest rates can be 
traced, most importantly, to actions by Federal 
Reserve authorities in the direction of added 
ease. A more accommodative stance was re
flected first in the key Federal funds rate-which 
by mid-January had dipped to 4% % , down 
from the 5Vs %-SY<I% range which had pre
vailed in the closing months of 1975-and was 
emphasized by the cut in the discount rate on 
January 16 from 6% to 51/:z% . 

The willingness of the monetary authorities 
to move to a more accommodative posture, in 
the face of generally strong economic news, is 
widely attributed to the continuing sluggishness 
in the monetary aggregates. No one, in or out 
of government, seems to know exactly why the 
rise in the money supply (up only 2.2% at an 
annual rate in the fourth quarter) continues to 
elude the goal of the Federal Reserve (a tar
geted rise of 5% to 71h% ) . But the target re
mains elusive, and it seems unlikely that growth 
in the aggregates will exceed the Fed's target 
for some time to come. 
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A significant aspect of the recent decline in 
interest rates, which has received less attention 
than it deserves, is the implication of these lower 
rates both for the level of rates likely to prevail 
in 197 6 and for the pace of economic expan
sion. Many of the more pessimistic appraisals 
of economic prospects for this year were, rightly 
or wrongly, based heavily on the assumption 
that expansion would be substantially slowed by 
significant advances of interest rates early in the 
year. Now, even those who feel the trend of 
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rates from here on will be upward must real
istically be assuming lower levels of rates than 
they were before. And, if they are logically con
sistent, they should be revising their economic 
projections upward to reflect this change. 

Battle of the budget 

Multiplying evidence that the recovery is 
gaining in solidity is especially welcome in view 
of the heightened political tension emerging in 
Washington. President Ford, in submitting his 
$394.2-billion budget for fiscal 1977, has re
newed his plea of last October for tax cuts to 
be matched, dollar for dollar, with spending 
cuts. Congress has balked at such budget slash
ing, and sharp differences with the Administra
tion over spending priorities are still very much 
evident. Principal among these is the clash over 
defense spending, with Congress determined to 
reduce arms outlays but at the same time deter
mined to boost spending on domestic programs. 

In this election year the normal divisions 
between branches of government, the clashes 
over policy, the rancor, inevitably will intensify. 
Were the economic recovery hesitant and falter
ing, there would be special reason to worry that 
Washington's policy bickering might threaten 
its survival. But, happily, the recovery seems to 
be proceeding so well that it probably will be 
able to take the policy battles and the stalemates 
in stride and keep moving ahead. 
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The New Confusion About "Planning" 

The following article was written by F. A . 
Hayek, who received the Nobel Prize in eco
nomics in 1974. In the course of a career span
ning more than half a century, Professor Hayek 
has taught at leading universities in Austria, the 
United States, England, and Germany. He has 
written on subjects ranging from capital theory 
to the relationship of the individual to the state. 
His Road to Serfdom, published in /944, is con
sidered a classic treatment of the risks to free
dom inherent in centralized planning. 

I 

I T is a regrettable but undeniable fact that eco
nomics, more than other scientific disci

plines, is liable to recurrent fashions and fads, 
the periodic reintrusion into professional dis
cussion of popular superstitions which earlier 
generations of economists had successfully 
driven back into the circles of cranks and dema
gogues. Inflationism is one of these irrepressible 
themes which again and again attract some 
half-trained economists, and the advocacy of 
collectivist economic planning has become an
other since it first became popular under this 
name through its use by the Russian commu
nists. The conception, originally developed by 
some of the organizers of the German war econ
omy during World War I, was thoroughly dis
cussed by economists in the 1920s and 1930s; 
and all those familiar with that discussion will 
agree that it greatly contributed to the clarifica
tion of concepts and that one ought today to be 
entitled to assume that no competent economist 
who lived through that discussion would ever 
again talk about the issue in terms of the vague 
and confused concepts initially bandied about. 

