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. Price trends continue to be a key problem in France. Both thé'sevefe
_rlweather in January and February and the terms of settlement of recent Iabor
dispntes have fcstered cost and price advances, on the other hand, measures of

?uigcreﬂitkresttaint by the Bank of France may have a moderating influence. DesPLte

'57“fpr1£e increases and a reduction in the trade surplus, official reserve accruals'

duringgJanuary and February were much larger than a year earlier, probably.iﬁvpart
‘%ﬁ@éause7of éxchange'market pressures. on the pound sterling.

. ’ ‘v',fhe terms on which recent serious labor troubles have been SE~tt1"éé;‘?‘;E§ii1/l "

Z v nnganly'aggravate the price problem; they may also produce difficulties forfghé*
budget and the realization of the Four-Year Plan. Wage increases grantéd~to the'
coal miners, ending a five-week strike, and to the railroad workers will wi&Envthe
deficits of these two nationalized industries; coal prices and railroad rates will
have to be raised unless subsidies from the budget are to be augmented. The coal
strike settlement also provides for a longer paid vacation and a promise to'discuss
this autumn the question of reducing the length of the work week. The goverﬁment

’.has so far opposed reductions in hours worked by labor as a threat to planned
output goals. Gas and electricity workers have also been granted substantial wage
increases,

At the end of February, the Bank of France took steps to slow the ex-

pansion of bark credit in 1963 by about one-third the rate of increase in 1962.
The steps taken comprised (1) an increase in the banks' required minimum liquidity
ratio, and (2) a request to the banks to limit the increase in credits (with some

exceptions) tc 12 per cent in the next twelve months. For the past three years,



"Frezgh official reserves increased during the January-March qﬁérter 
 ff5?,fhe‘éX£eptioﬁa11y large amount of $387 million. These gains reflect in p&ft
'[Q,the developmerit of favorable leads and lags. Nevertheless, a high Bank ofVFraﬁée
official has forecast a substantial reduction in the French surplus in 1963, |
possibly  from the 1962 figure of about $1,150 million to $500 million, mainly:
because of a cdeterioration in the merchandise trade balance, The latest survey
of the French foreign trade outlook, together with the adverse changes which have

occurred in the trade balance since mid-1962, suggests that the French surplué

will indeed be smaller in 1963 than in 1962. .

Industrial production rose further in January. A comprehensi#e survey
of the state of the French economy in February concluded that prospects wereigood
for continued expansion of economic activity because of increasing consumer demand
and rising government outlays. Little or no stimulus was expected from exports or
private investment.

Coal strike settlement terms add to government's problems

France's most seriocus labor trouble since the advent of the de ¢aulle

regime ended with a compromise settlement on April 3 of the five-week strike in th"
nationalized c¢oal mines. The miners won something less than they had demanded, but
the terms are also far less favorable to the government than its original pro-
posals., The government will now find it harder to hold down the budget deficit,
to slow the rising trend of prices, and to attain planmed output goals.

The strike revealed how far wages in the private and public sectors had

diverged. Coal miners and other public sector workers have been disaffected not

because the government has been niggardly but because private industry workers have



,,;egvinéﬂrapidaadVances,,out of proportion to productivity increases;  for
irs the French Government has made no attempt to slow down wage increases
;inuﬁriﬁate.tﬁdUStry; these wage rates rose 8 per cent in 1961 and 9-1/2 Pe?'cent
 1§11962;

‘The miners' wages will be increased 12-1/2 per cent between now and

“TWApril 1964, of which 6-1/2 per cent will be granted immediately. This 12&1/2 '

per cent rise is about twice as large as the govermment's initial offer;;théV
‘miners struck for an immediate 11 per cent raise, plus further increases ih%the
course of the year.
The findings of a group of "wise men'" appointed by the governmgnt;(after
- ""f."'t’he strike Dhegan) to investigate wage grievances in the four largest nationa:‘liz’ed
industries are of great significance for France's public sector finances. 1In
contrast to previous official denials, this group determined that since 1957 wage
rates in the nationalized industries had lagged substantially behind those in
private industry, as much as 8 per cent or more in the case of the miners. Their
findings of substantial wage lags for the railroad, gas and electricity workers
have now obliged the government to make settlements favorable to them. On April 4,
the railroad employees were granted an immediate 5 per cent raise and an additiomnal
. 3.2 per cent raise next January. Press reports state that the gas and electricity
workers received increases of 7.3 per cent between April and December of this year.

