











¢ Qﬁér;iéndEhas QCQOmpaniéﬁwéwo modifications in the terms offeted;f"
‘ {Tﬁﬁtuyities.have been shortengd,'and yields have beéh'raiéed. The;ténge
--of yields in 1964 haé beer. between 6.41 and 6.44 per cent, compared with
5.09 to 6.00 per cent last year. (See Table 4.)

As a result of these two improvements, the inflationary
impact of Treasury operations has been markedly lessened. Treasuryﬁre—
course to bank credit came to BF 6.9 billion in the first half of 1964,
down from BF 15.5 billion in January-June 1963. On foreign transactions,
central government capital flows were in balance in January-June compatred
with a BF 2.9 billion net inflow a year before.

In the past, budget expenditures and budget deficits have con-
sistently turned out to be appreciably higher than initially estimated.

But the results for the full year 1964 should be much more favorable

than those for 1963 on the basis of the results so far and in view of
official concern over the need to compress the deficit, According to
press reports, the Finance Minister expects that the net financing re-
quirement will in fact be much reduced this year. The budget estimates
for 1965 presented to Parliament reportedly show still a further con-
traction in the net borrowing needs because of another cut in the rate

of expenditure increase.

Rise in interest rates slows down

Since their further sharp rise in the first quarter, Belgian
interest rates have again moved up but at a perceptibly slower pace. The
reduction in the Treasury's borrowing requirements this year has eased
some of the pressure in credit markets. In addition, there was a sub-

stantial net capital inflow in the first half of the year, and an apparent.

further importation of funds since mid-year.
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Table 5. B,elg,ium:r Interest Rates, 1962-64
' (end of month)

1962 1963 1964 -
Dec . Sept, March July Sept, Oct,
I, Treasury Certificates
3-month (tap rate) 3.00 3.45 4,25 4,50 4,50 4,50
4-month (auction rate) 3.30 385 475 500 500 5.10%/
6-month (auction rate) 3.35 3.90 4,90 5,00 5,15 5,15
9-month (auction rate) 3.40 3,95 5,00 5.00 5.30 5.30
12-month (auction rate) 3.45 4 .04 505 5.20 5.40 5,40
II, Bonds (5 to 20 vears to maturity) :
' Government 4,96 5,12 5.50 5.62 5,68 n.a,
Municipalities and
parastatal organizations 5.02 5.01 5.47 5.53 5.56 n.a,

1/ November 3,

.Source: National Bank of Belgium,
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In the market for short-term funds, the auction rate on 4-month .

certificates of the Treasury and the Securities Stabilization Fund (the
most important money market rate) moved up another 25 basis points be-
tween end-March and end-July. (See Table 5.) There were no changes
»affer the July 28 auction until a rise to 5.10 per cent occurred on
November 4., The tap rate on 3-month Treasury certificates, set by the
National Bank of Belgium in the light of market conditions, has been
unchanged at 4.50 per cent since late July. However, rates on 9- and
12-month Treasury certificates, sold at monthly auctions, have moved
up another 20 to 30 basis points since July.

In the bond market, yields have continued to rise quite
steadily, but the advance since last February has been at a reduced

rate compared with the sharp increases of the previous six months.

From the end of February to the end of September, yields on government
bonds maturing in 5 to 20 years rose 17 basis points and yields on
bonds of similar maturity issued by cities and parastatal institutions

moved up another 12 basis points,.

Trade deficit is enlarged

Belgium's foreign trade has witnessed further rapid expan-
sion, but the deficit has widened considerably in recent months,

The exceptionally rapid rise in imports that began in early
1963 continued at about the same rate in 1964. Quarter-to-quarter
increases (seasonally adjusted) came to 7.6 per cent in the first
quarter and 6.0 per cent in the second. (See Table 6.) Exports, which
kept pace with imports during approximately the first three quarters

of 1963, have not done so since that time. In the second quarter, they .



Quarters
1962 - I
II
III
Y

1963 - I
II
ITI
v

1964 - I
I1

Months-1964

April

May
. June

July

August

Imports ¢, 1. £,

Source: OECD

358
378
370
390

374
407
421
437

470
498

498
489
506
501

n,a,

Exports

361
356
366
369

363
405
426
425

456
452

445
445
464
451
455

Iable 6, Belgium-Luxembourg: Seasonally-Adjusted Foreign Trade, 1962-64
(In millions of dollars; monthly average or month)

Balance

+3
-22

-4
-21

-10
-13

+6
-12

-14
-46

-53
-43
-41
-50
n,a,
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were 0.4 per cent higher than 6 months earlier (while imports were
rising 14 per cent), and in July-August they continued at the second
quarter rate. (The rise in exports has been very irregular, and an
excep:ional bulge in February-March distorts the quarter-to-quarter
movements.) The deficit has thus widened from a monthly average of
$12 million in the fourth quarter of last year to $46 million in the

second quarter of this year.