Nobody is of course bound to accept what 
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seemed then the conclusions of those discus
sions, which were very unfavorable to central 
planning: in any scientific discipline the discov
ery of new facts or new considerations may lead 
to the revision of conclusions arrived at in the 
past. But what one must expect from a profes
sional economist of recognized standing is that 
he not talk as if those past discussions had never 
taken place, and that he not use expressions in 
the ambiguous and misleading senses which had 
been painfully eliminated in the course of the 
earlier discussion. 

It is in this respect that the pronouncements 
of Professor Wassily Leontief, recently of Har
vard University, in the course of the reopened 
debate on the subject are so bitterly disap
pointing. That a senior economist of internation
al reputation should again use the term "plan
ning" in all the ambiguity in which one would 
expect it to be used these days only by less 
responsible persons as a propaganda catch
word, and that he should simply disregard 
the essential, if perhaps provisional, conclu
sions that emerged first from the discussion 
of central economic planning in the 1920s and 
1930s and then from the no less intensive dis
cussion of "indicative planning" more recently 
is wholly inexcusable. Although the statements 
with which I shall deal in this paper have been 
issued mostly on behalf of an "Initiative Com
mittee for National Economic Planning," it 
would seem that for the economic argument 
embodied in those statements Professor Leon
tief must bear the principal responsibility. He 
is the visible prime mover of the Committee 
and he clearly is the economist among its 
spokesmen who has the most relevant back
ground of professional work. His Co-Chairman, 
Mr. Leonard Woodcock, President of the United 
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Auto Workers, is not, of course, a professional 
economist and has publicly acknowledged that 
he did not start to think seriously about eco
nomic planning on the part of government un
til the oil embargo. Indeed, some of the com
ments he has made rather suggest that he has 
not thought much about it even now. 

II 

The worst confusion by which the new Amer
ican agitation for "planning" is permeated, not 
excluding the various statements by Professor 
Leontief himself, was most naively expressed in 
the first sentence of a lead editorial in the Feb
ruary 23, 1975 issue of The New York Times. 
It asked "Why is planning considered a good 
thing for individuals and business but a bad 
thing for the national economy?" 

It is almost unbelievable that at this date an 
honest seeker after truth should innocently be
come the victim of the equivocal use of the word 
planning and believe that the discussion about 
economic planning refers to the question of 
whether people should plan their affairs and not 
to the question of who should plan their affairs. 
In reply to this I can only repeat what more 
than thirty years ago I had, as I even then be
lieved at unnecessary length, explained in a 
popular book:* 

" 'Planning' owes its popularity largely to 
the fact that everybody desires, of course, 
that we should handle our common problems 
as rationally as possible and that, in so doing, 
we should use as much foresight as we can 
command. In this sense everybody who is not 
a complete fatalist is a planner, every politi
cal act is (or ought to be) an act of plan
ning, and there can be differences only be-

*In Chapter III of The Road to Serfdom, The University of 
Chicago Press, pp. 34ff. 
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tween good and bad, between wise and fore
sighted and foolish and shortsighted plan
ning. An economist, whose whole task is the 
study of how men actually do and how they 
might plan their affairs, is the last person who 
could object to planning in this general 
sense. But it is not in this sense that our en
thusiasts for a planned society now employ 
this term, nor merely in this sense that we 
must plan if we want the distribution of in
come or wealth to conform to some particu
lar standard. According to the modern plan
ners, and for their purposes, it is not suffici
ent to design the most rational permanent 
framework within which the various activi
ties would be conducted by different persons 
according to their individual plans. This lib
eral plan, according to them, is no plan- and 
it is, indeed, not a plan designed to satisfy 
particular views about who should have 
what. What our planners demand is a central 
direction of all economic activity according 
to a single plan, laying down how the re
sources of society should be 'consciously di
rected' to serve particular ends in a definite 
way. 