As a result of the wage increases now granted, annual operating costs

are expected to rise 275 million francs in the coal mines and 467 million francs

in the railroads. Both industries are already incurring deficits covered by budget
subsidies. If the cost increases were to be made up by higher subsidies, this
would increase the over-all budget deficit by about 15 per cent over the estimated
1962 results, However, it seems more likely that the higher costs would be met by

raiging coal. prices and railroad rates.
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e coal strike settlement went beyond wage rates. Since the Renault
- December, an extension of paid vacations from three to four weeks per

become a goal of Frenmch labor; the miners won a partial victory by

'”fffgettiﬁg~thfeevand one-half weeks, The government also agreed to discuss with

= }tﬁaﬁﬁineis~in September the question of reducing the work week to 40 hours from
fuC£he%prasent 46 to 48 hours. 1In the past, the government has maintained thatﬁany
'shoxteningaof the work week in French industry before 1965, and any widespread
~extension of the vacation period, would jeopardize the attainment of the goais of

the,Foﬁr Year Plan.

“,Mgasures'taken to rest:ain m0netary expansion
At the end of February, the Bank of France instituted two measures to .
slow down the expansion of money supply by moderating the growth of bank crédit.
The rates of expansion in both have been very rapid in recent years. The new
moves are designed to cut down credit expansion by roughly one-third from the 1962
rate.
In the first place, the banks' required minimum liquidity ratio was
raised from 32 to 35 per cent effective March 31,l/ The liquidity ratio was first
introduced in January 1961 at 30 per cent and was raised to 32 per cent in February
1962, The present increase should not have much immediate impact on bank lending .  f
because bank liquidity is seasonally high, but it will cut down on the ability of
the banks to lend from accruing resources.
The second measure, a new device in France, greatly resembles the gentle-

men's agreements on credit restraint reached in Switzerland in the past year. The

Bank of France has requested each bank to limit to 12 per cent the increase in bank

1/ The percentage of total deposit liabilities held in cash, deposits with the
Bank of France and the Treasury, Treasury bills, medium-term paper, export
paper, and paper for financing the grain trade.



fﬁfﬁaitiéﬁéi”thg{éwélvETmoﬂths"frbm Féﬁruary 28. This restriction does not apply

}ancing of exports (which of late have not been 1ncreas1ng) or of

,equipmant goeds (demand for which has been falling).

A]though no important changes occurred in the French monetary sxtuatlon
~ in the weekﬂ and months preceding these steps, the new measures reflect the
fbbncérn;that-a continuation of the growth of money supply at the rapid rates
*éxpe;ienced in the past three years would be undesirable. The supply of money
‘and quasi-money increased 16 per cent in 1960, 17 per cent in 1961, and 18 per
2/

cent in 1962 .~ Such increases were between two and three times larger than the

*”,” corresponding increases in GNP, in current as well as constant prices. Until late

?1961, these increases, while large, served to rebuild the ratio betweep'money'
supply and GNP to the 1956 level, which had been reduced by the sharp 1957-58
price inflation. But in 1962, the ratio rose substantially above the 1956 level.
Bank credit to the economy has been the main source of the increases in
money supply, accounting for 64 to 71 per cent of the increase in each of the
past three vears. (See Table 1.) Yearly expansion rates for this credit ranged
between 18 and 20 per cent. The expansion of credit financed from the banks' own
regsources has been even more rapid. Because the balance of payments surpluses
. provided banks with sufficient funds, there was very little increase in Bank of

France rediscounts in 1961-62,

g/ For money supply alone, the increases in these three years were 14, 15, and
18 per cent,.



