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per cent., Some acceleration of consumer demand is probable, and retailers'
orders to industry will rise at least as rapidly as in the second half of
1965. Concurrently, private expenditures on plant and equipment will
revive. For the full year 1966, the value (at constant prices) of

these outlays could well be 4 per cent more than the annual total for

last year. Because these expenditures were declining during 1965 but are
expected to be rising during 1966, the rate of rise during 1966 could be
appreciably faster than 4 per cent, (The projected 4 per cent rise in
annual totals is a bit greater than the 3-1/2 per cent increase shown in
the 1966 national accounts projections made last autumn.) This INSEE
forecast, based largely on surveys made in late 1965, does not take

account of the effect on producers' intentions of the 10 per cent investment
credit. Total investment will be strengthened by projected increases

(in real terms) of 9 per cent in government investment expenditures and

of about 6-1/2 per cent in plant and equipment expenditures of public
enterprises. The only category of spending likely to weaken appreciably

in 1966 is expenditures on housing, which may show little if any rise.

Bank of France moves to combat tight money

The French money market has been subject to strain almost
continuously since early November, because of developments in the French
public finances and the tightening of credit conditions in the United
States and some other foreign countries. This tightness does not show
up very strongly in market rates; the Bank of France has kept call money

rates from exceeding 4-5/8 per cent, the informal "ceiling" which
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the Bank has maintained since the discount rate reduction of April 1965,

To this end, the Bank has made purchases of money-market paper in amounts

and at rates of interest determined on a day-to-day basis by the authorities,
such accommodation being extended en pension (with repurchase) for

several days straddling the month-end when market pressures are strongest,

At the end of February, the Bank had to extend what it termed a "massive"
amount of such accommodation to hold the market rate, even though the

banks were also rediscounting at penalty rediscount rates.

The monetary authorities do not want credit conditions in France
to tighten, but in early March they estimated that the next two months
(at least) would see no essing of basic conditions and might see a
tightening. Consequently, in mid-March the Bank of France announced that
the banks' liquid assets reserve requirement would be reduced from the
current 35 per cent to 32 per cent for March 31 and 33 per cent for
April 30,

Banking system accommodation from the Bank of France has continued
to run high in 1966, averaging 16.3 billion francs in the first 10 weeks
of this year compared with 13.2 billion francs a year earlier. A major
cause of this tightness has been the relatively low level of Treasury
indebtedness to the Bank of France since last autumn. In the first
10 weeks of this year, it averaged 10.1 billion francs, down from
12,4 billion francs in the year-earlier period.

A small part of this difference results from the fact that to
date the Treasury has reportedly disbursed to industry less than one-half

of the proceeds of last October's 1 billion franc National Equipment Loan.
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The larger part stems from a sudden change in the balance of the public
finances last autumn. In October-November, the surplus of Treasury cash
receipts cver disbursements for those two months was 1.4 billion francs
more than in the same months of last year, because of a swelling of tax
receipts and some lags in expenditures, and since November there has
evidently been no year-to-year deterioration in the Treasury's position.

At the end of November, Treasury operations showed an 1l-month
surplus of F 1,540 million, compared with F 590 million in November
1964. There was a cash deficit for the full year 1965; tut this deficit
may have been F 1 billion smaller than the 1964 deficit of F 3.46 billion
which had been made up of F 1.90 billion of long-term debt redemption
and a F 1.57 billion deficit on budgetary transactions. Finally, a third
reason for the decline in Treasury recourse to the Bank of France was
a larger inflow of funds to the Treasury from lenders other than the
Bank of France. In the first eleven months of 1965, net borrowings
from all other lenders amounted to F 1.1 billion, compared with a virtual
zero for such borrowings in the year-earlier period,

The French money market has also been tightened by the pull of
tighter money abroad which has induced French banks to add to their net
foreign assets. Ordinarily, the foreign exchange accruing to France
(because of the French surplus) is sold to the Bank of France by the French
commercial banks, which must meet the public's rising demand for currency.