"The dispute between the modern plan
ners and their opponents is, therefore, not a 
dispute on whether we ought to choose in
telligently between the various possible or
ganizations of society; it is not a dispute on 
whether we ought to employ foresight and 
systematic thinking in planning our common 
affairs. It is a dispute about what is the best 
way of so doing. The question is whether for 
this purpose it is better that the holder of co
ercive power should confine himself in gen
eral to creating conditions under which the 
knowledge and initiative of individuals are 
given the best scope so that they can plan 
most successfully; or whether a rational utili-
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zation of our resources requires central direc
tion and organization of all our activities ac
cording to some consciously constructed 
'blueprint.' The socialists of all parties have 
appropriated the term 'planning' for planning 
of the latter type, and it is now generally ac
cepted in this sense. But though this is meant 
to suggest that this is the only rational way of 
handling our affairs, it does not, of course, 
prove this. It remains the point on which the 
planners and the liberals disagree." 

(The term "liberal" is of course used here and 
also in an earlier part of the quote in the classi
cal English, not in the modern American, sense.) 

I should, perhaps, explain that this was writ
ten in a book concerned with the moral and po
litical consequences of economic planning, writ
ten ten years after the great discussion of the 
question of its economic efficiency or inefficien
cy to which I shall now have to turn. And I 
might, perhaps, also add that J. A Schumpeter 
then accused me with respect to that book of 
"politeness to a fault" because I "hardly ever 
attributed to opponents anything beyond intel
lectual error."* I mention this as an apology in 
case that, on encountering the same empty 
phrases more than thirty years later, I should 
not be able to command quite the same patience 
and forbearance. 

III 

The great debate of the 1920s and 1930s 
turned mainly on the question of the justifica
tion of the socialist hopes of increasing produc
tivity by substituting central planning for mar
ketplace competition as the instrument for guid
ing economic activity. I don't think it can now 
be gainsaid by anybody who has studied these 

•J. A. Schumpeter, The Journal o f Political Economy, Volume 
54, 1946, p. 269. 
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discussions that those hopes were shattered and 
that it came to be recognized that an attempt at 
centralized collectivist planning of a large eco
nomic system was on the contrary bound great
ly to decrease productivity. Even the commu
nist countries have to various degrees felt com
pelled to reintroduce competition in order to 
provide both incentives and a set of meaningful 
prices to guide resource use. We can deal with 
those older ideals of centralized planning fairly 
briefly since even the proponents of the schemes 
under discussion today disclaim that they aim 
at a system of planning of the kind in which a 
central authority commands what the individual 
enterprise is to do-although it must remain 
doubtful whether what they aim at can be 
achieved without this sort of regimentation. 

We shall therefore content ourselves, so far 
as the efficiency argument for central direction 
is concerned, with stating very briefly why such 
an argument is erroneous. 

The chief reason why we cannot hope by 
central direction to achieve anything like the 
efficiency in the use of resources which the mar
ket makes possible is that the economic order 
of any large society rests on a utilization of the 
knowledge of particular circumstances widely 
dispersed among thousands or millions of indi
viduals. Of course, there always are many facts 
which the individual conductor of a business 
ought to know in order to be able to make the 
right decisions but which he can never know di
rectly. But among the alternative possibilities 
for coping with these difficulties-either convey
ing to a central directing authority all the rele
vant information possessed by the different in
dividuals, or communicating to the separate 
individuals as much as possible of the informa
tion relevant for their decisions-we have dis
covered a solution for the second task only: the 
market and the competitive determination of 
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prices have provided a procedure by which it is 
possible to convey to the individual managers 
of productive units as much information in con
densed form as they need in order to fit their 
plans into the order of the rest of the system. 
The alternative of having all the individual man
agers of businesses convey to a central planning 
authority the knowledge of particular facts 
which they possess is clearly impossible-simply 
because they never can know beforehand which 
of the many concrete circumstances about which 
they have knowledge or could find out might be 
of importance to the central planning authority. 

We have come to understand that the market 
and the price mechanism provide in this sense 
a sort of discovery procedure which both makes 
the utilization of more facts possible than any 
other known system, and which provides the 
incentive for constant discovery of new facts 
which improve adaptation to the ever-changing · 
circumstances of the world in which we live. Of 
course this adaptation is never as perfect as the 
mathematical models of market equilibrium 
suggest; but it is certainly much better than any 
which we know how to bring about by any other 
means. I believe there is substantive agreement 
on these points among serious students of these 
matters. 