ébié-l,*f?#éﬁce:‘;Moﬂefﬁsu’”iy;aﬁ&écbuntgtpapggz,1939ﬁ62 ’
77 (In billions of francs; end of year)

1959

7 and Quasi-Honey 0.2

2acy and ‘demand deposits 83.9
tcial bank time deposits and

1v;§epositfcertificates 6.3

90.2

i §§Qld and,net;foreign/exchaqge,of Bank of France _ 8.2

Credit to Treasury - 30.3
Of which: Bank of France 10.6
Commercial banks 9.2
‘Non-banks a/ 10.4

3. Credit to the Economy 51.7
0f which: Commercial banks 36.1
Bank of France (rediscounts) 177

a/ Mainly postal checking accounts.
Source: Conseil National du Credit.
The balance of payments surpluses as conventionally measured have actually
accounted for more of the growth of money supply than is indicated by Table 1, and
credit to the Treasury has been less of a factor than would appear to be the case.
The rise in gold and net foreign exghange assets of the Bank of France of 8.6
billion francs in 1961-62 is the increase after prepayments of official foreign .
debts totalling 4.5 billion francs. An equal amount should be deducted from the
actual rise in credit to the Treasury (amounting to 5.3 billion francs in 1961-62)
in order to measure the effect before debt prepayments.

Exceptional ircreases in official reserves in 1963

Ir. January-February of this year, France's official reserves rose even
faster than in the comparable weeks of 1962. Gains amounted to $134 million in
January and $145 million in February, compared with adjusted increases of $60

million and $45 million in the corresponding months last year. But the French



fﬂ'éyﬁéﬁtéqéﬁ#gl§s d§& not increase correspondingly. Favorable~¢hénges
‘gajkagsvin-trade payments probably accounted for a substantial;share;-
fhags&gé?@ﬁch-as one~-half--of the rise in official reserves in Januafy—Febrﬁary,
zggfieétiqgétﬁe~desire of French residents, after the breakdown of thezﬁ,K.-Cbmmon
‘fuﬂwrké£ ﬁego€iétions in January, to reduce their sterling holdings, notably iﬁ"
ﬂ‘¢éérly FEbeary.

In March, official reserves rose $108 million, a rate not much beiow
o ~ that of a year before.

| 4§gﬁﬁ¢ed,but still large surplus foreseen for 1963

France's balance of payments surplus in 1962 appears to have been about

th$i,150 million, or nearly $100 million less than in 1961. The balance for January-
September is shown in Table 2. French officials expect the surplus will shbw-a
more substantial decrease this year, mainly because of a deterioration in the trade
balance,

Mr. J.-P. Koszul, General Manager of the Foreign Department of the Bank
of France, writing in the February issue of Banque, holds that "it appears
reasonable to expect that the 1963 balance of payments will continue to show a
surplus, which may amount to as much as $500 miilion, perhaps mwore, but which will

. certainly be less than in 1962." The principal cause of the expected shrinkage of
the over-all surplus is a lower trade surplus for 1963, in the amount of $250 to
$300 million (imports f.o.b., payments basis). This compares with a trade surplus
in 1962 which Mr. Koszul estimated at $480 million in his published article but
which later data suggest was probably around $425 million. The reasons given for
this expected decline were the rising trend of prices in France relative to prices

in other countries, government forecasts of a more rapid increase in imports than

in exports, and the deterioration in the French trade balance in the latter part of

1962,




,,»fﬁ(paymants ‘basis)
payments basis )

 Foreign tvel
Other items

Total current account

_PRIVATE CAPITAL

“Long-term:
Residents

- Non-residents

Short-term (excluding banks):
Residents
Non-residents
Operations pending settlement

Total private capital

C, OFFICIAL CAPITAL (excluding
advance debt redemption)