However, in December, January, and most of February, the banks either

added to their placements in foreign centers, or used exchange to pay
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off foreign borrowings, in amounts that were very substantial (probably
close to $150 million, or 740 million francs, in December and January).
This channelling of funds abroad served to reduce French official reserve
gains (including changes in the IMF position) to only $10 million in
December aad $17 million in January. February reserve gains totalled
$35; mearly all of it accrued in the closing days of the month when the
banks repatriated funds because of the tightness of conditions in Paris.

Freach monetary conditions have remained quite stable in recent
months. Bank credit rose 9.9 per cent in the fourth quarter, an increase
that was almost entirely seasonal and which was scarcely larger than
the 9.1 per cent rise of a year earlier. At the end of December, out-
standing credit was up 1l.1 per cent on the year, compared with an
annual increase of 10.8 per cent during the course of 1964. The money
supply increase of 2.0 per cent (seasonally-adjusted) in the fourth
quarter compares with quarterly increases in the seven previous
quarters of 1964-65 which ranged between 1.6 and 3.1 per cent and
averaged 2.1 per cent.

The money supply in France has continued to exhibit one of its
outstanding secular characteristics, viz., the tendency to increase much
faster than national expenditure valued not only at constant prices
but at current prices as well. 1In the six years 1960-65, for example,
the annual increases in the money supply averaged 40 per cent greater
than the increases in gross national expenditure valued at current

prices. In 1965, the differential was larger than this 1960-65 average.
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The money supply rose 9.4 pér cent during the course of the year
(December to December) and averaged 8.8 per cent more than in 1964 ;
the value of gross national expenditure at current prices in 1965
can be estimated at 4.50 to 4.75 per cent above 1964, corresponding
to an estimated increase of 2.3 per cent in real terms and a rise

in prices of similar magnitude,

Stabilization plan increased 1965 external surplus

The effects of the stabilization plan launched in 1963 could be
seen in the increase in the French balance of payments surplus from
$796 wmillion in 1964 to $1,091 million (provisional) in 1965. (See
Chart for 1965 reserve gains.) The cause of the rise was a shift in the
trade balance (f.o.b.) from an$89 million deficit in 1964 to a $480
million surplus last year, as measured on a payments basis.,

Last: year was an excellent one for French exports; for the
year as a vhole, exports to countries outside the franc area were 14
per cent more than in 1964. Strongly rising import demand in Germany,
Italy, and the United States were important to the rise in French
exports, but an additional factor was the smaller price increase in
France thar in most European countries, The effects of the stabilization
program were more apparent in the behavior of French imports, which moved
sideways for the first half of the year and then started to increase again
in response to the expanding domestic economic activity. (See Chart.)
Imports from countries outside the franc area last year totalled only

%=1/2 per cent more than in 1964,



Investment inflow declined last vear

In contrast to the shift in the trade balance, the net
inflow of long-term private capital into France decreased significantly
last year, French long-term investment abroad increased from $76 million
in 1964 to $140 million in 1965, while foreign long-term investment in
France dropped from $603 million to $460 million. Rather severe declines
occurred in foreign purchases of French securities and in loans from
foreigners of one-year or more maturity, whereas other forms of direct
investment were nearly as large as in 1964,

All of the decline in this foreign capital inflow occurred in
the last quarter of the year, For the first three quarters, the inflow
was exactly the same in both years, but the fourth-quarter figures show
a very sharp drop from $237 million in 1964 to $94 miilion in 1965. This
decline is partly a reflection of a heavy surge of foreign investment in
France in the f ourth quarter of 1964: 43 per cent of the total investment
by the U,3, and Canada in 1964 was concentrated in the fourth quarter of
that year, and 38 per cent of the annual investment by residents of other
countries occurred in October-December,

In addition, there may have been an abrupt decrease in U.S,
investment in France in the last quarter of 1965: this seems implied by
an article in Le Mcnde of March 8 which states that the lower total
foreign investment (from all sources) in 1965 was more a consequence of
the voluntary U,S. balance of payments program than of the "filtering" of
U.S, investment in France by the French governmern ., But in thenfirst

three quarters of 1965, U.S., (and Canadian) investment amounted to $92

million, sbout 10 per cent more than in the same period of 1964,
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