IV 

But, curiously, one recently has begun to hear 
more and more frequently a new argument 
which inverts the historical role that the market 
and the price mechanism have played in maxi
mizing order and efficiency in individual econo
mies and in the world economy at large. It is 
contended that the market may have been an 
adequate mechanism of coordination under ear
lier, simpler conditions, but that in modern 
times economic systems have become so com-
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plex that we no longer can rely on the spon
taneous forces of the market for the ordering 
of economic priorities but must resort instead 
to central planning or direction. Such an argu
ment carries some superficial plausibility, but, 
on examination, turns out to be particularly 
silly. In fact, of course, the very complexity 
which the structure of modern economic sys
tems has assumed provides the strongest argu
ment against central planning. It is becoming 
progressively less and less imaginable that any 
one mind or planning authority could picture 
or survey the millions of connections between the 
ever more numerous interlocking separate ac
tivities which have become indispensable for the 
efficient use of modern technology and even the 
maintenance of the standard of life Western 
man has achieved. 

That we have been able to achieve a reason
ably high degree of order in our economic lives 
despite modern complexities is only because our 
affairs have been guided, not by central direc
tion, but by the operations of the market and 
competition in securing the mutual adjustment 
of separate efforts. The market system functions 
because it is able to take account of millions of 
separate facts and desires, because it reaches 
with thousands of sensitive feelers into every 
nook and cranny of the economic world and 
feeds back the information acquired in coded 
form to a "public information board." What 
the marketplace and its prices give most par
ticularly is a continuing updating of the ever 
changing relative scarcities of different com
modities and services. In other words, the com
plexity of the structure required to produce the 
real income we are now able to provide for the 
masses of the Western world-which exceeds 
anything we can survey or picture in detail
could develop only because we did not attempt 
to plan it or subject it to any central direction, 
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but left it to be guided by a spontaneous order
ing mechanism, or a self-generating order, as 
modern cybernetics calls it. 

v 

Apart from such occasional flare-ups of old 
misunderstandings in lay circles, the efficiency 
argument for central economic planning has al
most universally been abandoned. If central di
rection of all economic activity is still sometimes 
demanded by serious students, this is on the dif
ferent and logical argument that only in this 
manner could the distribution of income and 
wealth between individuals and groups be made 
to conform to some preconceived moral stan
dard. Apparently a good many idealist socialists 
would be prepared to tolerate a substantial sac
rifice of material welfare if thereby what they 
regard as greater distributive or social justice 
could be achieved. 

The objections to this demand for greater 
social justice, of course, must be and are of an 
entirely different character from those against 
the presumed greater efficiency of a planned 
system. There are two different fundamental 
objections to these demands, each of which 
seems to me to be decisive. The first is that no 
agreement exists (or appears even conceivable) 
about the kind of distribution that is desirable 
or morally demanded; the second is that what
ever particular distributive scheme were to be 
aimed at could in fact be realized only in a 
strictly totalitarian order in which individuals 
would not be allowed to use their own knowl
edge for their own purposes but would have to 
work under orders on jobs assigned to them for 
purposes determined by government authority. 

Freedom in the choice of activity as we know 
it is possible only if the reward to be expected 
from any job undertaken corresponds to the 
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value the products will have to those fellow men 
to whom they actually are supplied. But this 
value often will unavoidably bear no relation 
whatever to the deserts, needs, or other claims 
of the producer. The belief in a society in which 
the remuneration of individuals is made to cor
respond to something called "social justice" is 
a chimera which is threatening to seduce mod
ern democracy to accept a system that would in
volve a disastrous loss of personal freedom. 
George Orwell and others ought by now to 
have taught even the layman what to expect 
from a system of such kind. 