D. bET BALANCE GF GVERSEAS

E. ERRCRS AND OMISSIONS

F, CSUHPLUS (A+B+C+D+E)

G. FINANCED BY: .
Advance debt redemption
Official reserves
IMF position
Official liabilities
Commercial banks' net foreign

position

718
17 - 26
308 320
- 73 =120
12 18
- 20 - 11
2kl 181
- 89 -106
70 120
113 128
1,056 98L
- 320 - 476
- 699 - 591
- 243 - 12
137 - 23
68 118

T Bources: INGEE and IMF,
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 };Eut for 1962, the French surplus turned out to be substantially larger
e than was projected by French officials a year ago, and current forecasts may have
a pessimistic bias.
There was a marked deterioration in France's trade balance with the OECD
‘countfies in the second half of 1962 because of a more rapid increase in imports
than in exports. Of total French trade with foreign countries (i.e., the trade
entering into the balance of payments), the OECD countries currently take about
80 per cent of exports and supply 70 per cent of imports. For the entire year
1962, France had a surplus on this trade of $392 million (customs figures, imports
’ c.i.£f.). But after mid-1962, this surplus was greatly reduced on a seasonally-
. adjug;ed basis. At an annual rate, the adjusted surplus in the months October 1962
to Jaﬁuary 1963 was $132 million, or $260 million less than the surplus for all of
1962, (See Table 3.) Thus, if the trade balance in 1963 should show no improvement
over recent months, the 1963 surplus would be well below the 1962 level, Trade with
the non-OECD countries, with which France runs a deficit, also became much more
unfavorable in the second half of last year. (See Table 4,)
The most recent assessment of French trade prospects concludes that the
trade balance with foreign countries will probably worsen. The monthly review of
. the INSEE (National Institute of Statistics and Economic Studies), in a lengthy
survey of the state of the French economy in February, stated:

"Foreign orders in recent months have been considered lsy French
exporterg/ to be rather weak, and their forecasts of exports to foreign
countries have been for a slight decline. Against this relatively
cautious outlook for exports--even admitting that they may be a bit
pessimistic-~-one can make a surer prediction of an increase in French
imports, especially in the sector of manufactured consumer goods,"

In January, seasonally-adjusted total French imports showed virtually no

change from either December or the fourth quarter average. Exports rose sharply

from December but were still considerably under the fourth quarter average,



—Yin milliens’of

1th i OECD Countrlggl 1961-63

rs?'monthly average or month)

Balance

: Imports c.i.f. xports
'ff.b1961 ,
ST Qe I 291 332 )
i 318 353 35
Iﬁ 33§ 35@ L2
' 21
1962 33 35
Qtr. I 326 387 61
R 337 381 Lk
III 37h 382 8
v 387 396 9
1962~63“bv months !
1962 October 376 127 5%
November 403 L02 -1
December 383 360 23 7
1963~ January 370 387 17
Source: OECD .-

Table L, France: Trade with Non-OECD Foreign Countries(Unadjusted), 1961-63

(In millions of dollars; monthly average or month)

Imports c.i.f,
1961,
1962
1963

E orts
1967
196¢
1963

Balancq
1961
1962
1963

— By quarter
I II III IV
124 120 11h 126
126 130 126 1kL5
9L 92 92 105
102 111 a7 109
=30 -28 -22 -21
-2k -19 -39 -36

Sources: INSEE and OECD.

Note to Tables 3 and 4: Imports for January 1962 have been adjusted

downward for a change in statistical procedure.




~9e
~ For Fébruary, the preliminary statistics show improvement but should be

treated with caution, Total adjusted exports rose 3 per cent from January to

“*, :regain the fourth-quarter level, while imports fell 7 per cent below both January

and the fourth quarter. February imports may well have been affected by the U. §S.
longshoremen's strike which ended January 23.

