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The adjusted index of industrial output (excluding construction) now

» is growing at an annual rate of 4-6 per cent (4 per cent per year during the
'fourthﬁquarter, 5.6 per cent per year from September-October through December—
January). These solid current growth rates imply less strain on French resources
than the 8 per cent growth in industrial output registered between fourth ﬁuarter
1962 and fourth quarter 1963. The rate of growth of construction also has
slackened off considerably recently: in building and public works, the anhual
growth rate has fallen from 15 per cent in the second quarter to 10 per cent in
the fourth, compared to the corresponding year-ago period.

Interest rates rise

With bank credit harder to get, and also more expensive since the
November discount rate rise, long-term bond yields in France have risen. Market
yields on governments in March were around 5. 66 per cent, or about 30 basis points
higher than just Prior to the September measures. A rise of about 40 basis
points on corporates has occurred in this same period, bringing these yields to
6.35 per cent by mid-March.

Rates have risen also on "free investment' Treasury bills. In part
this reflects the higher interest rates banks charged customers. 1In addition,
in late January the Finance Ministry removed the 2. 88 per cent ceiling on the
rates it was prepared tc pay at the auctions of one-year bills. These yields
rose to 3.659 per cent at the January 29 auction. By mid-March they had slipped
back to 3.47 per cent but were still well above the former 2.88 per cent limit,

Trade deficit rises but may now stabilize

(ver the past several months, France's trade balance has generally

tended to move very unfavorably because of an upsurge in imports. But a marked

improvement in February may herald the end of the recent phase of deterioration
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that began last September. A continuation through 1964 of the deficits of the .

Past six months would nevertheless mean something close to equilibrium in the
current account as a whole: : the trade deficit would about equal the surplus
on invisibles transactions.

Seasonally-adjusted total imports (c.i.f.) rose 11 per cent from the
third quarter to the fourth, and in January-February advanced a further 7 per
cent. See Table 5.) Exports rose hardly at all in the third quarter, but then
scored sharp monthly gains of almost 4 per cent in January and nearly 5 per cent
in February. The deficit rose from a monthly average of $4] million in the
third quarter to $110 million in the fourth, and for January-February averaged
$106 million. Within these last two months, the deficit dropped from $137 million
in January to $74 million in February as imports fell and exports rose,

Table 5. France: Foreign Trade, 1963-64
(In millions of dollars; monthly average or month)

Seasonally-adjusted Total Trade, Imports c.i.f,

Imports c.i,f, Exports Balarnce

1963 - 1 668 619 - 49

II 714 695 - 19

IT1 727 686 - 41

v 805 695 -110

1964 - January 880 743 -137

February 852 778 - 74

Trade with Foreign Countries, Imports f.o.b. 1/
Imports f.o,b. Exports Balance

Un- Seasonally Un- Seasonally Un- Seasonally

adjusted adjusteds adjusted adjusted< adjusted adjusted%
1963-Sept., 499 572 507 548 + 8 -24
Oct. 619 635 631 584 +12 -51
Nov. 585 579 569 544 =16 -35
Dec, 634 609 612 582 ~-22 -27
1964~ Jan. 655 670 589 597 -66 -73
Feb. 638 644 620 633 -18 -11
6-mo. totals 3,630 3,709 3,528 3,488 -102 -221

1/ Imports f.o.b. estimated at 90 per cent of the c.i.f. value.
2/ Estimates obtained by applying the seasonal adjustment factors used

for total trade. .
Source: Trade figures from INSEE, adjustment factors from OECD.



of the unilateral French tariff cuts last autumn. The other factors accounting
for the exceptional size of thig increase are not readily apparent. But in
large measure the Yecent trade balance deterioration has also been a continuation
of the basic trend in French trade since mid-1962, when import growth began to
outstrip the rise in exports. For the full year 1963, exports were up a healthy
10 per cent over 1962, almost wholly in sales to other Western European countries;
these exports benefited from booming demand in those countries as well as the
intra-Common Market tariff cuts. But French imports in 1963 were as much as 18-1/2?;
Per cent more than in 1962 (compared with a rise in GNP in 1963 of 4-1/2 to 5 M
Per cent in real terms and probably about 11 Per cent in money terms). The far
greater rise in total imports was spread over all commodity groups, but was
spearheaded by a 37 Per cent increase in imports of non-food consumer goods,

The French Finance Minister has said that the improved balance in
February represented a return to more normal conditions. Certainly impo;ts
cannot be expected to rise indefinitely at the rate of recent months. The rise
in average monthly imports from the third quarter of 1963 to January-February
of this year (a period of less than 6 months) was 20 per cent. Both the ending

of the expansionary effect of the late- 1963 French tariff reductions and the

However, it is useful to assess the balance of payments implications
of the recent levels of the French trade deficit. If the deficit were to
continue in 1964 at the average level of the last six months, France should be
close to equilibrium on current transactions this year. For the months September

1963 through February 1964, it may be estimated that, at an annual rate, the
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Seasonally-adjusted foreign exchange deficit on f.o.b. trade was $440 million.’