VI 

The new American advocates of planning 
will claim, however, that they know all this and 
that they never have advocated a system of cen

. tral direction of individual economic activities 
and even have said so. Yet it is very doubtful 
whether what they do advocate would not in 
fact lead that way. They leave a great deal ob
scure and it is precisely this state of muddle 
which is the sure way to hell. To be sure, the 
statement of the Initiative Committee for Na
tional Economic Planning (The Case for Plan
ning) says that: "It should be clear that the 
planning Office would not set specific goals for 
General Motors, General Electric, General 
Foods, or any other individual firm. But it 
would indicate the number of cars, the number 
of generators, and the quantity of frozen foods 
we are likely to require in, say, five years, and 
it would try to induce the relevant industries to 
act accordingly." But one cannot help wonder
ing how that "inducement" of an "industry" 
would work if, as the Initiative Committee's 
statement at another point makes clear, the 
"means of influencing" the decisions of industry 
would include "selective credit controls, guid-
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ance of basic capital flows, limits to the use of 
air, water and land, and mandatory resource 
allocation [italics added]." 

Indeed, as one reads on, it becomes increas
ingly difficult to find out what precisely the au
thors of the statement mean by National Eco
nomic Planning. Nor, in spite of its magnilo
quent language, is the text of the proposed Bal
anced Growth and Economic Planning Act of 
197 5, inspired by the Committee and intro
duced in the Senate by Senators Humphrey, 
Jackson, Javits, McGovern and others, in this 
respect more revealing. While the bill is loqua
cious on the organization of a proposed Econ
omic Planning Board, it is remarkably reticent 
on the methods and powers by which this body 
is to secure the execution of the "balanced eco
nomic growth plan" which it is to draw up. 
About the elaborateness of the proposed ma
chinery there can be no doubt. But what it is to 
do, and even more important, what good it is to 
do, is difficult to discover. 

Underlying some of these arguments for cen
tral economic planning appears to be the curi
ous conception that it would be an advantage, 
enhancing orderliness and predictability, if the 
gross outline, a sort of skeleton, of the future 
distribution of resources between industries and 
firms could be laid down for a fairly long pe
riod. In other words, what is today one of the 
chief tasks of business, namely to guess as cor
rectly as possible future developments in its 
particular concerns, would be handled in ad
vance by government decision; only the details 
within this general framework would be handled 
by business. The hope apparently is thereby to 
increase the opportunity for managers of indi
vidual firms to make correct forecasts concern
ing the facts which will directly affect their ac
tivities. But the exact opposite would be the re
sult of such planning: the uncertainty for man-
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agers would be greatly increased since the op
portunity they would have to adapt to changes 
in their immediate environments (i.e., the quan
tities they would have to buy or sell and the 
prices at which they could do so) would depend 
on the "mandatory resource allocation," the 
"guidance of basic capital flows," etc., of the 
government planning office. For the manager of 
an individual firm , that halfway house between 
a completely planned system and a free market 
would indeed be the worst of all possible worlds, 
since his ability to make changes would become 
critically dependent on the red tape, delay, and 
unpredictability that are characteristic of bu
reaucratic decisions. 

Implied in the argument for government 
planning of industrial and commercial activity 
is the belief that government (with an appropri
ately increased bureaucracy, of course) would 
be in a better position to predict the future 
needs of consumer goods, materials, and pro
ductive equipment than the individual firms. 
But is it really seriously contended that some 
government office (or, worse, some politically 
sensitive plan-making committee) would be 
more likely to foresee correctly the effects of 
future changes in tastes, the success of some 
new device or other technical innovation, 
changes in the scarcity of different raw materi
als, etc., on the amounts of some commodity 
that ought to be produced some years hence, 
than the producers or professional dealers of 
those things? Is it really likely that a National 
Planning Office would have a better judgment 
of "the number of cars, the number of gener
ators, and the quantities of frozen foods we are 
likely to require in, say, five years," than Ford 
or General Motors, etc., and, even more im
portant, would it even be desirable that various 
companies in an industry all act on the same 
guess? Is it not the very rationale of the meth-
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od of competition that we allow those who have 
shown the greatest skill in forecasting to make 
preparations for the future? 

