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This new tax is designed primarily to improve the position of French
industries that may be hurt by the new liberalization measures, Since the tax
will be‘applied uniformly to imports from OEEC and all other foreign countries
alike, }t may be considered a form of differential devaluation for certain
Fr?nch imports, just as the system of tax rebates constitutes effective devalu.
ﬁtlon for selected French exports, Like these rebates, the new tax tends to

protect” the domestic producer and the level of employment, at the price of
permitting the contimed practice of uneconomic production methods,s In con-
trast to outright devaluation, use of this tax may keep prices of essential
French imports unchanged and thus reduce the impact on the domestic price
level, on costs of production, and on the terms of tradei on the other hand,
it adds more restrictions and administrative complications to the French trade
and exchange mechanism,

Recent changes in the value of the French franc

Discussion of the need for outright franc devaluation, to wipe out
part of the existing disparity between French and foreign price levels, has
recently been dampened in view of some evidence that France may gradually be
approaching both internal and external equilibrium at existing prices and
exchange rates, Such evidence includes the attainment of internal price
stability; the sharp reduction in the franc price of gold and of U. Se
dollars on the "parallel" (or black) market; the revival of personal savings
in the form of bonds or monetary assets and the corresponding lessened pere
sonal desire to hoard gold; the decline in speculative capital outflow and
the probable repatriation of domestic capital; and, finally, the improvement
in the French external balances

Internal stability — Between June 1950 and March 1952, when
Premier Pinay inaugurated his stabilization program, French prices and
wages increased by over LO per cent, However, since then wholesale and
consumer prices have declined 11 and 5 per cent, respective.ye To some
extent, these declines were the result of a government policy expressly
aimed at rolling back costs and prices, At the same time, wige rates
increased, but only by 5 per cente With increased coniidence in tie future
stability of French price levels and some strengthening of mr:netary policy,
the public became more willing to increase its monetary savingse

Strengthening of the franc rate in terms of dollars and gold m—
Since January 1948, the rrench frarc has nad no official par value vnder
the International Monetary Fund Agrcement; nevertheless, the so-calied
Wfree market" rate for Ue Se dollars (in reality the official rate) 1/
has remained stable since September 1949 at about 350 French francse This
rate is kent within certain prescribed limits through the limitation
of authorized demand and supply and the intervention of the exchange authori-
ties in the markete

I/ The International Monetary Fund distinguishes Detween "Iree market" franc
rates for certain currencies (Belgian francs, Canadian dollars, Swiss
franes, and Us S dollars) and "official market" rates for certain other

currancies,
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At the end of March 1952, the "parallel" (black market) deollar
rate was quoted at L50 francs, After that time, it declined almost continually,
reaching 366 francs in March 195L and a new low of 362 francs on April 1l,

1984, The current premium in relation to the official rate is thus only 3
per cente

Similarly, onm #pril 15,195L the gold price (417,000 francs per
kilogram) exceeded the official gold buying price of the Bank of France
(393,000 francs) by only about 6 per cent; this price for gold bars corres—
ponds (on the basis of the prevailing "parallel market" dollar rate) to a
price of about $3%60per ounce, The 20-franc gold coin (Napoleon), which
stood as high as U470 francs at the end of March 1952, has declined to
2680 francs.,

In conjunction with the stability of commodity prices since early
1952, these sharp declines have discouraged French gold hoarding and may even
have induced some dishoarding, The French Stabilization Fund, in intervening
on the gold marke t, recently has had to act in general as buyer rather than
as seller,

Hew much farther is the Paris gold price likely to decline? It
seems unlikely the free pnrice could go down to the official buying price of
the Bank of France, It could not do so unless the "parallel" dollar price
in Paris fell to the official price of 350 French francs and the price of
French notes in Switzerland rose correspondingly, A continuing gold inflow
from Switzerland as well as from South Africa and other gold-producing areas
should tend to exert pressure on the Paris gold price }/. However, substan-
tial further declines in gold prices toward the "theoretical" minimum would
lead to expectations of possible future rises and therefore of speculative
profits from current gold purchases at a price level considered by the "market"
to be artifically depresseds These attitudes would also be deeply affected
by any actual (or expected) devaluation of the French franc, On the other
hand, the recent opening of the London and Brussels gold markets, by widening
the possibility for gold arbitrage and speculation, may reduce the volume of
Paris gold transactions and tend to nmarrow somewhat the past wide fluctuations
in the price of gold in Paris,

Problem of external equilibrium

Significance of declining gold prices — Declining dollar rates
gold prices and the cessation of gold hoarding, while important, cannot be
taken as clear evidence of a return to external equilibrium at the present
official rate of the French franec:

1/ See Frederic Jenny, "The Declining Price of Gold" L'lInformation, February

T 27, 1954e He states that on the basis of the rate of FF 100=9oF 1416 1/L
(quoted at the end of February in the Zurich market) and the price of gold
of $35407 1/2 on the Swiss market, the cost of gold in Switzerland amounted
to FF 416,000, This left a margin of about FF 7,000, sufficiently large to
induce a contimued (although somewhat reduced) movement of gold from Switzer-
land to France,
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First, the gold market has been affected by normal changes in demand
and_supply, such as an increased supply from foreign sources (including South
Africa and possibly Russiag although the latter has been officially denied)
and by a reduced internal demand linked to confidence in growing internal
financigl stability, Neither of these factors is directly related to, nor
corrective of, external disequilibrium due to price disparities between French
products and competing products abroad,

) Second, the slump in gold prices may be in large part a corrective
of previous maladjustments in personal savings and consumption habits, due
to a slight relaxation of the publict!s ingrained inflation psychology; this
development is again no clear indication of attainment of external equilibrium,
It @erely reflects changes in the public's preferences relztive to disposition
of its savings, These preferences are influenced by present and expected
future domestic price levels; by present and prospective interest rate' changes
and corresponding changes in the value of interest-yielding assets; and by the
changing relative disirability of alternative outlets for investment funds (for
instance, bonds with "escalator clauses"),

The very fact that escalator clauses continue to be inserted in
quasi-governmental bond issues (those of the French National Railways and
the nationalized electricity and gas industries, for instance) indicates
that the French inflation psychology (previously reflected in the public's
desire to hoard gold) is far from being entirely overcome, On the con-
trary, public and private industries in France are willing to capitalize
on this ingrained attitude as a means of attracting private investment funds
at reasonsble interest cos*s,

Significance of declining black-market dollar rates — The recent
reduction in the U, S, dollar rate on the “parallel market" -- although in-
dicative of increased external stability — cannot be overrated, either, as
evidence for the hypothesis that the official rate of 350 francs is an
"equilibrium®" rate,

First, use of frarc notes purchased 2% this rate is strictly limited,
The rate applies to French banknotes bought by tourists in France, and to
French banknotes purchased in the United States from New York dealers; these
dealers smuggle them from France (via Switzerland) at a rate which corresponds
to the Paris "parallel market" rate less shipping expenses and dealers! profits,
Banknotes purchased in the New York market are used only for tourist expendi-
tures and for illegal capital transactions,

They cannot legitimately be used by fmerican importers, who must
settle their liabilities entirely either (a) in U, S, dollars which the French
exporter, in turn, remits to the exchange control authorities and from which
he is permitted to keep 15 per cent (the so~called EFAC accounts), presumably
to be used for his own equipment and raw material imports from this country;
or less commonly (b) in Freunch francs credited to the account of the exporter
in a French bank, purchased by the American importer at the "free market" (i.eq
official) rate of exchenge from an accredited New York bank,
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) The demand for and supply of "free market" (ieee official) dollars,
which can be used for commercial transactions, is not subject to normal mar-
ket forces, either, This market is strictly controlled by the French authori-
t%es, first, by intervention by the Bank of France and the Exchange Stabilizae:
tion Fund to maintain the official price within limits corresponding to the
classical gold points; and, even wore important, by tbe existing rigid import
restrictions, Licensing of virtually all individual import transactions res-
tricts the demand for dollars by French importers and thus helps to maintain
the price for dollars in terms of French francs at an artifically low level,

An equilibrium franc rate could not emerge unless there were an
absence of significant direct trade and exchange restrictions as well as of
export subsidies or rebates, These conditions obviously do not exist today
either in France or in most other countries, nor is tnere any likelihood that
they will be restored in the foreseeable future,

Under these circumstances, what does the declining "parallel market®
rate for dollars, in fact, indicate? Most important, it reflects the improve-
ment in Paris gold prices and possibly a heavier purchase of franc banknotes;
both in Switzerland and in the New York market, in anticipation of spring and
summer tourist traffic in Frances It also reflects more favorable expectatiors
about the French franc generally and the resulting decline in speculation by
dealers against the possibility of future franc devaluation, It doubtless
mirrors less outward capital flight from France and some possible repatria-
tion of domestic capital,

For the most part, these factors are related to improved domestic
and foreign confidence in the prospects for French internal stability, While
such stability is a necessary condition for external equilibrium, it does not
by itself correct the basic unsolved probl:m of how best to meet rising foreign
competition at existing French price levels,
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