(See Table 5.) This estimated deficit in fact exceeds the $300 million surplus
on current account registered in 1963,

Payments Surplus runs at reduced levels

Because of the shift in the trade position, the over-all French

surplus since mid-1963 has been running well below the comparable year-ago levels,

weeks of 1964,

The over-all surplus (before debt Prepayments) in the third quarter

was $209 million (8286 million in 1962). For the fourth quarter of 1963, French
estimates place the surplus at $100 million ($209 million in 1962). (See Table 6.)‘i

In the entire second half of 1963 the over-all surplus was down $186 million

with the trade account (payments basis, f.o.b,) deteriorating by $195 million. ’
In distinct contrast to the merchandise account, the surplus on othE.

items (combined) was well maintained, On all non-trade items taken as a whole,

the period July-December 1963 recorded a surplus of $253 million, up $9 million

from a year earlier, Somewhat reduced surpluses were recorded on long-term

Private capital and on the net balance of the overseas franc area; the net income

from services declined sharply. But the combined deficit on short-term capital

and errors and omissions was reduced, and the donations account shifted from

deficit to surplus, probably because of a decline in foreign grants by the

French Government,

5/ This deficit is obtained by considering only the trade with foreign
countries (i.e,, excluding the trade with the overseas franc area). The f,o.b,

The seasonal adjustment factors valid for total trade have been applied to this
trade. This procedure ma8y overstate or understate the adjusted deficit on trade
with foreign countries, However, the trade with foreign countries exceeds 80 per
cent of the total on both the import and export sides. Even on an unadjusted,
basis, the deficit on trade with foreign countries ran at an annual rate of oy

$200 million in this period,
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Table 6. France: Balance of Payments, 1962-63 1/
(In millions of dollars)

First Third Fourth
Half Quarter Quarter Year
Trade balance
1962 233 158 94 476
1963 43 98 -41 100
Services
1962 181 -6 109 289
1963 135 -5 54 184
Donations
1962 77 27 -49 55
1963 61 26 28 115
Long-term Private capital
1962 172 119 110 403
1963 268 108 90 466
Long-term public capital 2/
1962 - -51 -55 -22 -127
1963 -59 -57 -29 -145
Short-term Private capital
1962 -33 -77 33 -81
1963 -42 -12 3/-46 3/-55
. Overseas franc area
' 1962 57 63 26 145
1963 73 9 18 100
Errors and omissions
1962 65 58 -97 31
1963 137 42 3/-18 3/161
Over-all balance 2/
1962 - 698 286 209 1,193
1963 617 209 100 926

3/ It is not known whether, for the final quarter of 1963, items pending
settlement are included in short-term Private capital or ip €rrors and omissions,
For the other periods they are included in short-term private capital,

Source: French Finance Ministry as reported by the U.S, Embassy, Parig,



The outlook for the French payments balance in 1964 is for a contim.
but reduced surplus, in the range of perhaps $200 to $500 million. As discussed
above, the current account will pPerhaps be close to equilibrium because of the
recent adverse change in the trade balance. But for the three years 1961-63
France has had 3 Comparatively stable surplus of $350 million to $470 million
& year on long-term Private capital, which has apparently not been affected by
the somewhat cool official French attitude toward foreign investment in France.
Unless the profits outlook i'. France worsens, further inflow in 1964 can be
expected. 1In addition, the overseas franc area has been contributing about
$100 miliion yearly to French reserve gains. Against these surpluses may be
set the long-term net foreign loans and investments of the French Government
which in recent years have been running at somewhat under $150 million yearly.

Recent official reserve accruals by France have been modest in

From February 27 to March 12 the gain was apparently about $2 million, But the
French press reports that in the next few days they rose $12-17 million in
reflection of the run on the lira in that week,

The comparatively reduced Strength of the franc also shows up in the
exchange rate, Qn the exchange markets, since the beginning of the year the
franc has been quoted at just below its upper limit against the dollar 60 per
cent of the time in January, 50 per cent of the time in February, and 50 per

cent in the first 23 days of March,