VII 

In some sections of the statements made by 
the new advocates of "planning" it becomes 
clear, however, that they are thinking mainly of 
another kind of planning, one which also has 
been thoroughly examined in the past in a dis
cussion of which its present protagonists show 
as little awareness as of any other of the earlier 
scientific examinations of the problem. They 
show indeed a curious tendency to reject with 
disdain any suggestion that other peoples' ex
periences are relevant and insist, in Professor 
Leontief's words, that "America cannot import 
a planning system from abroad. Countries dif
fer in their planning methods because the coun
tries themselves differ. We should want and ex
pect a distinctive American style."* 

The earlier extensive discussion of these prob
lems, from which the American proponents of 
that other sort of planning ought to have prof
ited, took place chiefly in France in the early 
1960s under the heading of "indicative plan
ning." This conception had for a short while 
attracted much attention until it was decently 
buried after a thorough discussion at the Con
gress of French Speaking Economists in 1964 
had revealed all the confusion and contradic
tions involved in it.** There is no excuse what
ever for ignorance of the upshot of these discus
sions which are clearly expounded in an excel
lent book in English by Dr. Vera Lutz.*** 

•Quoted by Jack Friedman in The New York Times of May 
18, 1975. 

.. See particularly the contributions of Daniel Villey and 
Maurice Allais to the Congres des economistes de langue Fran
caise, May 1964. 

... Vera Lutz, Central Planning for the Market Economy. An 
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The whole idea of "indicative planning," it 
turned out, rests on a curious combination, or 
rather confusion, of actions-making a predic
tion and setting a target. It was conceived that 
somehow a forecast of the quantities of the dif
ferent commodities and services that will be 
produced would assist in determining the re
spective quantities which ought to be produced. 
The plan is conceived as a forecast by govern
ment at the achievement of which industry is 
to aim. 

This sort of self-fulfilling prophecy may at 
first appear plausible, but on reflection it turns 
out, at least so far as a market economy based 
on competition is concerned, to be an absurdity. 
There is absolutely no reason at all to assume 
that announcement of a target will make it like
ly that the aggregates of output named in it will 
actually be realized by the efforts of a number 
of producers acting in competition. Nor is there 
any reason to think that the government, or any
body else, is in a better position than are indi
vidual managers acting as they now do to de
termine beforehand appropriate quantities of 
different outputs of different industries so that 
supplies and demands will match. 

It is at this point that it becomes clear that 
the present revival of the planning idea in the 
United States is inspired by the input-output 
representations developed by Professor Leon
tief, and rests entirely, I am sorry to say, on a 
colossal overestimation by its author of what this 
technique can achieve. Before the Joint Eco
nomic Committee,* Professor Leontief is re
ported to have explained that: "First of all, get
ting information is a passive activity. It does not 
tell anybody what to do. Presenting a picture of 

AnalySis of the French Theory and Experience. London, 1969. 
There is also a briefer earlier statement by Dr. Lutz, French 
Planning, Washington, 1965. 

•Notes from the Joint Economic Committee, Congress of the 
United States, Volume I , No. 19, July I, 1975, p. 10 . 
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how good a situation could be if everything is 
geared nicely is not a dictation." 

What Professor Leontief has in mind is clear
ly the technique of input-output tables which 
he himself has developed and which show in an 
instructive manner how, during some period in 
the past, various quantities of the products of dif
ferent main branches of productive activity were 
used up by other branches. How the production 
of the tens of thousands of different things which 
are needed to produce a much smaller but still 
very large number of final products is deter
mined by the market process is a matter of in
finite complexity; and how order is brought 
about by a spontaneous mechanism which we 
do not fully understand is best illustrated by the 
very fact that we needed a Professor Leontief 
to give us even a very rough outline of the 
gross categories of commodities that in the past 
have passed from certain main groups of in
dustries to others. One can understand that 
Professor Leontief wishes to refine and extend 
that technique and to construct input-output 
tables not for a few dozen but for a few thous
and main classes of products. But the idea 
that such broad-outline information about what 
has happened in the past should ,be of signifi
cant help in deciding what ought to happen in 
the future is absurd. Even if we could get and 
organize information about the tens of thous
ands of different commodities actually produced 
in a specific past period, it would tell us about 
just one of an infinite number of possible input 
combinations that could produce a particular 
array of final products. It would tell us nothing 
at all about whether that specific combination 
of inputs or any other combination would be 
economical under changed conditions. 