Balance of payments improves in first half of 1964

The balance of payments of Belgium and Luxembourg shifted
from an $82 million deficit in the last half of 1963 to a $12 million
surplus in the first half of 1964, in spite of a widened trade deficit.
(See "able 7.) However, the small surplus in January-June compares
with a much larger surplus of $78 million a year earlier, the differ-
ence being entirely due to the faster rise in imports relative to ex-
ports.

Four factors caused the shift from the second half of last
year. In addition to improvements in services (probably seasonal)
and errors and omissions, there was a very large increase in the net
foreign borrowings of public sector entities (local authorities and
state-owned financial and commercial enterprises), which reached
$86 million in January-June of this year. Furthermore, there was
an absence of any net capital flows on central government account
(despite a $36 million rise in the Treasury's foreign currency debt)
compared with an outflow of $18 million in the last half of 1963

(again, notwithstanding a $64 million increase in the foreign currency

debt). The striking lack of correlation between government capital
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ILable 7, Belgium-Luxembourg:

Balance of Payments, 1961-64

Current Account
A. Importsl/
B, Exports
Trade balance
€. Services
D, Transfers

Capital Movements

A, Central government
B, Other public

C. Private

Errors and Omissions

Over-all Balance

( I+ II+ III)

.’Monetary Movements

(-=increase in net
foreign assets)

National Bank of Belgium:

Official reserves
Other (net)

Commercial banks and

others (net)

1/ Partly c.i.f,

Source:

National Bank of Belgium,

(in millions of dollars)

1961 . 1964
First Secomnd First Second First Second First
half _half  half half  half half half

-40 80 68 28 6 -88 -64
n.a, n.a. 1,844 1,906 1,976 2,218 2,374
na, _noa. . 1,786 1,836 1,922 2,106 2,236
-100 -22 -58 -70 -54 -112 -140

54 86 114 86 58 30

6 16 12 12 2 -6
-114 60 -12 -32 44 22 66
-124 8 -26 -30 58 ~-18 G-

12 32 m—— -8 10 4 86
-2 20 14 6 -24 36 -20
- 22 26 2 28 -16 10
-152 164 82 -2 78 -82 12

152 -164 -82 2 -78 82 -12

-50 -185 54 -19 -141 -39 13

8 -17 8 -9 -9 -33 -33

134 38 -144 30 74 154 8

and partly f£,o.b,
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movements and the change in the foreign currency debt is caused mainly .
by the fact that much of this debt is placed with Belgian banks rather

than with foreign institutions. Last year, when the foreign currency

debt rose a total of $188 million, Belgian banks increased their hold-

ings by $98 million.

Offic:al reserves rise rapidly in July-November

Modest gains in official reserves in the first half of 1964
have been followed by sharp increases in more recent months totalling
$170 nmillion, of which most accrued in October-November. These gains
are probably related to capital flows caused by tighter credit con-
ditious in Belgium.

In the January-June period there was a $10 million rise in
official reserves after adjustment for a $23 million rise in Belgium's ‘
IMF position (related to Italy's Fund drawing last March). Since June,
official reserves have risen $6 million in July, $21 million in August,
$19 million in September, and $125 million from September 30 to November 16.
It apprears highly unlikely that these increases are related to any
dramatic improvement in current account transactions. Because they
have taken place since restrictive monetary measures were imposed on
Belgisn banks in July-August, it seems plausible to ascribe them to
capital inflows,

A small part of the rise since August is the result of renewed
medium-term foreign borrowing by the Belgian government, which in August
obtained a $16.5 million 35-month loan from the Morgan Guaranty Trust

Company at 5-1/4 per cent. The funds are to be used to meet payments

on Congo bonds guaranteed by the Belgian government. .



Because of this inflow of foreign exchange, the Belgian franc
rengthened in foreign exchange markets, The franc was quoted at a
‘more than 0.2 per cent above par in late June. It rose almost con-
tinuoully in July-September and since end-September has been at its ‘upper

’limzta-gaindt the dollar (0.75:pcr cent above par),