Economic activity expected to rise further

The labor unrest in March impeded production, and some effects on output
may continue to be felt in the near future. However, the mid-February INSEE survey
of the French economy was confident that over-all economic activity would increase

further in the next few months. On the basis of periodic soundings of business

. opinion in November-January, INSEE experts concluded that industrial production

would rise about as fast as in the months June-October 1962, or by about 9 per cent
at an annual rate.

Consumer demand, which has been rising very fast since mid-1962, 1is
expected to be the major element in the increase. It should be supplemented by‘
increasing demand for housing, by rising government expenditures (notably public
works and military capital outlays), and by a further revival of exports to
Algeria. On the other hand, little or no stimulus is anticipated in the firet half
of 1963 from exports to foreign countries or from investment outlays by business
firmg., The annual survey of business investment intentions for 1963, made in
November, actually indicated a decline in these investment expenditures from the
1962 level. In partial explanation of this pessimism, the INSEE suggested that the
intentions revealed by the survey should be corrected somewhat for a downward bias
observed in the past, and should be interpreted as indicating no change. It also
 felt that, if consumption should keep on increasing strongly, the propensity to

invest might pick up in the latter part of 1963.



ewfﬁﬁdexfﬂf*ihduétfiél*ptoducribn;fdnfa’1?59 base, shoWed’a*leZTPer
_between December and January (seasonally-adjusted). The old index (with
base year) had risen 1-1/2 per cent in November and remained unchanged

}Vﬁhén'it~wa956;2 per cent higher than a year previous. Accofdiﬁg'to

ﬁ: ,gpbrts, the new index shows a rise for the past year omnly two*thirds.as'
_large as thst given by the old index.

Continued pressure on prices

Severe winter weather accentuated underlying upward price pressures in

,ﬁbtﬁ Jénuary and February. Wholesale prices rose another 0.6 per cent-in January,

cé@pAtéd"With a 1 per cent decline in January 1962. Consumer prices rose a@further
1.3 per cent in January, as against 0.7 per cent a year before. A seasonal OZp. 4
cent drop in wholesale prices in February was said to be smaller than normal,

although it compares with no change in February 1962. While consumer prices rose
only 0.1 per cent in February, a year earlier there had been a dip of the same

magnitude.




~ On April 10, the French announced a series of new financial measurés

E"/'5""_t,ii!z,s&;jfig'n:s;&:l;a‘:-* (a) to reduce the inflow of foreign funds; (b) to shift French funds

'“If'fram<the”Treasury bill to the long-term capital market; and (c) to enhanceytﬁe,Bank
 ?‘ 0£~Franae's powers té check credit expansion,
To discourage the inflow of foreign funds, the payment of interest on
foreign-owned bank accounts in French francs has been prohibited. This reguiation
is similar to measures taken in 1960 by Germany and by Switzerland. Thus far, little
short-term capital inflow has apparently come into France; but it is thought that

this step was a precautionary measure because the credit restraints imposed in

iﬁebruary might encourage greater inflows at a time when France is still running a
large payment:s surplus.

To encourage a shift in French capital into the long-term capital market,
the authorities reduced by one~fourth percentage point the prevailing rates on all
Treasury bills sold to both financial institutions and the general public, The
rate was slashed from 3-1/8 to 2-7/8 per cent on the most common maturity of bills
sold to financial institutions. The authorities also took steps to restrict the
availability of Treasury bills to financial institutions by introducing a new

. arrangement for marketing bills similar to the one introduced in Italy last November.
Under the new arrangement, the private banks will continue to be able to obtain on
a "tap" basis at fixed rates a special issue to meet the fixed proportion of their
assets (presently 15 per cent of deposits) which must be held in this form. Otherwise,
Treasury bills will be available to financial institutions only by regular auction.,
The closing of the "open window" of these Treasury bills is designed both to reduce
short-term rates and to encourage a flow of funds from bills into capital market

assets. The strong preference in France for short-term assets, an outgrowth of
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resent 35iperféentycaiiing“;ta.which,theﬂratioewasgiﬁefé_,ed on