The source of belief in the value of input
output representations is the wholly wrong idea 
that the efficient use of resources is determined 
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mainly by technological and not by economic 
considerations. That belief is evident in the fact 
that the advocates of planning visualize a team 
of a few hundred technical experts (perhaps 
500 of them, as we learn from one of their 
spokesmen, at the cost of fifty million dollars 
a year*) -most of them scientists and engineers 
rather than economists-working on planning 
for either the White House or Congress.** 

VIII 

This, I am afraid, betrays a complete lack 
of understanding of how in the complex order 
of a great society the efficient use of resources can 
alone be determined. There is no need, to take 
a very simple example, for a particular quan
tity of a particular raw material in order to 
make a particular quantity of tarpaulins. In a 
situation in which the buyers of tarpaulins are 
indifferent to the raw material from which they 
are made, output can be maximized by choosing 
among hemp, flax, jute, cotton, nylon, etc., that 
material which costs least-that is, that which we 
can obtain for this purpose at the least sacrifice 
of other desirable products. That we can sub
stitute one material for another in this and 
thousands of other cases (most of which in 
practice involve much greater complexities) is 
due to the circumstance that in a competitive 
market the relative prices of materials will en
able us to determine readily how much more of 
one material than of another can be acquired at 
any given expenditure level. 

There is, therefore, without a knowledge of 
prices, no possibility for determining from sta
tistics of the past how much of different ma
terials will be wanted in the future. And statis-

*Challenge, May-June 1975, p. 6. 
• • The New York Times, February 28, 1975, "Diverse Group 

Advocates Economic Planning for U.S." 
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tics of the past help us little to predict what 
prices will be and therefore what quantities will 
be needed of different commodities. It is there
fore difficult to see what possible purpose would 
be served if it were announced beforehand what 
quantities of the different main classes of goods 
ought to be produced during a certain period of 
the future. 

Even if it were possible, however, to say be
forehand for every kind of commodity (or va
riety of a commodity) how much of it ought to 
be produced some years hence, it is difficult 
to see how this should lead the individual enter
prises to produce just those amounts which to
gether correspond to the desired quota-except, 
indeed, on the assumption that it is desired that 
the different firms should conspire together to 
produce an output of a certain size (presum
ably that must be profitable to them). This, in 
fact, is the ideal which clearly guided the 
French advocates of "indicative planning." And 
one cannot help feeling sometimes that the new 
American advocates of planning have become 
the innocent dupes of some aspiring cartelists. 

The whole idea of "guiding" private indus
try by announcing beforehand what quantities 
of different goods firms ought to produce over 
a long period of the future is a muddle from be
ginning to end, wholly ineffective and mislead
ing if left without sanctions constraining indus
try to do what it is predicted that it will do, de
structive of the competitive market and free en
terprise, and leading by its inherent logic 
straight to a socialist system. It seems to have 
attracted all those who since the era of the New 
Deal have hankered for a revival of President 
Franklin D. Roosevelt's National Resources 
Planning Board. Indeed, Professor Leontief has 
specifically couched his proposal in that way,* 

•w. Leontief, " For a National Economic Planning Board," 
The New York Times, March 14, 1974. Indeed the most fa-
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thereby apparently hoping to give it an aura of 
progressiveness. Yet, to the economist aware of 
the serious discussions of these problems during 
the last forty years these, far from being pro
gressive, are antiquated ideas, completely out 
of date and in conflict with all that we have 
learned about the problems involved. 

IX 

There is, however, yet another undercurrent 
discernible in the present demands for planning 
which indeed expresses a very legitimate dis
satisfaction with prominent features of our eco
nomic life. This involves the hope for a kind of 
planning which would be highly desirable but 
which is not only wholly impossible politically 
in present conditions but also in direct conflict 
with the other demands for planning. The hope 
is for government to plan its own activities 
ahead for long periods, announce and commit 
itself to the execution of these plans, and there
by make government action more predictable. 
It would indeed be a great boon for industry 
if it could know a few years in advance what the 
government is likely to do. But this is, of course, 
wholly irreconcilable with the established use of 
economic measures for vote-catching purposes. 
Such an idea is even more irreconcilable with 
demands that government interfere with the ac
tivities of private enterprise to make them con
form more closely to some plan government 
has made. The current agitation in the United 
States for a broad new planning initiative ex
plicitly includes, in most of its variants, an in
dictment of government for its failure to think 

miliar figures among the signatories of the sta tement of the Ini
tiative Committee for National Economic Planning-Chester 
Bowles, John K. Galbraith, L. H. Keyserling, Gunnar Myrdal, 
Robert R. Nathan, and Arthur Schlesinger, Jr.-seem to be men 
who long for a new N .R.A. and who in any other country 
would be called socialists, but in the U .S. call themselves 
liberals. 
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out its policies for the longer future. But the , 
legitimacy of that indictment is not a justifica
tion for the demand that the same government 
which so notoriously fails to plan its own affairs 
should be entrusted with the planning of busi
ness. 

X 

The Balanced Growth and Economic Plan
ning Act of 1975-popularly ~nown after its 
chief sponsors as the Humphrey-Javits bill-is 
a decidedly curious product, both as to parent
age and other matters. The so-called Coordi
nator of the Initiative Committee for National 
Economic Planning-Myron Sharpe, editor of 
Challenge-claims that the bill was originally 
drafted by members of the Initiative Committee 
and that the final draft is the "joint product of 
the Initiative Committee and the original Sen
ate sponsors."* Senator Javits,· however, is on 
record as wanting to make it clear that the 
sponsors of the bill "aren't an instrument for 
the Committee for National Economic Plan
ning" and that the Committee's definitive 
statement "isn't applicable to our bill."* * Sen
ator Humphrey, for his part, has offered reas
surance that no coerciveness would be involved. 
"I can categorically state," he has said, "that it 
is not the intent of the authors of this bill or of 
the bill itself, and there is not a single word or 
phrase in this bill which could be used to ex
pand the government's control over the econ
omy."*** Indeed the much touted National 
Planning Bill turns out to be an instrument for 
an undisclosed purpose. It proposes to create 
an enormous bureaucratic machinery for plan-

•Challenge. May-June 1975, p. 3. 
• • Daily R eport for Execlltives, published by The Bureau of 

National Affairs, Inc., June II, 1975, p. A II. 
.. •Notes from the Joint Economic Committee, U.S. Con-
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ning, but its chief sponsor, while constantly 
using the magic word planning, admittedly has 
no idea of what he means by it: Senator Hum
phrey explained the purpose of the Joint Eco
nomic Committee's Hearings on the bill last 
June by saying: "This is advisory and consulta
tive, and hopefully out of this dialogue and dis
cussion . . . we will come down to a much more 
clear and precise understanding of exactly what 
we are talking about and what we mean."* 

It is difficult for an outsider to understand 
how, after introducing so ill-considered and ir
responsible a piece of legislation-which prom
ises merely an empty machinery with no stated 
purpose, which will perhaps give us input-out
put tables for a few hundred commodities that 
will be of no conceivable use to anybody except 
some future economic historian, but which may 
incidentally be used to enforce the disclosure 
of various sorts of information that would be 
exceedingly useful to a future authoritarian 
government-Senator Humphrey should be able 
to boast that it is his "single most important 
piece of legislation."** Somebody as innocent of 
American politics as this writer might suspect 
that the Senator from Minnesota is the unwitting 
tool of some other, presumably collectivist, wire 
pullers who want to use the machinery thus 
created for aims they prefer not to disclose. 
But when one rereads the accounts of how the 
campaign for national planning has evolved in 
the articles of the editor of the magazine Chal
lenge, whose hand one seems to recognize also 
in several of the other statements supporting 
the plan, one feels reassured that nothing more 
sinister than sheer intellectual muddle is at 
work. 

gress, Volume I, No. 19, p. 19. 
• Ibid., p. 2. 
• •"Planning Economic Policy," Challenge, March-April 1975, 

p. 21. 
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